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ABSTRACT

This study uses a practices-resources-uses-penficanapproach to examine the
indirect impact of High Performance Work System®&#S) on firm performance
in Irish Professional Service Firms (PSFs).

The study proposes that HPWS does not influence fierformance directly but
indirectly. HPWS affects a firm’s performance thgbutwo stages. Firstly, the
HPWS helps to build the firm’s resources which il human capital, social
capital and organisational capital. Secondly, thheseurces, in turn, create value for
the firm when they are effectively utilised. Thepbyheses in this study propose that
resources mediate the relationship between HPWSfiamdperformance and the
uses of resources mediate the relationship betvessurces and firm performance.

To test this systematic approach, data was cotldoten 120 Irish accounting firms

who participated in the survey. This data was ctdie in 2010. Hierarchical

multiple regression was used to analyse the dataest the proposed mediational
models.

The results provide support for the stated hyp@ke§he findings suggest that the
firm’s resources such as human capital, socialtabpind organisational capital

mediate the relationship between HPWS and firmgoerdnce and that the uses of
the firm’s resources mediate the relationship betw#he firm’s resources and the
firm’s performance. Therefore, this study providesomprehensive picture of how
HPWS works in professional service firms by pronglithe conceptual and

empirical support for the practices-resources-peEBrmance value creation chain.
These findings could help firms find mechanismarprove their performance.

The study of the indirect impact of HPWS on firnrfpemance contributes to the
understanding of how and why HPWS affect firm perfance by identifying

valuable resources and the way to effectively ientin PSFs. It also provides
theoretical support for the resource-based viewthd firm (Barney, 1991),

knowledge-based theory (Grant, 1996a, 1996b) anthrdic capabilities theory
(Teece, Pisano & Shuen, 1997). It also contribwteshe theory of knowledge
exploitation and exploration (Lavie, Stettner, &hman, 2010; March, 1991).

Xiv



CHAPTER ONE
INTRODUCTION

1.1 Overview of This Dissertation

The research reported in this dissertation examimeg high performance work
systems (HPWS) affect firm performance in profesaiservice firms (PSFs). The
research applies a novel practices-resources-@sésimance approach to explore
the so called “black box” (Becker & Gerhart, 19983) between human resource
management practices and the firm’s performance.

The research model developed is based on a brogd o literature which includes
strategic human resource management (SHRM) (Betkduselid, 2006; Boxall,
1992; Boxall & Purcell, 2000; Collins & Clarks, 28Delery & Doty, 1996; Delery
& Shaw, 2001; Wright & McMahan, 1992), the resoubesed view of the firm
(RBV) (Barney, 1991), the knowledge-based theorsa(G 1996a, 1996b) and the
dynamic capabilities theory (Teece, Pisano & Shu&97). The unique aspect of
the research model is that it provides a compretensicture which links high

performance work systems to firm performance, bylzioing the key concepts and

. . . 1 2
ideas in relation to resourcesnd the usesf resources.

1
Resources in this study are defined as the knowledgbedded in individuals, i.e. human capital,
relationships, i.e. social capital and organisasiooutines, systems, database, i.e. organisational
capital. This applies to rest of thesis.

2 S ) . —
Uses in this study are defined as the ways toesaurces. Uses include communication,
coordination, monitoring and team utilisation. Taplies to the rest of thesis.



The data was collected from 190 managing partriéRs,directors/managers and
other senior staff representing 120 Irish accognfirms. The findings provide
strong support for identifying how HPWS affectsnfiperformance in PSFs. In
addition, some findings were found in relation he tmanagement effectiveness of
accounting firms.

This study employs and provides empirical supporttfie resource-based view of
the firm (Barney, 1991), the knowledge-based th€@Gnant, 1996a, 1996b) and the
dynamic capabilities theory (Teece et al., 1997¢ohtributes to the understanding
of how and why HPWS affects the firm’s performargeidentifying its valuable
resources and the effective uses of them in PSkes fiidings provide the support
for the mediational effect of resources in thetrefeship between HPWS and firm
performance and the mediational effect of useber¢lationship between resources

and firm performance.

1.2 Significance of the Study

In comparison to other studies of the relationshggween SHRM and firm
performance (Arthur, 1994; Becker & Gerhart, 199tta, Guthrie, & Wright,
2005; Delery & Doty, 1996; Guthrie, 2001; Guthrdpod, Liu, & MacCurtain,
2009; Huselid, 1995; MacDuffie, 1995; Richard & debtn, 2001; Terpstra &
Rozell, 1993; Youndt, Snell, Dean Jr, & Lepak, 1996is study addresses two
important issues. One is the indirect performanogaict of human resource
practices compared to the impact of direct relaigos. The other is the research
context — professional service firms (PSFs). Tlymicance of the two issues is

described in detail in the following two sections.



1.2.1 Significance of Understanding How SHRM Influe  nces
Performance

Researchers in the field of strategic human resounanagement (SHRM) have
found that the application of a system or a buwdlleuman resource (HR) practices
Is positively associated with organisational perfance. For example, a bundle or
system of HR practices has been found to positivelyence firms’ outcomes
especially in manufacturing firms. These outcommedude financial performance
(Guthrie, 2001; Huselid, 1995), employee turnovRicliard & Johnson, 2001),
productivity (Guthrie, 2001), efficiency, flexibiyi (Evans & Davis, 2005), and
organisational commitment (Youndt et al., 1996). clarify, this study labels the
bundle or system of HR practices as high performawork systems (HPWS)
(Guthrie, 2001; Guthrie et al., 2009; Huselid, 1995

From the evidence found in the above studies, ¢lsionship between HPWS and
firm performance may be indirect and many schotzk for deeper and more
theoretical approaches to understand how and wgty performance work systems
(HPWS) affect firm performance (Bowen & Ostroff, ) Combs, Liu, Hall, &
Ketchen, 2006; Delery & Shaw, 2001), especiallgénvice organisations (Combs
et al., 2006).

For example, Combs et al. (2006) suggested thatogewys’ knowledge, skills and
abilities (KSAs) acted as mediators between higfiop@mance work practices and
organisational performance. Guest (1997) showed 8t4RM influenced firm

performance by improving employees’ skills andiébg. The findings of these two



studies suggest the mediational effect of the humepital in the relationship
between HR practices and firm performance.

Collins and Clark (2003) provided support for thedhating role of social structure.
They examined the mediating effect of social nekwarf top management teams
(TMT) on the relationship between HRM and firm pemfiance. They found that the
mediating effects of TMT networks accounted for rheall of the effect of
network-building practices on sales growth and l#sm half of the effect of
incentive pay practices based on organisationdbpeance. Collins and Clark’s
(2003) study provides support for the mediationféat of social capital in the
relationship between HR practices and firm perforcea

In addition, Wright, Dunford, and Snell (2001) aeguhat HPWS might play a role
in creating organisational cultures and shared rosgdional knowledge which
enabled the firm to form and maintain its core cetapcies. They indicated that
HR practices could help shape organisational pessgssystems, and ultimately
competencies. Wright et al. (2001) indeed sugdmespossibility of the mediational
effect of organisational capital in the relatiomslbetween HR practices and firm
performance.

Consequently, in terms of the intervening variabbletween HPWS and firm
performance, this study considers the resourcésimfan capital, social capital and
organisational capital systematically. In addititms study takes into account how
to use these resources which is labelled as usesu3es include communication,
coordination, monitoring and team utilisation. Bgirty so, this study provides a

comprehensive understanding on how HRM affects fiariormance.



1.2.2 Significance of Research Context: PSFs

Many researchers conducted their research in gemenaufacturing firms such as
auto manufacturing plants and steel companies #Dgtttal., 2005; Ichniowski &

Shaw, 1999; Ichniowski, Shaw, & Prennushi, 1997;cbuffie, 1995), some

general service firms like banks (Delery & Doty 969 Richard & Johnson, 2001),
call centres (Batt, 2002) or with the mixture o ttormer two contexts (Guthrie et
al., 2009; Huselid, 1995). However, there has badack of research into one
important context — the professional service firimscontrast to firms previously

studied, which have stable business conditionsfepstonal firms face a more
dynamic environment (Collins & Smith, 2006).

Professional Service Firms (PSFs) consist of alhigtiucated and professionalised
workforce and provide clients with customised kredge (Empson, 2007;

Greenwood, Li, Prakash, & Deephouse, 2005; Maisi€93). Examples of

professional services include accounting, engingertonsulting, management
consulting and legal services.

PSFs are a significant context for conducting netedecause of their unique
characteristics, but also because of their imponsition in the current global

knowledge economy which is reflected in the inceglagrowth and significance of
PSFs. According to Delong and Nanda (2003: ix)y thee “becoming ever more
pronounced in economies the world over”. In thet [24s years, the professional
services sector has grown by more than 10% permaremd currently generates
more than US$ 1,000 billion in revenues globallyn(ison, 2007). From the years

1978-1986, employment in these firms grew by 53iB%omparison to 13.1% in



the rest of the US economy (Aharoni, 1993). Fomepla, as one of the world’s
largest professional services firms and the largéshe Big Four auditing firms,
PricewaterhouseCoopers earned aggregated worldevgaues of US$26.2 billion
for the fiscal year 2009, and employed over 163,p@0ple in 151 countries
(PricewaterhourceCoopers, 2010).

PSFs are very different from traditional manufacirfirms (Lewendahl, 2000).
They are knowledge-intensive (Morris, 2001; von démflycht, 2007, 2010). Their
inputs are mainly the expert knowledge of the msinal workforce (Starbuck,
1992), while their outputs are expert knowledgéhm form of customised solutions
for their clients (Empson, 2007; Greenwood et2005; Hitt, Shimizu, Uhlenbruck,
& Bierman, 2006; Lgwendahl, 2000; Morris & Empsdm®98; von Nordenflycht,
2007, 2010). PSFs gain competitive advantage mamwelying on their intangible
assets such as, expert knowledge known as humatalcapternal and external
relationships also known as social capital, théficient routines, databases and
systems, also known as organisational capital. Wewethe current research on
PSFs is not comprehensive. Although various rebesscaddressed the issues like
governance structure of PSFs (Cooper, Hinings, rdveed, & Brown, 1996;
Greenwood, Hinings, & Brown, 1990; Pinnington & WNer 2003), and the
tournament promotion system (Morris & Pinningto98&), only von Nordenflycht
(2010) systematically answered the question of whatPSF is and described the
characteristics of PSFs. However, issues such@s th manage PSFs effectively”
and establishing “what the determinants of PSFdopmance are” are in great need

of comprehensive investigation and definition.



For these reasons, this study chooses the profiegsiervice context to examine the

indirect impact of HPWS on firm performance.

1.3 Research Aims

This study aims to explore how HPWS affects firmf@enance in the professional
services context by identifying and testing theimening variables between HPWS
and firm performance.

Using the strategic human resource managementyttiBecker & Huselid, 2006;
Boxall, 1992; Boxall & Purcell, 2000; Delery & Sha®001; Wright & McMahan,
1992) and the resource-based theory (Barney, 1B@hrose, 1959; Wernerfelt,
1984), this study will explore the processes/meidmas through which HPWS
influences firm performance. Specifically, the studlill look at the mediational
effects of organisational resources in the relatigm between HPWS and firm
performance. These resources are identified as immwapital, social capital and
organisational capital.

In addition, based on the dynamic capabilities thewhich emphasises the
exploitation and exploration of resources (Eisedh& Martin, 2000; Helfat et al.,
2007; Teece & Pisano, 1994; Teece et al., 1999, diudy will explore the uses
through which organisational resources influence fperformance. The uses are

measured by communication, coordination, monitoang team utilisation.

1.4 Research Model

Figure 1.1 provides a conceptual model with hypsgiseon the link between the

utilisation of HPWS and firm performance.



Figure 1.1 Conceptual Research Model
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Source: The Author



In this model, it is argued that HPWS results ie treation of human capital
(Becker, 1964; O’Sullivan & Sheffrin, 1998), socapital (Burt, 1992; Nahapiet &
Ghoshal, 1998), and organisational capital reseufd®undt, Subramaniam, &
Snell, 2004; Subramaniam & Youndt, 2005). It isyonlhen these resources are
effectively managed and utilised that firms can egate superior profit above
competitors’ returns in a perfectly competitive momment (Schultz, 1961), achieve
sustainable competitive advantage, and create v@daeney & Arikan, 2001;

Sirmon, Hitt, & Ireland, 2007).

1.5 Research Hypotheses

Table 1.1 provides a summary of the research hgseththat are tested in this study.

These hypotheses are formed based on the litenaview presented in Chapter 3.

Table 1.1 A Summary of The Research Hypotheses

Hypotheses

H1 PSF’s human capital mediates the relationship bEtiPWS and firm

performance.

Ho PSF’s social capital mediates the relationship betwnHPWS and firm
performance.

H3 PSF’s organisational capital mediates the relaligmbetween HPWS and
firm performance.

Ha PSF’s uses mediate the relationship between itahwapital and firm
performance.

H5 PSF’s uses mediate the relationship between italsmapital and firm
performance.

H6 PSF’s uses mediate the relationship between isnisgtional capital and

firm performance.




1.6 Thesis Structure and Outline

Chapter One introduces the overview of this dissemn which includes the
objectives and general process of this study. ttirms the significance of this
research, especially with regards to the SHRM #tezal perspective and the PSF
context. It also presents the research questi@s®arch models, a summary of
hypotheses, and outlines the thesis structure.

Chapter Two provides a general introduction to P&Hsresents the definition and
characteristics of PSFs and proposes that theit mgrtant resources are human

capital, social capital and organisational capital.

Chapter Three reviews and discusses the main tiadrperspectives examined in
this study. These are strategic human resource gearent theory, the resource-
based view of the firm, knowledge based theory dymamic capabilities theory. In

particular, the chapter presents three approach#éisei SHRM literature that have
dominated studies on the link between HRM and asgdional outcomes; the

universalistic approach, the institutional apprgaehd the contingency theory
approach. In addition, the applications of eacloitphen the management of PSFs

are provided and the various hypotheses are atgmped.

Chapter Four firstly explores the philosophicalipas the research methodology
used in this study. It describes the appropriatemmésa positivist approach which
provides the support for survey-based researcheit presents a detailed outline of

the research process via an illustrated chart laed tlescribes in detail the sample
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set up from different database resources, how uheeyg is designed and how it is
conducted by employing Dillman’s (2007) Tailoredsizg Method. Finally, all the

variable measurements in the survey and their tyakehd reliability are presented.

Chapter Five presents the results of the data sisalyhis chapter includes a
presentation of sample representativeness, supmodata aggregation, common

bias check, descriptive statistics and regressmaityais of the study.

Chapter Six reviews the findings based on the tesnlChapter Five and describes
the contributions of this study to literature ore thubject. It also presents the
implications for researchers and for practitioreand a description of its limitations.

Finally, the future directions of the researchdiseussed.

Chapter Seven provides a short and general conaoluireiterates the research aim,

research model, findings and implications.
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CHAPTER TWO
RESEARCH CONTEXT: PROFESSIONAL
SERVICE FIRMS

2.1 Introduction

This chapter provides a description and definitadnPSFs. This is supported by

examples, characteristics and an outline of thet ingsortant resources in PSFs.

2.2 Definition of PSFs

PSFs are an increasingly important component ofgtbbal economy, and have
attracted considerable attention from managemeetirehers as they have grown in
scale and significance across the whole world (6hiarl993; Delong & Nanda,
2003; Empson, 2007). However, “a significant oblstato progress in our
understanding of PSFs is the lack of a definitidntlee central term” (von
Nordenflycht, 2010: 155). Before examining the aptcof professional service
firms (PSFs), it is important to investigate théevant concepts such as profession
and professional.

As Abbott (1988) explained, “professions are exgkisoccupational groups
applying somewhat abstract knowledge to particcdaes” (p.8). Greenwood (1957)
described the attributes of a profession as a msydie body of knowledge;
professional authority and credibility; regulaticand control of members; a

professional code of ethics and a culture of valaesms, and symbols. Khurana,
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Nohria and Penrice (2005) provided the criteriadaliing an occupation a bona fide
profession as follows: a common body of knowledggting on a well-developed,
widely accepted theoretical base; a system foifgieg that individuals possess
such knowledge before being licensed or otherwilewad to practice; a
commitment to use specialised knowledge for thdipgiood, and a renunciation of
the goal of profit maximisation, in return for pessional autonomy and monopoly
power; a code of ethics, with provisions for monitg individual compliance with
the code and a system of sanctions for enforcingased on the above definitions,
the profession is an occupation that requires éxXqmeEwledge, authority, credibility

and autonomy.

Sharma (1997) described professionals as people'agmpdy in their work a body of
knowledge and techniques acquired through traiamd) experience, have a service
orientation and distinctive ethics, and have atgdeal of autonomy and prestige in
the modern economy” (p.763). Empson (2006) providedtrict definition of
professional as “someone who has won the right @mbership of a professional
association by completing an accredited programfrteaming and examinations”
(p.6). Her definition represents a very narrow @radfi organisations - accounting,
law, architecture and engineering practices. Espartprofessionals within a given
field unite to form a PSF.

The above descriptions of professionals suggedt ghaessionals embed expert
knowledge, have autonomy and are qualified fromiadeigsional association when
they pass their professional exams. In the casacobuntancy, for example,

professional accountants normally have professioeapert knowledge in
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accounting, high autonomy in their work, and quedifions from some accounting
association. Accounting associations in Irelandluese Chartered Accountants

Ireland (CAl:www.charteredaccountants,i¢he Association of Chartered Certified

Accountants Ireland (ACCA: http://ireland.accaglobam), the Institute of
Certified Public Accountants in Ireland (CPA: wwypeatreland.ie), the Chartered
Institute of Management Accountants Ireland (CIM#ww.cimaglobal.com/Our-
locations/Ireland), and the Institute of IncorpedhatPublic Accountants (lIPA:
www.iipa.ie).

In most of the research on PSFs, “the term [PSEEjtieer undefined or is defined
only indirectly, by providing a brief list of exangs: ‘PSFs, such as law firms,
accounting firms, etc.” (von Nordenflycht, 201065). According to Hinings et al.
(1991), “a professional service firm has a primeggource and work force of a
group of trained professionals who have agreed twrkwunder the same
organisational umbrella” (p.376). Greenwood et (2005) defined professional
service firms as “those whose primary assets dmgldy educated (professional)
workforce and whose outputs are intangible servieesoded with complex
knowledge” (p.661). In von Nordenflycht’'s (2010udy, the question of “what is a
professional service firm?” was addressed. Howeven Nordenflycht did not
provide a single definition of PSFs but a theosticamework on a taxonomy and
theory of knowledge-intensive firms. The PSFs #rat discussed in this study are
the classic PSFs referred to in von Nordenflyc{2®10) study, e.g. law, accounting
and architecture.

Morris (2001) stated that the professional serfio® was a classic example of

knowledge-based or knowledge-intensive organisatiémofessional service firms
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are knowledge-intensive but are different from ktemlge intensive firms as their
knowledge output is customised. In other wordsh ltloé services provided by PSFs
and the processes involved are customised oredilar individual customers’ needs
(Maister, 1993; Nachum, 1999). In this way, pharewdical and software

companies are categorised as knowledge intengines fbut are not professional
service firms, as they sell the same products/sesvio all customers and do not
tailor them for individual clients as PSFs do. Hib®ve definitions of PSFs suggest
that PSFs require a highly educated professionatkfamece and provide a

customised output.

In summary, the definitions of professions, prof@sals, professional service firms
and the difference between PSFs and knowledgesinteriirms demonstrate the
uniqueness of PSFs as their reliance on a professiorkforce, in other words that

the human resource is one of the most importaetssathin PSFs.

2.3 The Characteristics of PSFs

Based on the definitions provided in section 2.@vah PSFs clearly differ from the
traditional manufacturing firms in their knowledigensity (Lewendahl, 2000).

PSFs are knowledge-intensive (Morris, 2001; vondgaflycht, 2007, 2010). Their
inputs are mainly the knowledge embedded in théepsional workforce (Starbuck,
1992) and their outputs are expert knowledge inféhen of customised solutions
for their clients (Empson, 2007; Greenwood et aDQ5; Hitt et al., 2006;

Lewendahl, 2000; Morris & Empson, 1998; von Nordgetit, 2007, 2010).
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In addition to being knowledge intensive, there @tfeer differences between PSFs
and traditional firms. These include the type of rkvahey perform, their
professionalised workforce, their organisationalucure and processes, their
financial structure, their management governanod, @her unique management
practices, such as “up-or-out tournament promagigstem”. All of these have been
examined from many different perspectives. For gdamin terms of thaype of
work performed by PSEdMaister (1993) distinguished PSFs from other firass
follows:

+ Procedural — work for which the solution/approach is well kmoawrhis can
be delegated to less experienced staff and to sextent the range of
answers can even be prescribed. The key to séfliagvork is its efficiency.
This area has greatest leveraging potential arithsdeen the focus of most
business growth (particilarly in larger firms) owhe last two/three decades.

« Brain — work that requires a lot of creativity. This Isafor professional
expertise and little of it can be specified in at@ While this favours sole-
traders and boutique practices, larger firms cao atldress it.

« Grey hair — equally unique and difficult to proceduralise hutere the
delivery of the solution is based on the experieaod breadth of the
professional.

Stumpf, Doh and Clark (2002) described the worlP8Fs as “project or program-
oriented, serving the needs of the external cleeganisation (or customer) rather
than internal management.” (p.261). Therefore,aymequire several professionals
to work together, and frequently involves clienhtaxt, often through co-location at

a client’s place of business (Stumpf et al., 200Rje to the type of work performed
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by PSFs, two dependencies that affect the apptepgas of organisational and
strategic decisions were identified by Greenwoodl e(2005). The first of these is
an asymmetry of information between the firm asccltents which makes the latter
dependent on the former; and the second is the rhigihility of the firm’s human
assets which makes it dependent on its professwaoikforce. These dependencies
differentiate PSFs from goods-producing organisatioin their distinctive
organisational practices.
In terms of the professionalisaeslorkforce, Stumpf et al. (2002) observed that
professionals in PSFs generally received advandedation for their profession
since PSF’s work requires professional knowledge taohnical expertise, coupled
with good diagnostic, analytic, and problem-solvakglls.
Williams and Nersessian (2007) listed three keyrattaristics of PSFs which
emerge from the professionalised workforce. That bne was the barriers to entry.
“Many segments of the professional services ingusiave specialised
requirements in education, training, and accreaditathat must be satisfied
before an individual can work in that specialty.afwles include law,
accounting, medicine, architecture and engineemagh of which requires
many years of formal higher education” (p.2).
The second one was the high degree of self-regultati
“This typically includes control over initial quéitation and accreditation,
as well as the creation and enforcement of a cddetlocs or practice
standards against which a professional’s ongoindswgomeasured” (p.2).
The last one was the professionals’ ability to sigecialised knowledge or training
in a customised way to solve problems that the@nt$ cannot solve for themselves.

Empson (1999) listed three key aspects of PSFsateigenerally agreed to be

distinctive:
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+ Resource base PSFs have relatively limited physical resourtlesir value
derives primarily from their professional workespgecifically the technical
knowledge, expertise, and experience which theggsss The management
of knowledge and knowledge workers is thereforelumentally important
to PSFs.

« Organisational form — through the partnership form of governance,
professionals in PSFs experience a higher degremutminomy than they
would typically enjoy in conventional bureaucrasituctures; those PSFs
which have adopted the corporate structure may atiémpt to imitate
elements of the partnership form.

+ Professional identity - firm members identify themselves as profess®nal
and are united by a shared understanding of theeporof professionalism.
This professional identity is often associated withe rhetoric of
independence and exemplary ethics but may be restefivithin PSFs to
focus on exceptional commitment to clients anditpaf service.

In terms of theorganisational structure, PSFs have relatively few levels of
hierarchy (Greenwood et al., 1990; Stumpf et &Q2). This can be seen from the
PwC career path (Figure 2.1), the partial structira typical large accounting firm
(Figure 2.2), and the career paths in Burges Salfigure 2.3). Figure 2.3, which
describes the career path from a trainee to fulihpa in Burges Salmon law firm,
indicates there are only five levels in the orgatis; solicitor, qualified solicitor,
associate, junior partner and full partner. The lo@rarchy organisational structure
in PSFs is related to the limited categories ofkews. By tradition, there are three

main categories of employee in PSFs, and theyhmresad called “finders, minders
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and grinders” (Master, 2004). The finders are rasfide for bringing in the
business, scoping and designing the projects, agdging in the high-level client
relations necessary during work. Minders are uguhtise who manage the projects
and the team of people working on them to ensuaettie firm runs as a cohesive

whole. Grinders (the lowest level) perform the gitiedl tasks.

Figure 2.1 Career Path in PricewaterhouseCoopers

Partner

Director

Senior Manager

Manager

Senior Associates

Associates

Source: PricewaterhouseCoopers (2010)

Figure 2.2 Partial Structure of a Typical Large Acounting Firm?
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‘ NATIONAL EXECUTIVE PARTNER ‘

|
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OMP OMP OMP OMP OMP OMP
Partners Partners Partners Partners Partners Partners
Profes- Profes- Profes- Profes- Profes- Profes-
sionals sionals sionals sionals sionals sionals

& This pattern is repeated in each principal couimtrwhich a large accounting firm operates.
“OMP” represents a local office managing partner.

Source: Greenwood et al. (1990: 732)
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Figure 2.3 From Trainee to Full Partner in Burges &lmon Law Firm
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The organisational structure of PSFs is changingings et al. (1991) commented
that “an important characteristic of such firmsthat these professionals agree to
share ownership as a group of partners” (p.3763yTiso developed the model

— professionalism and partnership — to describesthetegic management of the
professional firm (Greenwood et al.,, 1990). Howev@ooper et al. (1996)
suggested that this model no longer adequatelyumagptthe dynamic changes in
professional service firms. Based on their analg§ishange in two Canadian law
firms, they suggested that the dominant archetypbeo professional organisation
was shifting from Pto the Managed Professional Business (MPB) m@&lgiilarly,
Pinnington and Morris (2003) found that the PSF whanging from traditional
partnership into a more ‘business-like’ entity, tlee managed professional business.
In terms oforganisational processes, professional development is structured as an
apprenticeship and learn-by-doing process (Stuniphle 2002). Most junior
professionals have senior professionals as meat@spervisors.

With regard tdinancial structure, many PSFs bill by the hour (or partial hour), day
or an estimated number of days to complete theepr¢Stumpf et al., 2002).

In terms of governance, new officers are elected by existing officer &rp
leadership roles are often rotated and officersflaguently expected to continue
the producer role while taking on the leadership (8tumpf et al., 2002).

In terms ofmanagement practice, the up-or-out tournament promotion system has
been identified as unique to PSFs (Morris & Pintong 1998). This practice
demands that a candidate who does not get prorhaketb resign. However, Morris
and Pinnington (1998) showed that the up-or-outmtion system had become less

used in PSFs.
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Lewendahl (2000) comprehensively defined the charmtics of PSFs as having
more than 50% professional employees; a high pyidor professional goals,
including altruistic problem solving for the clierd high degree of respect for
professional norms, including the limitation of exjise; an emphasis on the
creation as well as the application of knowledgefgssionals in charge of key

decisions and activities. A professional is usualBo a service provider.

Based on the above review, the characteristicSésRre summarised as follows:

» PSFs are knowledge intensive;

PSFs are dependent on their professionalised waskfo

PSFs have fewer hierarchical levels than otherrosgéions;

PSFs are mostly partnerships although their orgéioisal structure is

changing to more a business-like model;

PSFs’ financial structure is pay-by-hour/day.
Therefore, the human resource in which the requkmaowledge is embedded is

critically important for PSFs.

2.4 The Most Important Resources in PSFs

The professionalised workforce is a PSF's most @b resource. From the
knowledge perspective, the workforce has acquiredepsional knowledge from
both education and job training and this is usedndutheir work to help build

organisational knowledge. They also have more tamivledge embedded in their
relationships within and beyond the organisatiorit(et al., 2006; Pennings, Lee &

Van Witteloostuijn, 1998).
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Literature on the subject suggests that these res®ware conceptualised as human
capital i.e. knowledge embedded in individuals (&zc 1964; O’Sullivan &
Sheffrin, 1998), social capital i.e. knowledge ende in relationships (Coleman,
1988; Bourdieu; 1985; Burt, 1992; Putnam, 1993; &padt & Ghoshal, 1998; Lin,
2001), and organisational capital i.e. the knowtedgnbedded in organisational
processes, routines, databases, and systems (Yeuatlt 2004; Subramaniam &
Youndt, 2005). Their application in PSFs is introeld as follows:

Human capital. Professionals in PSFs receive explicit knowledgenmf formal
education and tacit knowledge from their daily warkd on-the-job training (Hitt,
Bierman, Shimizu, & Kochhar, 2001). They embodys tekpertise knowledge and
translate it into customised solutions for clients.

Social capital. Professionals build and maintain internal relahips which
facilitate knowledge exchange and sharing withamnte since most of work in PSFs
is programme or project based. They also develapmaintain external clients’
relationships which attract new business continlyoaisd result in direct profits for
the firm.

Organisational capital. Professionals play an important role in formingjcednt
organisational routines and building organisatiodalabases and systems which

facilitate knowledge exchange and sharing withimé.

To summarise, the human resource constitutes itieatasset of PSFs. Because of
its importance to the organisation this study wiNestigate if high performance
work systems (HPWS) create the human capital, koajaital, and organisational

capital resources and if these resources in tutoeimce the firm’s performance.
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This study will also investigate if the uses of dberesources have intervening

effects on the resources-firm performance link.

Professional service firms are an appropriate cortte examine strategic human
resource management because human resources wtenstie of the most critical
assets and therefore provide a strong test of thectipes-uses-resources-

performance model — which is what this study ainmvestigate

2.5 Summary

This chapter presents the concepts and charaaterist PSFs and analyses the
valuable resources of PSFs. The knowledge intemsity highly professionalised

workforce indicate that human resources are thet ingsortant asset of PSFs. In
the next chapter, the review of relevant theoried their applications in PSFs are

presented.

24



CHAPTER THREE
LITERATURE REVIEW AND HYPOTHESES

3.1 Introduction

The main objective of this chapter is to identi§evant theories that explain why
firms utilise high performance work systems (HPWRjensively and how these
affect firm performance. The chapter, thereforejews and discusses the main
theoretical perspectives that are examined in shigly. They include strategic
human resource management (SHRM), the resource-bvése of the firm (RBV),

knowledge based theory (KBT) and dynamic capaéditheory. In particular, this
chapter presents three approaches from SHRM literathat have dominated
studies on the link between HRM and organisatiangcomes. In addition, the
linkages between the theories and their applicatiom the management of

professional service firms (PSFs) are reviewed. Aypotheses are also proposed.

3.2 Strategic Human Resource Management

The aim of this section is to provide the defimtiof SHRM and to present the three
approaches to research on the link between SHRMiandgerformance. They are
the universalistic approach, the contingency theampproach, and the
configurational approach. HPWS, a system of HR tmes, is introduced in this
study. The main reason for this is that the resesr SHRM focuses on a bundle or

a system of human resource (HR) practices rattaer thdividual practices. Then
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the role of HPWS in PSFs is reviewed. Next, tweeaesh themes on the direct and
indirect impact of HPWS on firm performance are sidared. Finally, a short

conclusion is provided.

3.2.1 Definition of SHRM

Strategic human resource management (SHRM) linksanuresource management
with organisational strategy (Becker & Huselid, @0@Boxall, 1992; Boxall &
Purcell, 2000; Collins & Clarks, 2003; Delery & ptl996; Delery & Shaw, 2001;
Wright & McMahan, 1992).

SHRM is different from traditional human resourcamagement (HRM). As Delery
and Shaw (2001) argued, there are at least twornfiegures which distinguish
SHRM research from the more traditional HRM practiesearch. The first is that
SHRM studies focus on the strategic role of HR fixas in enhancing
organisational effectiveness. The second is th&Hocus on the analysis at unit
or firm level rather than at individual level. Slarly, Becker and Huselid (2006)
provide two differences between SHRM and traditioH®M. The first is that
SHRM is systematic and emphasised the role of HiResys rather than individual
HR practices in traditional HRM. The second is thaHRM focuses on
organisational performance which is also the objecdf the organisation, rather
than individual outcomes.

There are a range of similar definitions of SHRMor Fexample, Wright and
McMahan (1992) define SHRM as “the pattern of pkthrhuman resource
deployments and activities intended to enable garosation to achieve its goals”

(p.298). Bratton and Gold (2003) define strategimhn resource management as
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“the process of linking the human resource functioti the strategic objectives of
the organisation in order to improve performange”37) and “a managerial process
requiring human resource policies and practiceddolinked with the strategic
objectives of the organisation” (p. 38).
Other definitions of SHRM are offered as follows:
+ A human resource system that “is tailored to thealeds of the business
strategy” (Miles & Snow, 1984: 37).
+ “The pattern of planned human resource activitigended to enable an
organisation to achieve its goals” (Wright & McMahd992: 298).
+ HR activities that are “systematically designed amtdntionally linked to an
analysis of the business and its context” (Schulackson, & Storey, 2001
127).
There are a lot of different labels of SHRM, such lagh performance work
practices (Cappelli & Neumark, 2001; Huselid, 1998pmmitment-based HR
practices (Collins & Smith, 2006), High HRM systelfBuest & Hoque, 1994),
human capital-enhancing human resource systemsn(ioet al., 1996), high
commitment management (Wood & de Menezes, 1998) mvolvement HRM
(Bae & Lawler, 2000; Wood & de Menezes, 2008), higlolvement management
practices (Batt 2002; Bryson, Forth, & Kirby, 200S8ystem of high involvement
work practices (Guthrie, 2001), and high perfornganork systems (Combs et al.,
2006; Datta et al., 2005; Evans & Davis, 2005; @atht al., 2009; Way, 2002).
From a systematic perspective, a lot of studie®lmen conducted to examine the
linkages between human resources management gadiod firm performance

(Arthur, 1992, 1994; Becker & Gerhart, 1996; Dattaal., 2005; Delery & Doty,
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1996; Guthrie et al., 2009; Huselid, 1995; MacDeffi995; Richard & Johnson,

2001; Terpstra & Rozell, 1993; Youndt et al., 1996)

3.2.2 Three Approaches to SHRM

Many authors have attempted to provide more amalyframeworks for SHRM.
Delery and Doty’s (1996) analysis is one of the mm®minent studies which
distinguish between the following three theoreticaineworks:
« Universalistic: some HR practices are believed g¢ouhiversally effective,
i.e., “best practice(s)”.
« Contingency theory: the effectiveness of HR pragtits supposed to be
dependent on an organisation’s strategy, i.e. t'f@®or “vertical fit”.
« Configurational: the effectiveness of HR practicesupposed to not only
enhance vertical fit but also “horizontal fit”.
The three different theoretical frameworks of SHR8e received a lot of attention

and many empirical studies have been conductesktdtteir validity.

3.2.2.1 The Universalistic Approach

The universalistic approach to SHRM argues thatesdtR practices are always
better than others and suggests that all orgaorsatshould adopt these best
practices. As Delery and Doty (1996) wrote, “unsadistic arguments are the
simplest form of theoretical statement in the SHRigrature because they imply
that the relationship between a given independanéable and a dependent variable
is universal across the population of organisatiofps805). The universalistic

approach has attracted a range of interested obszar Examples of this research

28



include Pfeffer (1994), Osterman (1994), Delery &uly (1996), Guthrie (2001),

Guthrie et al. (2009), and Huselid (1995).

In Pfeffer's (1994) book, he enumerated sixteetirdisve management practices
which helped organisations to achieve high progiigtiand profits and gain

competitive advantage. These sixteen best managmaatices were later reduced
to seven, such as employee security, selectivendhirself-managed teams or
teamworking, high pay contingent on company perforoe, extensive training,
reduction of status differences, and sharing inedgrom (Pfeffer, 1998). Osterman
(1994) identified a number of innovative work prees which help organisations to
achieve high productivity. They include teams, fjotation, quality circles, and total
guality management.

Empirically, Huselid (1995) examined the link beemethe use of bundles of high
performance work practices and organisation-leveltcames. He found

considerable support for the hypothesis that imaests in such high performance
work practices were associated with lower employamover and greater

productivity and corporate financial performanceelddy and Doty (1996)

discovered that three individual HR practices -fipreharing, results- oriented

appraisals, and employment security - had relativetrong universalistic

relationships with important financial performanoeasures. This provided strong
support for the universalistic perspective. Guth(2001) found a positive

association between the use of high-involvementkwanactices and employee
retention and firm productivity while studying thelationship between High-

Involvement Work Practices, Turnover, and Produfstin a New Zealand context.

Guthrie et al. (2009) examined the effectiveneskigh performance work systems
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for organisational performance using a multi-indpgsiample of firms operating in

the Republic of Ireland. Their results suggesteat treater use of HPWS was
associated with positive human resource and orgaomal outcomes.

The above research provides strong evidence foutineersalistic framework of

SHRM which argues the direct relationship betweéiRBl and organisational

performance that proposes the “best practices” (@oet al., 2006).

3.2.2.2 The Contingency Theory Approach

According to the contingency theory approach of 8HRIR practices are effective
in improving organisational performance only whaeyt are consistent with other
aspects of the organisation, e.g. organisatiomategfy and organisational contexts
(Delery & Doty, 1996). In other words, the contingg theory approach of SHRM
argues that the impact of HRM on firm performarcenoderated by organisational
strategy. The example studies include Youndt €t18P6) and Datta et al. (2005).
The study by Youndt et al. (1996) tested and fotlnedsupport for the moderating
role of manufacturing strategy in the relationshgiween HR practices and firm
performance. Datta et al. (2005) examined how itrgusharacteristics affect the
relative importance interacting with HPWS. Theylgsaed and found the evidence
for the moderating effects of industry capital gy, industry growth, industry
differentiation and industry dynamism in the redaship between HPWS and firm
performance.

Therefore, the two above studies provide support tfee contingency theory

approach of SHRM which proposes the “best fit” ajggh between HRM and
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organisational strategy rather than the “best mest as advocated in the

universalistic approach. This “best fit” is sometgriabelled as “vertical fit”.

3.2.2.3 The Configurational Approach

The configurational approach of SHRM argues that #ifectiveness of HR
practices not only depends on the fit between HRM the aspects of organisations,
i.e. vertical fit, but also depends on the internahsistency of HR policies or
practices, i.e. horizontal fit (Delery & Doty, 1996

Wright and Snell (1998) presented a model for expdp fit and flexibility in
strategic human resource management (see Figuye Théy considered fit and
flexibility as two goals of organisational strategji They then investigated weather
SHRM could contribute to a firm’s competitive adtege. Their comprehensive
analysis illustrated that a multifaceted HRM systeould simultaneously pursue
both the fit and flexibility. Multifaceted HRM empkised the idea of “best bundles”.
To achieve the goal of “fit”, as Wright and SndlP@8) suggested, “firms that seek
to increase levels of customer service can devabtgrtion tests, such as role plays
or interviews that assess an individual’s skilpmoviding customer service” (p.767).
To achieve the goal of “flexibility”, organisatiom®uld adopt practices to improve

employees’ “developmental experiences, such as rjthtion and temporary
assignments, focus on broadening both the skilts la@havioural repertoires of
individuals” (p.767).

Another distinctive paper on the bundles of HR pcas was conducted by Kang
and Snell (2009). They linked HR practices with amgational learning. They

argued that different HR configurations, i.e. diffiet bundles of HR practices,
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Figure 3.1 A Fit/Flexibility Model of SHRM
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Source: Wright and Snell (1998: 760)

created different types of human capital as gerstrahd specialist, social capital as
entrepreneurial and cooperative, and organisatiotegbital as organic and
mechanistic as shown in Tables 3.1 to 3.3. TablesBows that skill-based HR
development system helps to build generalist huozgoital while job or function-
based HR development systems helps to build specraiman capital. Table 3.2
shows that market or network-based employ relati@ystem helps build
entrepreneurial social capital while internal labaonarket (ILM)-based employ
relations system helps build cooperative sociaitaag-rom Table 3.3, it can be
seen that error embracing performance control systeelps build organic
organisational capital while error avoiding perfamae control system helps build
mechanistic organisational capital.

Kang and Snell (2009) identified that the differenmbination of these forms of
capitals facilitate different modes of organisafibtearning, i.e. exploring new
knowledge domains or exploiting current ones, atyt might facilitate
ambidextrous learning which includes both exploraind exploitation. Figure 3.2

shows that generalist human capital, supplemengeshtrepreneurial social capital
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and complemented by organic organisational cagdaaillitates exploration in

organisational learning. Specialist human capitgbptemented by cooperative
social capital, and complemented by mechanisti@arusgtional capital facilitates
exploitation in organisational learning. The dasheds and complete circles and
lines present two new architectures of intellecttaglital found by Kang and Snell
(2009). These are described in Figure 3.3 as mfingerpolation and disciplined
extrapolation. Both of these architectures of Ietglbal capital encourage

ambidextrous learning.

Figure 3.2 Intellectual Capital Architectures and Ambidextrous Learning
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Kang and Snell's (2009) framework provides strongp®rt for a configurational
approach of SHRM. It emphasises the consistencyngmdetailed HR practices to
achieve different goals, e.g. different types ofmlam capital, social capital and
organisational capital represent different intelleat capital architectures, or
horizontal fit. The different intellectual capitarchitectures are actually the

organisational strategic choices, i.e. the verfitaTl his study also recalls Wright
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Table 3.1 HR Practices for Human Capital

Human capital Generalist: diverse knowledge of multiple domains Specialist: deep knowledge in a specific domain
Development Skill-based Job or function-based
system Based on potential (aptitude) (e.g. cognitive abdind aptitude tests) Based on the fit betweesgperand jobs
Staffing Place priority on employee potential apeness to learn new skills Con_snder th(_a flt_between individuals’ current conemee and job requirements as
a primary criterion.
Job design Broad and multidimensional; formal; broad or logseéfined, and Narrow and tight job definitions, idiosyncratic jdesigns

Job rotation
Training

Incentive systems

serendipitous job designs
Broad and multidimensional Focused career development; hierarchical job moméemigh few job rotations

Extensive training to focus on future skill requirents beyond current job

. Intensive training to focus on the improvementwifrent job-related skills
requirements

Skill- or knowledge-based inaensystems Focus on individuals’ performance afattéh current jobs for compensation.

Source: Kang and Snell (2009).

Table 3.2 HR Practices for Social Capital

Social capital Entrepreneurial: a more loosely connected social system Cooperative: a tightly coupled social system

weak and non-redundant relational .

Structural strong and dense network connections
networks

Affective resilient dyadic trust that is developgadough direct personal experiencesgeneralized or institutional trust based on menibpris the social unit

Cognitive common .component knowledge that reflects sharduhieal, professional, shared understanding of how knowledge can be cardbin
or operational knowledge

Employee

relations system

Market or network-based Internal labour market (ILM)-based

Staffing
Compensation
Training

Socialization

Extensive external staffing that utilizes variouseenal sources of human Internal staffing/promotion

resources
Performance-based compensation (e.g. individuahitiees, pay for Seniority-based compensation (including fixed boand egalitarian pay
reputation, hierarchical pay structure) structure)

General development experiences (e.g. crosstraitraiging for

interpersonal skill improvement, social events)
Socialization (e.g. mentoring, P-O fit criteria fecruiting and promotion,
extensive orientation, team structures, multi-sedeedback, etc)

Source: Kang and Snell (2009).
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Table 3.3 HR Practices for Organisational Capital

Organisational Organic: more loosely connected to precedent, rules, audititaal Mechanistic: standardized processes and structures, detailéides, and rule
capital expectations about work following cultures
Performance / . -
Error embracing Error avoiding
control system
Appraisal Develop mental performance appraisal BHpdx=havioural appraisal systems (e.g. behaviabaervation scales)

Participation

Evaluation

Employees’ participation in problem-solving and idem-making;
Extensive transference of tasks and responsisiliteemployees;
Encouraging and implementing employee suggestiReduction of status
barriers between managers and employees

Performance programme imposed top-down

Providing chances to use personal thiga Behaviour (versus result)-based evaluati@hrewards

Source: Kang and Snell (2009).
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Figure 3.3 Two Intellectual Capital Architectures
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Source: Kan:g and Snell (2009)
and Snell (1998)'s conclusions that SHRM can achi&oth vertical fit and
horizontal fit.

Viewed together, the above research provides stpioorthe configurational
approach to SHRM, which emphasises consistency griiéh practices as well as

consistency between HRM and the aspects of orgamshoutcomes.

3.2.3 SHRM and HPWS

Many researchers in the field of SHRM adopt a systperspective which focuses
on a bundle or a system of human resource (HR)}tipescrather than individual
practices to examine the performance impact of H&Mrelevant organisational
outcomes (Authur, 1994; Huselid, 1995; Guthrie, 2QButhrie et al., 2009; Gittell,
Seidner, & Wimbush, 2010; Takeuchi, Lepak, Wand,akeuchi, 2007).

As reviewed previously, HPWS is also often useé dabel for SHRM. Although
there is no universal agreement on the definitibrtHBWS due to its wide and
varied usage (Boxall & Macky 2009; Boxall & PurcélD03), HPWS can be
described as “a system of HR practices designedntaance employees’ skKills,
commitment, and productivity in such a way that Ewpes become a source of

sustainable competitive advantage” (Lawler, 1992961 Levine, 1995; Pfeffer,
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1998; cited in Data et al., 2005: 136). HPWS ineglselective staffing, extensive
training and development, mentoring, performancenagament, and incentives
(Gittell et al., 2010; Takeuchi et al., 2007).

HPWS is a system of HR practices that are effectveimproving a firm’s
performance. However, different organisational egtd might apply different
practices, so it is necessary to look at the “fifacsng similar environments rather
than on firms with diverse environments, becaugtim rather than cross-industry
studies will better allow researchers to identifg firm capabilities necessary for
success” (Collins & Smith 2006: 554). Thereforeg throfessional service firms
have been chosen as the context within which tesearch is conducted. The

applications of HPWS in PSFs are provided in thd section.

3.2.4 HPWS in PSFs

As outlined in Chapter Two, the inputs and outpft$?SFs are knowledge. The
human resource is the most valuable asset of PSthe grofessional staff members
embed, deliver and apply knowledge. Therefore, hureaource management plays
an important role in value creation in PSFs.

PSFs usually adopt apprenticeships (Morris & Pigttn, 1998). Most professional
staff members have senior supervisors who supeansemonitor their progress.
Every year, many trainees are recruited and beqoofessionally accredited while
they are trained on-the-job. They acquire formabdedge through training and
experience through the performance of day-to-dslystaAfter qualification, most of
them will choose to leave though some will remaliese are usually self-

motivated to obtain a qualification but monitoring coaching is also necessary.
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Efficient monitoring practices for trainees coul@lgjh PSFs reduce costs and
improve firm performance. Therefore, the HR pragiecn PSFs include staffing,
training, performance management, compensationprnrdtion sharing and
participation.
In PSFs, most employees are revenue producers &teiral., 2002). However,
partners are found to play a very important roleseeking business and retaining
existing clients (Hitt et al.,, 2001). During theopess of delivering services to
clients, partners serve as managers, as well aprielction workers who actively
participate in a lot of businesses. Each partneegponsible for organising a group
of professionals, who share a particular form opexkse, into a recognizable
practice area. Partners are also responsibleffona overall management.
“Partners’ desire for autonomy in the conduct @irtiprofessional tasks and
their control of client relationships produce apaissed distribution of power
within professional firms” (Empson, 2007: 64).
Partners are the most aware of opportunities iir thent markets (Hinings et al.,
1991). Usually, each partner looks after some fixédnts. When the partner
establishes the client’'s needs, he or she will saame or several directors at the
senior level who will choose some qualified profesals at the junior level to form
a service or project team. Usually after deliversegvices to clients, the partner will
go to his or her clients to check if they are hapith the service. This process can
be understood from a macro-level (firm level) andiaro-level (individual level) as
shown in Figure 3.4.
In Figure 3.4, line 1 illustrates a partner disesveients’ needs. Line 2 shows the

partner forming a project team and line 5 showsrdsgl of service to clients.
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Figure 3.4 How PSFs Deliver Service to Their Cliestby Partners

Macro-level Project 5 » Clients
teams
\ // q\
Micro-level Individual » Individual
human performance
capital

Internally, the partner coaches and monitors imldigls (line 3) to improve
individual performance (line 4) and subsequentlgrove team competencies.
Based on the above analysis of the work proce$3Siks, partners are those who
have very good knowledge of their organisationrisuee the success in delivering
service. In addition, the use of HR practices, saglstaffing, training, performance
management, compensation, information sharing artcipation, facilitates this
process through improving partners and employeasingunication, coordination,
monitoring and team utilisation (Gittell et al., 12 Kraut & Streeter 1995).
Therefore, this study explores how HR practicesatps in PSFs through collecting

data from partners.

3.2.5 HPWS and Firm Performance

In the studies on the relationship between HRM famd performance, two main
research themes concerned with direct and indeffects have emerged. Some
scholars argue that HR practices have a directcteif@ various measures of
organisational performance (Guest, 1997; Huseli@95). For example, high

performance work systems (HPWS) have been fourbsitively relate to firms’
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outcomes in generalized firms especially in manufaeg firms, such as financial
performance (Guthrie, 2001; Huselid, 1995), emptoyernover (Richard &
Johnson, 2001), firm productivity (Guthrie, 200&fficiency, flexibility (Evans &
Davis, 2005), and organisational commitment (Youetdal., 1996). This research
theme mainly employs the universalistic approacSl9RM.
On the other hand, other researchers contend hlatis an indirect relationship
between HR practices and organisational performanee the mechanisms by
which HPWS affect firm performance. As Becker anérlart's (1996: 793)
commented:
“future work must elaborate on the black box betweefirm’s
HRM system and the firm’s bottom line. Unless andtilu
researchers are able to elaborate models, includiggntervening
variables- it will be difficult to rule out altertime causal models
that explain observed associations between HR ragstnd firm
performance”.
The representative studies on the indirect relahgn between HRM and firm
performance include Batt (2002), Collins and CI&§2k03), Datta et al. (2005),
Gittell et al. (2010), Tackechui et al. (2007), @ht et al. (2001), and Youndt et al.
(1996). This research theme mainly employs the icgency theory and
configurational approaches of SHRM.
Table 3.4 summarises findings of studies relatingthe direct and indirect

relationships between SHRM and organisational perdmce including the tested

model, sample/method and findings.
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Table 3.4 A Summary of Empirical Studies of HRM onOrganisational Performance

Direct Indirect

. ) Study(s Model test Sample/Method Findings
Relationships y(s) P g
To explore the effect of USA: 30 of 54 mini-mills in the steel industry, . . .
High commitment HRM systems were associated
Authur human resource systems on survey to HR managers : >
4 . to higher reported productivity and show lower
(1994) manufacturing performance
. reported labour turnover.
and turnover Response rate: 56%
To examine the relationship High involvement HR practices positively related
between human resource . . .
; . USA: survey to general managers in call centers. to sales growth and negatively related to
Batt practices, employee quit . o
v v A employee quit rates. Effect of high involvement
(2002) rates, and organisational ) -
: : Response rate: 54% HR practices on sales growth was moderated by
performance in the service
market context.
sector
. i USA: two questionnaires to CEO in 73 high-
To examine the mediating ) .
. . technology firms to measure and TMT (excluding . . . _
Collins & effect of social networks of ; HR practices were positively associated to firm's
CEO) to measure social networks and the second ; ) ! .
4 4 Clark top management teams on ; : ifancial performance. This relationship was
. . source records to measure financial performance. . X
(2003) the relationship between ) oo O mediated by top management team’s networks.
. Response rate: participation rate of 35%; internal
HRM and firm performance
response rate of 54%
Meta-analysis of the effect 0of92 studies of HRM and organisational performancédPWPs considerably and positively affect
Combs et L . e o . . o
v v al. (2006) HPWS on organisational that examined a total of 19,319 organisations fromorganisational performance. This relationship is
' performance 1985 to 2005 moderated by firm context.
To examine how industry ~ USA: Survey to HR executives in 971 . . .
. T . - The positive relationship between human
characteristics affect the manufacturing firms having a minimum of 100 s
v Datta et relative importance and employees and $50 million in sales resources systems and productivity was
al. (2005) b ploy ' influenced by industry capital intensity, growth,

value of HPWS for
organisational performance.

Response rate: 25% and differentiation.
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Table 3.4 A Summary of Empirical Studies of HRM onOrganisational Performance (continued)

Direct Indirect

Relationships Study(s) Model test Sample/Method Findings
To test which mode of USA: two questionnaires to senior HR manager aqu ractice performance aopraisal. profit sharin
Delery & SHRM, universalistic, president in 1050 banks. andpemploynr:ent security wrc)a?e four;dpdirectly ang
4 Doty contingency and i . C o
(1996) configurational, is theoretical Response rate: 21% from HR manager and 53% pgf;g;/rig/nisésouated to organisational
foundation of SHRM. from president, 11% in total P '

To evaluate the links USA: questionnaire to senior HR professionals in

v Huselid between HPWPs and firm 3,452 firms representing all major industries.

(1995) performance

HR practices were positively associated to firm
financial performance and productivity and

Response rate: 28% negatively associated to employee turnover.

USA: nine orthopedics units located in a different
hospital. Multiple data collection resources.
Administrator interviews were used to measure

To explore the mediating high-performance work practices at the unit level.

v v Gittellet  role of relational co- Relational coordination was measured by the care
al. (2010) ordination between HPWS provider survey at the level of individual leveltkvi

and organisational outcomesresponse rate at 51%. Patient surveys and
hospitalization records were used to measure
outcomes at the level of individual patients with
response rate at 64%.

Relational coordination mediated the relationship
between HPWS and organisation outcomes.

Ireland: two questionnaires to managing director Greater use of HPWS was associated with lower

v Guthrie et To examine the effectivenessand senior HR manager in 1338 top firms. rates of employee absenteeism and voluntary
al. (2009) of HPWS in Irish context turnover and with higher labor productivity and
Response rate: 12.3% lower labor costs.
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Table 3.4 A Summary of Empirical Studies of HRM onOrganisational Performance (continued)

Direct Indirect

Relationships Study(s) Model test Sample/Method Findings
. USA: questionnaire to HR manager in 406 Banks in
Richard & The I|_nk between SHRM California and Kentucky and the secondary data . - .
effectiveness and . , Firms with higher levels of SHRM effectiveness
4 Johnson o information sources . .
organisational level experience performance gains.
(2001) outcomes
Response rate: 23%
To eexamine the mediating
Tackechui role_s of collectlv_e human Japan: two surveys to employees and managers I llective human capital and the degree of social
capital, and social exchange 76 Japanese establishments. . . .
v v et al. . : exchange mediated the relationship between
in the link between HPWS ) .
(2007) oo L . HPWS and relative establishment performance.
and organisational Participation rate: 47%
performance
To distinguish between high
involvement management aS uk: adopt the result of WERS98 and a structured HR practices were critical for productivity.
Wood & a set of complementary best . . . : S . i :
d . interview with the senior manager responsible in Different HR practices had different effect on
v e practices, as a set of 2191 ) : L
o . workplaces with 10 or more employees acrosifferent organisational performance. For
Menezes synergistic practices, and as " ; ;
: . ; the whole British economy. example, job security was found as the only
(2008) an underlying orientation or . : .
. practice associated with reduced labour turnover.
philosophy to affect
organisational performance
To examine two alternative Two round questionnaires: 1st to general manager to
Youndt, . .
views-universal and ask HR and performance, and 2nd to all managerﬁ_}& R
Dean & ; systems as a set were significantly related to
v v contingency-of HR and ask the strategy. : -
Lepak f lationship i customer alignment and employee productivity
(1996) performance relationship in
manufacturing context Response rate: 31%
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3.2.6 Summary

This section has presented the definition and thpm®oaches to SHRM, and the
application of HPWS in PSFs. In particular, it ewed the research on the direct
and indirect effect of SHRM on organisational parfance. Both research themes
are supported by empirical evidence.

However, there is a lot of evidence to suggest thatHPWS-firm performance
relationship is not necessarily a direct one anayrscholars call for deeper and
more theoretical approaches to understand how dndhigh performance work
systems (HPWS) affect firm performance (Bowen &r@f§t 2004; Combs et al.,
2006; Delery & Shaw, 2001), especially in serviggamisations (Combs et al.,
2006). The next section will review the resourcedaaview of the firm and the
knowledge-based theory to for supporting the irdiienpact of HPWS on firm

performance.

3.3 The Resource-Based View of the Firm

This section reviews the resource-based view ofithe (RBV) and its application
in SHRM. In particularly, three resources in PSFkesidentified, i.e. human capital,
social capital and organisational capital. Comgn®8HRM and the RBV, the
mediating roles of the three capital resourcesfaumd. This is followed by a

proposal of the hypotheses. Finally, a brief cosicln is provided.

3.3.1 Definition

The resource-based view of firm argues that a §rcompetitive advantage lies

primarily in the valuable, rare, imperfectly imitapand non-substitutable resources
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that a firm already has (Barney, 1991; Penrose9]19%ernerfelt, 1984). These
include tangible and intangible resources. Therksgpurces of firms must meet the
VRIN criteria, i.e., be valuable, rare, imperfectigitable, and non-substitutable
(Barney, 1991). Only the firms that have superesources and protect them from
diffusion throughout the whole industry can maintaustainable competitive

advantage and sustain high performance levels.

3.3.2 RBV and KBT

The knowledge based theory (KBT) is built upon thsource-based view of the
firm (Alavi & Leidner 2001; Grant, 1996a, 1996b)lthough the resource-based
view of the firm recognises the important role afolwledge as a source of
competitive advantage, it “does not go far enoud@pecifically, the RBV treats
knowledge as a generic resource, rather than reiongnhat it possesses special
characteristics. It therefore does not distinguisktween different types of
knowledge-based capabilities (Alavi & Leidner 20Gkant, 1996a, 1996b).

The knowledge-based theory of a firm considersnigitsle resources, such as
knowledge, as the most strategically significaisorece of the firm (Grant, 1996a,
1996b; Nonaka & Takeuchi 1995; Spender, 1996). Khasvledge is embedded and
carried through multiple entities including indivials, relationships and
organisational processes, routines, database yatehss.

Knowledge is different from data and information iasinvolves ‘beliefs and
commitment’, and therefore it is a ‘function of aricular stance, perspective, or

intention’ (Nonaka & Takeuchi, 1995: 58).
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There are two types of knowledge: explicit knowledmd tacit knowledge (Berry,
1997; Nonaka, 1994; Nonaka & Takeuchi, 1995; Palat958, 1966). Tacit

knowledge is inherently difficult to transfer besauit cannot be fully transferred
through written or verbal communication but mustléaned through experience
(Nonaka & Takeuchi, 1995; Polanyi, 1966).

The knowledge-based theory argues that knowledgeebgesources can build long-
term sustainable competitive advantage. As Alavil dreidner (2001) stated
“[b]Jecause knowledge-based resources are usudflgudli to imitate and socially

complex, heterogeneous knowledge bases and cdiggb#imong firms are the
major determinants of sustained competitive adygntand superior corporate

performance” (p.108).

3.3.3 RBV, KBT and SHRM

RBV has been widely used and has become a prespaediigm in SHRM
research (Paauwe, 2004). It shifts the emphasgH&M from external factors, i.e.
environments, industry position, to the internaowces of the firm (Hoskisson,
Hitt, Wan, & Yiu, 1999). Therefore, it has been dises a theory base in many
empirical studies to examine how HRM practices capact firm performance
(Boxall & Purcell, 2000; Guthrie et al., 2009; Wo&dle Menezes, 2008; Wright et
al., 2001). “A knowledge-based perspective of iha has emerged in the strategic
management literature” (Cole, 1998; Nonaka & Takeut995; Spender, 1996a,
1996b; cited in Alavi & Leidner, 2001: 108).

There is a growing research interest in applyingwedge management in SHRM

research. One of the most distinctive theoretitaliss was conducted by Wright et
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al. (2001). They explain that SHRM forms organisadl core competencies
through knowledge management, intellectual capial dynamic capabilities. Their

work has been reviewed in the previous section.

3.3.4 RBV and KBT in PSFs

Professional service firms consist of a highly edad and professionalised
workforce who provides clients with customised kiendge (Empson, 2007;
Greenwood et al. 2005; Maister, 1993). Based on R/ and KBT, three
resources within PSFs were identified to embed¢leired knowledge in Chapter
2. They are human capital, social capital, and misgdional capital. Human
resource constitutes the critical asset of PSFetefbre, this study investigates how
to build the resources through human resource nesneit practices systems. This
study also aims to discover how to use these resswat the firm level to help PSFs

to achieve higher performance.

3.3.5RBV, KBT and SHRM in PSFs

The SHRM literature argues that the use of HPW$ hale a positive impact of
firm performance (Arthur, 1992, 1994; Collins andai® 2003; Huselid 1995;
Youndt et al. 1996). This impact may often be iadir(Batt, 2002; Collins & Clark,
2003; Datta et al., 2005; Gittell et al., 2010; Rexhui et al., 2007; Wright et al.,
2001; Youndt et al., 1996). The resource-based wietle firm (RBV) argues that a
firm’s competitive advantages lie primarily on thaluable, rare, imperfectly
imitable, and non-substitutable resources thatrm filready has (Barney, 1991,

Penrose, 1959; Wernerfelt, 1984). The intangiblgoueces are more likely to
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produce a competitive advantage because they te @&re and socially complex,
thereby making them difficult to imitate (Barney®( Black & Boal 1994, Itami,
1987; Peteraf 1993). In an extension of the RB¥, khowledge-based theory of a
firm considers intangible resources such as knoyde@s the most strategically
significant resource of the firm (Grant, 1996a, @909 This knowledge is embedded
and carried through multiple entities including iinduals, relationships and
organisational processes, routines, database yatehss.

Based on the resource-based view of the firm, kadg#-based theory and strategic
human resource management, the literature sugtpgsts pathways through which
HPWS influence firm performance. They are the hurmapital, social capital and
organisational capital pathways (Kang & Snell, 200This literature is now

reviewed.

3.3.5.1 The Mediating Role of Human Capital

Human capital refers to the stock of skills andwklealge embodied in individuals
(Becker, 1964; O’'Sullivan & Sheffrin, 1998), whiclan be built through education
and training (Becker, 1964).

There are some scholars who have found that a HERN&&s firm performance by
improving employees’ human capital. For examplee€u1997) indicated that
SHRM improved firm performance by improving the lifyaof employees, i.e. their
skills and abilities. Snell and Dean (1992) argtleat human resource management
practices affected a firm’s financial performangedoeating higher human capital
skills, experience and knowledge. Wright et al. Q0 asserted that HPWS

facilitated building of a firm’s competitive advage by creating a high quality
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human capital pool which is not easily imitated itsycompetitor in a given time.
Becker and Gerhart (1996) explained that humanuresoactivities contributed to
firm’s competitive advantages by developing empésyeskills. They argued that a
highly skilled workforce would help firms to achehigher financial performance.
In PSFs, human capital is defined as the knowlexigledded in professionals that
can be used to produce high quality professionalices for clients (Hitt et al.,
2001; Hitt et al., 2006; Pennings, Lee & Van Witestuijn, 1998).

Human capital is a very important asset of PSF# @dial., 2001; Morris & Snell,
2008). Higher human capital means more expertissviadge embedded in highly
professionalised workforces in PSFs. It can help$Build a good reputation by
signalling that the professional service firm hag fpotential to provide more
efficient solutions for its clients. The clients ynprefer to choose the PSF with
higher human capital since they believe that smave®ple will provide better
solutions when other conditions are the same. RSk®ve high human capital by
recruiting graduates from top institutions who hgwetentially better learning
capability (Hitt et al., 2001). In addition, ext@restraining programmes can help to
build human capital as most people want to learmemend are interested in
opportunities that develop personal skills. So argmuman capital also helps PSFs
to attract more talent and brighter graduates frgorinstitutions.

To build high human capital, PSFs need to ident#itract and retain superior
professionals. This can be achieved through HR tipesc such as selection,
recruitment, training and skill-based pay.

Thus this study proposes that HPWS improves firmfopmance by improving

PSFs’ human capital.
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H1: PSF’'s human capital mediates the relationshigtween HPWS and

firm performance.

3.3.5.2 The Mediating Role of Social Capital

Social capital is a resource which is embedded he telationships among
individuals (Coleman, 1988; Bourdieu; 1985; Bui®@92; Putnam, 1993; Nahapiet
& Ghoshal, 1998; Lin, 2001).

There is some research which has found that manyahuesource management
practices have a significant role to play in cmegtsocial capital. For example,
Wright et al. (2001) argued that HPWS affected fpenformance in many different
ways and give an example that “these [human resource management] systems
may promote and maintain socially complex relatiops characterized by trust,
knowledge sharing, and teamwork” (p.710). Bowen @wudroff (2004) identified
that human resources management influenced organah performance by
fostering a collective organisational climate. Tdwcept of organisational climate
in Bowen and Ostroff (2004) came from psychologg aas defined as “is a shared
perception of what the organization is like in teraf practices, policies, procedures,
routines, and rewards” (p.205). It responded to dpat and Ghoshal's (1998)
description of the cognitive facet of social capits “shared representations,
interpretations, and systems of meaning amongegsar{p.244). Therefore, Bowen
and Ostroff's (2004) research provides supporttf@ mediating role of social
capital between HR practices and firm performance.

Leana and van Buren (1999) stated that employmenictipes fostered

organisational internal social capital and thenaargational internal social capital
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created value for firms. In other words, organmai social capital mediated the
human resource management practices and organaiapierformance relationship

(see Figure 3.5).

Figure 3.5 A Model of Organisational Capital
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They also indicated that employment practices cal&b reduce organisational
internal social capital. However the issue of wkatployment practices reduce
internal social capital remains unanswered.

Evans and Davis (2005) studied the mediating rélthe internal social structure
between high performance work systems and orgamisaiperformance and built a
framework to show that the human resource practicasenhance organisational
internal social structure will create organisatiomdernal social capital and then
improve organisational financial efficiency and amgsational flexibility (see Figure
3.6).

Empirically, Collins and Clark (2003) tested andirid support for the mediating
role of social capital between HR practices ana forerformance in high technology

firms. In addition, Gittell et al. (2010) providete of the best empirical tests to
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Figure 3.6 Expanded Framework of HPWS and Organisabnal Performance
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date of the argument that high-performance workesys affected organisational
outcomes through their impact on strengtheningtioglal coordination among
employees. They argued that high-performance wgskems, including selection
for cross-functional teamwork, cross-functional tiechresolution, cross-functional
performance measurement, cross-functional rewardss-functional meetings, and
cross-functional boundary spanners, were designéakter the employee-employee
relationships through which effective coordinatisias achieved. The relational
coordination was defined as “a mutually reinforcprgcess of interaction between
communication and relationships carried out for pluepose of task integration”
(Gittell 2002a, p. 301). Gittell et al. (2010) &dttheir hypotheses among a sample
from nine hospitals where the administrators wamnierviewed on the high-
performance work systems, the care providers caegplthe survey on relational
coordination, the patients answered the questionshe quality of care, and the
hospital records were reviewed to measure thei@fidy of care. Their results

provided the support for the argument that the rhd high-performance work
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systems on organisational outcomes was mediatethdyelational coordination
among employees.

Although the above research provides support tlatak capital mediates the
relationship between HR practices and organisdtiom@omes, there are still some
gaps. First of all, their contexts include highhealogy firms and hospitals which
are knowledge-intensive but not professional seryions which are knowledge-
intensive but differ from the above firms. Secondpllins and Clark (2003) only
focused on the top management team members withostdering the relationships
between employees and managers. Gittell et al.0)26rly analysed the employee-
employee relationships, i.e., internal social @p#t an individual level without
considering the external social capital, i.e. tlatronships between employees and
their clients. Both the studies overlook the medgrtole of general social capital
especially the external social capital through Whi¢R practices influence firm
performance. Therefore, this study investigate$ bio¢ internal and external social
capital at firm level to illustrate the three padws through which HPWS work.

In this study, PSFs’ social capital is defined las knowledge embedded in the
relationships among professionals and between gswheals and clients. Some HR
practices contribute to building social capitalotigh training, compensation, and
communication and information sharing practicest &mample, to build internal
social capital, PSFs could provide training progsdor improving professionals’
teamwork and communication skills, compensationcpgs such as group-based
pay and bonus sharing plans, and open vertical hamrtzontal communication
channels for professionals sharing and exchangmgwledge within the firm

through employee suggestion forums. To build extesocial capital, PSFs could
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provide professionals with external training oppaities, and reimburse them for
developing networks with potential and existingits.
In PSFs, social capital plays an important roletvuo ways. On one hand, the
relationships between PSFs and clients, i.e., eatesocial capital, help PSFs to
attract and retain clients. The service delivergdPBFs suffers from an “opaque
quality” (von Nordenflycht, 2010) mainly because tASFs inputs and outputs are
intangible and the clients can not evaluate thdityuaf service before they receive
it. When choosing a service provider, the clierssally choose the service provider
who has a relationship with them all other thingsng equal (Alvesson, 2001;
Pennings et al., 1998). Pennings et al. (1998nddfa firm’s social capital as the
ties between professionals and their potentiahtdi@nd found that a firm’s human
and social capital has great influence on firmaliggon in PSFs. Their study shows
that at a firm-level, human and social capital dsn an important source of
competitive advantage. On the other hand, the aapinbedded in the internal
relationships among professionals within the fifra,, internal social capital, can
help PSFs deploy teams, coordinate tasks and comatenwithin the firm
efficiently.
Based on the above analysis, this study proposasthie PSFs’ social capital
mediates the relationship between HPWS and firrfopaance.

H2: PSF’s social capital mediates the relationshigetween HPWS and

firm performance.
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3.3.5.3 The Mediating Role of Organisational Capitia

Organisational capital is defined as the instingitsed knowledge residing within
organisational processes, routines, systems andtstes (Youndt et al.,, 2004;
Subramaniam & Youndt, 2005) and is the result dégrating and combining
individual knowledge into organisational knowled@ant, 1996a, 1996b) which is
preserved over time (Daft & Weick, 1984). Organal capital is a source of
organisational competitive advantage (Kang & SrigdlQ)7; Teece, 2000; Teece et
al., 1997).

Some scholars propose that HR practices affect ienfiormance through building
organisational capital. For example, Ferris, AriiBerkson, Kaplan, Harrell-Cook,
and Frink (1998) point out that HR practices akeobrganisational effectiveness by
shaping organisational work climate. According top€lman, Brief and Guzzo’s
(1990) definition, work climate can be understoosl the extent to which
managements know the organisational processespad@® and systems that
employees can use to accomplish their work. In tamdi Wright et al. (2001)
suggested that HPWS might play a role in creatingamisational cultures and
shared organisational knowledge which enablesvatfirform and maintain its core
competencies. Their work indicated that HR prastiteght affect firm performance
by forming organisational processes and systems.

In PSFs, organisational processes are highly iuntitalised due to their
knowledge-based work (Freidson, 1986; Greenwoodalet 1990; Robertson,
Scarbrough, & Swan, 2003). The organisational nastin PSFs are informal work
practices which are formed by professionals dutivay team work (Morris, 2001).

Some large PSFs build their own databases andnsystéhich store individual
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experience and knowledge (Suddaby & Greenwood, 20@4%ch are often called
knowledge centres (Moore & Birkinshaw, 1998). Thefessionals in the firm can
access them and draw on previous experience. Tiabakes and systems provide
support for professionals to reuse and exploittexgsknowledge. Most PSFs have
flat organisational structures (Greenwood et @901 Stumpf et al., 2002) which
facilitate knowledge flow between seniors and jusio

Organisational capital constitutes an importanbuese for PSFs by facilitating
knowledge creation, sharing, combination and exgbafMorris & Snell, 2008).
Besides facilitating knowledge integration, orgatimnal capital also shapes
professionals’ image and identity (Empson, 2001jctviplay an important role in
attracting new clients.

Some HR practices contribute to the building ofamigational capital in PSFs
through staffing, training, and performance con{kdng & Snell, 2009; Youndt et
al., 2004). In detail, when recruiting new peopllee fit between candidates’
attitudes and organisational culture needs to besidered. During the training
process, it is not only the professional knowledge¢ also the organisational
databases and systems and the shared values am®rgnt that need to be
introduced to employees. In designing the perfomeancontrol system,
organisations could embrace the errors made bymmes to encourage them to
explore new knowledge. This will form organic orgaional capital which
involves “the simple and enacted routines, strestuand cultures ... [that] provides
opportunities and autonomy for individuals and g®to experiment with both the
way they work and the way they organize that waqkéng & Snell, 2009: 70-71).

The organisations also can choose to avoid ermrentourage employees only
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exploit existing knowledge. This will form mechatmsorganisational capital which
involves “the standardized processes and strugtdegailed routines, and rule ...
[that] tends to reinforce efficient coordination bsgtablishing ingrained patterns of
behaviour and interdependence” (Kang & Snell, 2009:
These above arguments lead to the following hysathe

H3: PSF’s organisational capital mediates the relanship between

HPWS and firm performance.

3.3.6 Summary

This section reviewed the resource-based view effitm and its application in
strategic human resource management research. Baséde literature and the
practices in PSFs, three valuable, rare, impesfantitable, and non-substitutable
resources in PSFs were identified as human capdaial capital and organisational
capital. Then the research on the mediating rdléiseothree capital resources in the
relationship between high performance work systamd firm performance was
reviewed which leads to the proposed hypothesdbetink of practices-resources-
performance. The following section will review tlidynamic capabilities theory
(Teece et al., 1997) and its application in PSHxrtwide the arguments on the link

of resources-uses-performance.

3.4 The Dynamic Capabilities Theory

The dynamic capabilities theory (Eisenhardt & MarB000; Helfat et al. 2007;

Teece & Pisano, 1994; Teece et al., 1997) arguasfitims not only compete on
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their existing resources but also compete on tepabilities to exploit and explore
the resources.

This section presents the concept of dynamic cépabiand its application in
professional service firms. Based on the dynampabdities theory (Eisenhardt &
Martin 2000; Helfat et al. 2007; Teece & Pisano94;9Teece et al., 1997), this
study proposes the intervening variables as thees‘usf resources” between
resources and firm performance. The uses of ressutescribe how resources are
developed, how they are integrated within the fiamg how they are released. The
effective use of resources, for example, will halgprofessional service firm to
balance their investments in exploring new ideasdycts and services and later

exploiting existing knowledge to gain competitivdvantage.

3.4.1 Definition of Dynamic Capabilities

The concept of dynamic capabilities was introdubgdTeece and Pisano (1994)
and Teece et al. (1997). They asserted that inrardic environment a firm’s
competitive advantage would rest on the firm’sriné processes and routines that
enable the firm to renew and develop their res@itoeenable the firm to deliver
innovative products and services to their clients.
Teece et al. (1997: 516) defined dynamic capadsliéis follows:
“the firm’s ability to integrate, build and recogtire internal and external
competences to address rapidly changing envirorsrient
Other definitions of dynamic capabilities by Eiserdt and Martin (2000) and

Helfat et al. (2007) are given as follows:
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“The firm’s processes that use resources-spedificlle processes to
integrate, reconfigure, gain and release resour@satch and even create
market change.” (Eisenhardt and Martin, 2000: 1107)

“the capacity of an organisation to purposefullgate, extend, or modify its
resource base” (Helfat et al., 2007: 4).

The concept of dynamic capabilities offers insightd#o the drivers of
competitiveness in firms that have similar resoureses. These drivers include:
integrating, combining and developing the resourases according to the firm’s

strategic options.

3.4.2 Dynamic Capabilities and RBV

The resource-based view of the firm argues thanad competitive advantage lies
primarily in the valuable, rare, imperfectly imitapand non-substitutable resources
that a firm already has (Barney, 1991; PenroseQ1@¥ernerfelt, 1984). However,
the resources alone cannot guarantee the develbogheampetitive advantage or
the creation of value (Barney & Arikan, 2001; Pri&nButler, 2001; Sirmon et al.,
2007). For example, Porter (1991) commented thegdlurces are not valuable in
and of themselves, but they are valuable becausg dlow firms to perform
activities ... business processes are the sourcempetitive advantage” (p.108).
The “resources can only be a source of compettrantage if they are used to ‘do
something;’ i.e., if those resources are explottedugh business processes (Ray,
Barney, & Muhanna, 2004: 26).

The dynamic capabilities theory considers how resmsiare developed, how they
are integrated within the firm, and how they adeased. This process is omitted in

the resource-based view of the firm. Therefore, diggamic capabilities theory
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attempts to bridge these gaps between resourcdgmngerformance by adopting a
process approach.

While the resource-based view of the firm emphasibe importance of resources,
including the creation and selection of resourtls, dynamic capabilities theory
emphasises the development and renewal of resouftesefore, the dynamic
capabilities approach can be theoretically consdies outlining the process which
links the resources to firm performance. EmpiricaRay et al. (2004) provided
support for the dynamic capabilities approach higkresources and performance.
They conducted their research to explore the woalahips between resources and
firm performance in a call centre. The resourcesevgecial climate, managerial IT
knowledge, technology resources, and investmentustomer service. The unit
performance was measured by customer service yusditf-assessment, weighted
retention ratio and complaints ratio. Their resudt®ow that social climate and
managerial IT knowledge are positively related ustomer service performance.
This research examined the relationship betweeouress and performance at a
unit level. They claimed that the “uses” of res@srenabled resources to become a
source of competitive advantage using the dynanapabilities framework.
However, they did not answer the questiohat to use these resources empirically.
The next section will identify the effective uselstioe resources in PSFs, i.e. the

dynamic capacities of PSFs.

3.4.3 Dynamic Capabilities and KBT

The knowledge-based theory emphasises the impatiatiegic role of knowledge.

Effectively managing knowledge can help organisetido achieve sustainable
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competitive advantage. Knowledge management has lwemsidered as an
improved means by which to understand the dynarapalsilities approach. For
example, Nielsen (2006) demonstrated that dynaapalailities were composed of
concrete and well-known knowledge management &etvi He identified eight
knowledge management activities: knowledge creatianquisition, capture,
assembly, sharing, integration, leverage, and &spilon. He then assembles these
activities into the three dynamic capabilities ablwledge development, knowledge
(re)combination, and knowledge use. The dynami@lodipes and the associated
knowledge management activities create flows to focth the firm's stock of

knowledge and they support the creation and usegainisational capabilities.

3.4.4 Dynamic Capabilities in PSFs

Some studies have investigated the relationshipvdeat resources and dynamic
capabilities. For example, Eisenhardt and MarthD(® suggested that social capital
facilitates the four processes of dynamic capadslitwhich are acquiring,

integrating, recombining and releasing internal axternal resources. Coff and
Blyler's (2003) investigated the relationship bedwesocial capital, dynamic

capabilities and rent appropriations. They clairtied social capital played a central
role in building dynamic capabilities through faeating the acquiring, integrating,

recombining and releasing of internal and exteraaburces. They also mentioned
that organisational structure, shared culture, dagg and routines (organisational
capital) are elements required to build firms’ dyma capabilities. In the second
half of their paper, they argued that the persoo Wéd higher social capital would

generate higher rents when the firm has a dynaapalulity.
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While social capital facilitates building dynamiapabilities, human capital does so
as well. Human capital builds reputations for firemrsd then attracts new clients. It
also integrates, recombines and releases resairoegh being leveraged in PSFs.
During the process of teamwork in delivering sesyipartners and associates
exchange, recombine their knowledge and provideindegrated and efficient
solution to clients. During this process, partnersually release their tacit
knowledge to juniors.

Uses of these resources are similaugesof the knowledge which is embedded in
individuals, relationships and the organisationalcpsses, routines, databases, and
systems. They are human capital, social capital arghnisational capital as
mentioned in previous sections. There are two ambres using this knowledge or
resources (Kang & Snell, 2009; Lavie et al., 20M@&rch 1991). One focuses on
how to reuse or replicate existing knowledge, iexploitation. The other one
focuses on how to generate new knowledge, i.elosdpon. The effective use of
resources may help a PSF balance the effectiveoigaqobn of existing resources
with the exploration of knowledge to create newatalties. The following matrix
shows how PSFs create value by exploiting and exjgj@xisting resources.

The matrix in Figure 3.8 shows that the explorabbnesources in PSFs is designed
to deliver new products or services to new clieartd to deliver new products or
services to old clients. It also shows that thel@tation of resources in PSFs is to
deliver existing services or products to the emgsttlients or new clients as there is
no new knowledge/capability required. The explamtprocess needs to utilise
human capital to invent new products or services #we social capital to attract

new clients and new business and the organic agaomnal capital (Kang & Snell,
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Figure 3.7 Exploitation and Exploration in PSFs

New Product / Service

Exploration Exploration
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2009) that facilitate this delivery. The exploitatiprocess needs to reuse or refine
the existing products or services and existingntdie which requires the use

mechanistic organisational capital (Kang & Snell0®) to facilitate this delivery.

3.4.5 The Mediating Role of “Uses”

To illustrate exploration and exploitation in madetail, this study proposes the
concept of uses which indicate the management mesha of PSFs. The uses
include communication, coordination, monitoring aedm utilisation.

The addition of uses into the mediational modelesiources and firm performance
iIs an innovation of this study. In an extensiveieenvof the literature, only Soo,
Devinney, Midgley and Deering (2002) proposed anfavork of “sources-uses-
outcomes” in examining firms’ knowledge systems ahdir impact on firms’
innovation and financial performance. They survetfes knowledge management
processes of 317 firms across a wide range of coesuindustrial, service and

manufacturing sectors. They measured the sourcedomsal and informal
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networking, as well as internal and external agtjars They measured uses as the
quality of problems solving/decision making whiclasvcorrectly viewed as an
evaluation rather than a real “use” of resourcdgeréfore, their study is limited in
the single resource (social capital) and the measeints of uses. In addition, they
tested their model in different context which oveked the influence of industry
characteristics. Therefore, this study explores ititervening role of uses as
communication, coordination, monitoring and teantisattion in the relationships
between three recourses and firm performance ifregsmnal service firms.

There is some research which investigates how huragital, social capital and
organisational capital work together to improve amgational learning (Kang &
Snell 2009) and innovation (Subramaniam & Youn@0%) directly. These studies
have found support for the significant and positiassociation between the
resources of human capital, social capital, orgaioisal and firm performance.

With regard to the mediators between resources fand performance, some
scholars have paid a lot of attention to how knolgk management capacity
mediates the relationship between resources amd gerformance. For example,
Smith, Collins and Clark (2005) investigated thedragon of knowledge creation
ability in employees’ stock of knowledge includirexperience, education and
functional heterogeneity (similar to human capitalthis study), ego networks
including number of contacts, range of contactsstrehgth of ties (similar to social
capital in this study), and organisational climé&be risk taking and teamwork
(similar to organisational capital in this studydannovation. They found empirical
support for these mediational models in the conoéxtigh technology firms. Yli-

Renko, Autio and Sapienza (2001) provided empiraatience for the mediating
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role of knowledge acquisition in their investigatiof the relationship between
social capital and knowledge exploitation/firm perhance which was measured as
new product development in young technology-basedsf Another example is
Collins and Smith’s (2006) study which examined teausal chain from HR
practice, social climate, knowledge exchange amdbooation to firm performance.
They found that commitment-based HR practices vedaectly related to firm
performance through their effects on organisaticuaial climate and knowledge
exchange and combination in the context of highrietogy firms.

From a practical perspective, four management nmeshs within PSFs are
identified in this study. They are communicatioogination, monitoring and team
utilisation (Gittell et al., 2010; Greenwood et, #005; Greenwood et al., 2007;
Morris, Gardner, & Anand, 2007; Stumpf et al., 2p02

With a high degree of human capital, social capiald organisational capital, a
professional service firm can “redeploy its empleyesasily and quickly” (Jin,
Hopkins, & Wittmer, 2010: 943) since employees v capable of adapting to
new jobs quickly and work well with new and existico-workers and clients.
Efficient organisational capital can also allow dadilitate redeployment through
the uses mechanisms, i.e. communication, coordimatmonitoring and team
utilisation.

The uses of resources means exploiting and explaéhe knowledge embedded in
employees and their relationships, as well as igamsational systems and
databases. It is through the uses of resourceptbfessional service firms are able
create value from the resources. As describedeeafiSFs’ work is project or

programme-oriented. To meet client's needs, a partreeds to choose several
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professionals to form a team to solve client’'s prois. The team forms the basic
unit of work in the professional service firm, atghm management is vital for the
successful completion of project.

First, PSFs need to deploy the team and coordinates efficiently. The dynamic
global economic environment accelerates PSFs’ wgrkpeed (Morris et al., 2007,
Teece, 2003). Usually the customers’ assignmemsrarch more compressed in
terms of time (Morris et al., 2007). The PSFs hawveompress their work into a
much shorter time frame. As in Morris et al. (20873tudy, a partner from a
consulting firm said “..[we need to] compress six months work into a thveek
assignment” (p.20).

In professional service firms, since professionaked to work together, the
communication among them is very important to aquesh the work. They need to
exchange their opinions, and to create solutiomsutfh teamwork to meet the
clients’ needs. This includes communication imaelly and accurate manner.

Since professionals need to work together, the connration among them is very
important to accomplish the work. They need to exge their opinions, create
solutions through teamwork to meet the clients’dseéAccording to Transactive
Memory Theory which proposes that individual memsbean serve as external
memory aids to each other (Wegner, 1987), in P3&mrdination and
communication can benefit firm performance throegmbining and recombining
individual knowledge into group knowledge or orgaational knowledge.

Efficient team management will contribute to théce#nt utilisation of a firm’s

human capital and social capital during the creatibnew knowledge.
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As discussed in the previous sections, most profesks staff have senior
supervisors who supervise and others monitor theigress. Monitoring (Teece,
2003) is a way to leverage and exploit knowledgevben them.
Based on the above review and analysis, this spudposes that the uses of
resource mediate the positive relationship betwesource and firm performance
as follows:
H4. PSF’'s usesmediate the relationship between its human capigadd
firm performance.
H5. PSF’'susesmediate the relationship between its social cap#ad firm
performance.
H6. PSF’'susesmediate the relationship between its organisatiboapital

and firm performance.

3.4.6 Summary

This section presented the theory of dynamic cdifieabito better understand the
value chain which links HRractices, resources and uses to firm performance. Four
uses of resources were identified in PSFs. These: wemmunication, coordination,
monitoring and team utilisation. The hypothesesewsoposed for the mediational
effects of the uses of the resources in understgritie relationship between PSFs’

resources and firm performance.

3.6 Summary

This chapter presented the theoretical base forabearch model proposed in this

study. These theories, including strategic humasouse management, the
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resource-based view of the firm, dynamic capabsgitand knowledge-based theory,
are not completely separate. They can be appligether to explaimow andwhy
HPWS affects firm performance. This chapter revigwerature and the practices
in PSFs and then proposed the hypotheses whicheaadvhe above question
theoretically. Based on the literature, three pidémediators between HPWS and
firm performance were identified as resources wihngdtude human capital, social
capital, organisational capital. In addition, famediators between resources and
firm performance were identified as uses which udel communication,
coordination, monitoring and team utilisation. Thigpter also provided the origins
for the approach of the practices-resources-usderpwance applied in this study.

The hypotheses were also presented in this chapter.
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CHAPTER FOUR
RESEARCH METHODOLOGY

4.1 Introduction

This chapter first explores the philosophical badithe research methodology that
is used in this study. It describes the appropmiede of a positivist approach which
provides the support for survey-based researdhett provides a description of the
whole research process. It also presents the sl@aisampling and survey design.
Next, it presents the procedure to conduct the esutyy employing Dillman’s

(2007) Tailored Design Method. Finally, all the radte measurements in the survey

as well as their validity and reliability are prated.

4.2 Research Philosophy and Its Application to This
Research

“All research is based on assumptions about howvtiréd is perceived and how we
can best come to understand it” (Uddin & Hamiduzaam2009: 658). It is
therefore very important to understand the philbgopf research for two main
reasons (Hughes & Sharrock, 1997). First, the eaptm of philosophy encourages
“in-depth thinking, and generates further questiongelation to the topic under
consideration” (Crossan, 2003: 47). Second, theerstanding of philosophy is
significant for researchers to refine, specify aedaluate research methods

(Easterby-Smith, Thorpe & Lowe, 2002).
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A main philosophy in social research is positivishhe term positivism was first
coined by French philosopher August Comte (17987186 nineteen century.
Based on Comte’s assumptions, “society could béyasaé empirically just like
other subjects of scientific enquiry and social daand theories could be on the
basis of psychology and biology” (Walliman, 200932 In other words, real
knowledge could be derived from human observatibonbpective reality (Comte,
1853). The facts of reality can be verified througiservation and examination
which is labelled as empiricism. Therefore, theigpost approach usually adopts a
clear quantitative approach to investigate the wvealld and it has a number of
advantages. First, the quantitative approach allbscomparison between groups,
locations and times which can be measured for réiffee. Second, the positivist
approach attempts to identify causal mechanisntiarreal world which helps to
predict other phenomena. It means that researehsigall group can give a reliable
indication of the views of a larger population. Tthed advantage of the positivist
approach is that researchers retain control of theearch process, e.g.,
standardisation of survey instruments and contgllifor variables. Other
advantages of the positivist approach include gasimparable data, economical
collection of large amounts of data, and clear teeeal focus (Saunders, Lewis, &
Thornhill, 2007). It can be argued that this foomsmeasurement can lead to major
flaws. It is argued by critics that the positivagtproach does not “provide the means
to examine human beings and their behaviours im-aepth way” (Crossan, 2003:
51). As an amendment to positivism, post-positivesmerged which recognises the
critiques against positivism (Popper, 1959) andumes that “reality is multiple,

subjective and mentally constructed by individugfStossan, 2003: 54). Therefore,
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the post-positivism approach does not reject positi but refines it to meet these
critiques. The post-positivist approach usually @doa qualitative research
perspective to describe and explore in-depth phenam

Although there is criticism against positivismhés a lot of advantages listed above
and is widely used in social science. In most @& thsearch in social research,
especially studies that are concerned with invashg the HRM-firm performance
link, surveys are frequently used, e.g. Arthur @9®Becker and Gerhart (1996),
Datta et al. (2005), Delery and Doty (1996); Gitdl al. (2010), Guthrie (2001),
Guthrie et al. (2009), Huselid (1995), MacDuffie99b), Richard and Johnson
(2001), Takeuchi et al. (2007) and Youndt et al99@). Aligned with the
mainstream quantitative approach in HRM-firm parfance research, this study
mainly uses a positivist approach. Following the@ploratory interviews, pilot tests
of the questionnaire were conducted with accountawylty and practitioners to
refine the instrument. The survey-based methodemgsoyed to collect data which
was then analysed allowing propositions to be testde findings based on the
survey data are discussed. By doing so, it allomrscbmparisons between the
findings in the present study and the previousifigsl. Moreover, this approach
allows the investigator to test the role of intenwg variables in the HRM-firm

performance link and to statistically control f@riables such as firm size.

4.3 Research Process

Accountancy is a traditional professionalised aegutated sector. Therefore, Irish
accounting firms were chosen in this study. To dretinderstand the Irish

accounting context, the researcher conducted tege-structured interviews with
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the managing partners and HR senior director argel accounting firm. The topics
in the interview covered human resource managenienbvation, etc. (refer to
Appendix C). Following these interviews, a survegswconducted. During the
survey design, the researcher piloted it with mamperts in different areas to
improve the face validity and content validity betsurvey. Then Dillman’s (2007)
Tailored Design Method was employed to conduct dhevey. Letters or emails
were sent to the respondents who omitted someiqansdbr missing information.

Figure 4.1 presents a flow chart of the data codagrocess in detalil.

4.4 Sampling

Most of the Irish accounting firms are small anddinen sized. To avoid the firms
are too small in size to have a HPWS, the accogriims with 3 or more partners
or 5 or more employees were chosen as the sammseTcriteria were based on the
pilot study. Since there was no single databasewtdould provide comprehensive
information on accounting firms, the informationorin several databases was
combined to select the final sample.
There are mainly six databases which include in&tiom regarding Irish
accounting firms. They are: Business World Top 10Rfbfessional Firms,
Chartered Accountants Regulatory Board, Charteredcodntants Ireland,
Forecasting Analysis and Modeling Environment (FAMEompass Directory, and
IndexIreland.
Business World Top 1000 Professional FirmsThis is a database which contains
the top 1000 professional firms in Ireland (e.gccamting, auctioneers,

architects, consulting, estate agents, marine garggopticians,
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Figure 4.1 The Data Collection Process

~

1. Selecting Context

- Accounting Firms in Ireland

v

2. Exploratory Study

- To understand Irish accounting context

- Three interviews were conducted

- Two accounting leturers were invited for ticking HR
practices used in accounting firms with different sizes

v

- Multiple database sources
- Business World Top 1000 Professional Firms
- Chartered Accountants Regulatory Board
- Chartered Accountants Ireland
- FAME
- Kompass Directory
- IndexIreland

3. Selecting Sample

- Collecting contact information online

v

4. Pilot Study

- Experts from multiple areas
-HR
- Questionnaire profession design
- Professional Service Firms
- Accounting
- Academia
- Practitioners
- Professional design

v

5. Conducting Survey

- Invitation letter

- Cover letter with questionnaire

- Thank you and reminder postcard

- Letter with the first replacement of questionnaire

- Final letter with the second replacement of
questionnaire

6. Follow Up

- Most responses returned by post
- Other responses filled in online survey
- Letter or email to request missing information
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recruitment agencies, solicitors, etc). The numbeemployees is the
ranking criterion. It contains 242 accounting fign2gl0 firms with 5 or
more employees. This database provides the managirigers’ contact
information. However. none is provided for HR dimgs. There is also no
financial information.

Chartered Accountants Regulatory Board This is a body established by the
Institute of Chartered Accountants in Ireland tgulate its members, in
accordance with the provisions of the Instituteygaws, independently,
openly and in the public interest. It has firm imfation for 1130
accounting firms located in all Ireland includind22 Irish accounting
firms with 3 or more partners. It provides all bktpartners’ names and
firms’ contact information including mailing addeesand telephone
numbers. It does not provide financial information the number of
employees.

Chartered Accountants lIreland: This is the largest and longest established
accountancy bodyn Ireland and has over 18,000 members and 6,500

students Www.charteredaccountants.ielt provides the information on

HR manager/director in the top 100 Irish accounfings, such as post
address, telephone number, and email.

FAME : This database provides information on companp@aats, ratios, activities,
ownership and management for the largest 2.6 milldk and Irish
companies with summary information for a furthermillion smaller

businesses. It includes 1328 Irish accounting fireasd provides
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information on some firms’ financial performancedaon the number of
employees.

Indexlreland: This contains the information for 89 Irish accbng firms. It
provides the websites of the firms and also a simbrbduction to some
firms.

Kompass Directory. This includes contact details and some basic eomyp
information for 1.8 million companies in 75 coussi worldwide,
including Ireland. It also includes 1322 Irish agobng firms’
information including 251 firms with more than 1thgloyees. However,
it does not provide financial information and pre$ only the number of
employees for a few of the firms.

In addition, the local magazines such as Accoumntdretand and Finance Dublin

were used to confirm the information from otherathatses.

Table 4.1 shows the basic information distributddthe above databases.

Based on the above analysis of the databasesnt#iesdmple was set up as follows.

+ Step 1 Select the accounting firms with 5 or more empky/ from the
Businessworld Top 1000 Profession Firms (n = 240).

+ Step 2 Select the accounting firms with 3 or more padnfom the
Chartered Accountants Regulatory Board (n = 162).

+  Step 3 Select the accounting firms in IndexIreland (893.
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Table 4.1 Different Databases for Collecting Respalents’ Contact Information

No. of firms - Contact person . .
Databases . Mailing Tel/Fax Website Partners HR : F|nanC|.aI Number.
Total Specify address o . information employees
/principals Director
BUSINESS 210
W@ nln 243  with>=5 v v Some v x x v
5 employees
Top 1000 Professional Firms
carb. -
@ 1130 with >= 3 v v Some v x x x
Chartered Accountants principals
Regulatory Board
(4 ) Chartered
\@ Accountants 100 100 v v v x v x x
> Ireland
FAM E 1328 n/a v v Some v Some Some Some
Index 89 n/a x x v x x x <
IHOMPASS o
. % 1322 with >= 11 4 v Some v Some x Some
Connects business to business employees
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+  Step 4 Select the accounting firms from Chartered Acc¢ants Ireland (n
= 100).
+ Step 5 Combine the information from the four databases.
+ Step 6 Check internet and collect more information frirm websites if
available. Also check FAME, Kompass, Accountan@&and and Finance
Dublin to confirm the information (n = 274).
To avoid single-rater bias (Gerhart, Wright, McMah& Snell 2000), two
respondents from each unit were chosen to posiuthveys to. Among the 274 firms,
all the firms had address information. 202 firmsl hevo contacts including 161
firms with emails. 70 firms just had only one camtecluding 19 firms with emails
(see Table 4.2). Because accounting firms arerdiftefrom other traditional firms,
there is no HR director position in the small ordmen firms. For example, in a
firm with 3 partners and 18 employees, the managartner answered “I have HR
responsibilities also” when being requested for HRnager/director's contact
information. For these small and medium sized firmdso copies of the

questionnaires were sent to the two partners waheunit/firm.

Table 4.2 Final Sample Contact Information

No of Managing Partner HR Director Other

firms % . . ) . contacts Web email
Name  Title Email Name  Title Email

161 50 v v v v v v (40)

41 15 v v x v v x 14

19 7 v v v x x x

53 19 v v x x x x
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4.5 Questionnaire

The main source of the data used in this dissertatias the Survey of Accounting
Firms 2010 (Human Resource Management, Knowledgaalyement and Firm
Performance). This questionnaire contained Likedles statements, proportion
questions, and some objective continuous data sschevenue. It was clearly
structured and professionally designed. More ingrily, it had been pilot studied
by experts from different areas which helped to imise the problems of
misinterpretation or misreading the questions. degign of the survey instrument

and the survey itself will be described in moreaden the following sections.

4.5.1 Preliminary Research

For creating a suitable and valid questionnairenéasure the HPWS in accounting
firms with different sizes, the investigator figstormed a list all of the HR practices
shown in the representative literature in HPWS famd performance link (Collins
and Smith, 2005; Data et al., 2005; Guthrie, 20@dselid, 1995; Takeuchi et al.,
2007). Then two experienced accounting lecturesgdhat DCU were invited to tick
the practices which were used by Irish accountingd with small, medium and
large firm sizes. Both lecturers worked in accoumtifirms before joining the
university and are perfectly active researcheradoounting firms in Ireland. One
worked in a large accounting firm and the other kedr in a medium size
accounting firm.

The reason for this preliminary work is that moktresearch on HRM is based in
general manufacturing firms and some HR practicesys mot be suitable for

accounting firms, especially for the accountingirof a small or medium size. The
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results are shown in Appendix D. The results shmat inost of firms are using HR
practices such as employment tests, especialli/tekils, internal promotions, task
training, monitoring systems, continuous trainifmgymal individual performance
appraisals, multiple formal performance feedbagbsiformance appraisals for
setting goals and determining compensation, ariedgekted teams.

At the same time, three semi-structured interviemere conducted with the
managing partner, communication partner and seHiBr manager in a large
accounting firms to understand and explore theednfThis accounting firm has
more than 100 partners and over 2,100 employeeh Beerview lasted about one
hour. The topics addressed include human resouacagement, the vital resources
in accounting firms, and innovation (see Appendjx C

In terms of the valuable resources, all interviesviekentified the importance of 1)
the workforce and 2) the relationships betweengssibnal staff and clients and
those relationships among the professional stdféyTalso regarded communication,
coordination, monitoring and team utilisation asyMenportant within PSFs.

The above exploratory study is critically importamot only for a better
understanding of the Irish accounting context, also for creating a valid and

suitable questionnaire for Irish accounting firms.

4.5.2 Structure of Questionnaire

The Survey of Accounting Firms 2010 (Appendix Gye@d nine key areas that
covered all the interests of the broader reseaigjeq. These included
«  Section 1: Background

. Section 2: Human Resource Practices
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«  Section 3: Human Capital and Social Capital in YOuganisation
+  Section 4:Organisational Routines

«  Section 5: Market and Clients

+  Section 6: Knowledge Management Capacity

«  Section 7: Monitoring and Team Utilisation

+  Section 8: Administrative Coordination

«  Section 9: Generating New Ideas and Communication

4.5.3 Pilot Study of Questionnaire

To improve the validity of the survey (Robson, 2)(Re questionnaire was pilot
tested by many experts from different areas. Fangle, the academic experts in
the field of HR reviewed the questionnaire in relatto the HR practices included.
The statistical advice was obtained from the espart survey design area. In
addition, the academics and practitioners in actogtelped to re-word the survey
items to reflect the unit level and using the laamggiin accounting profession such

as articles systems in accounting firms.

4.6 Survey Procedures

After setting up the sample and finishing the pgdtidy, Dillman’s (2007) Tailored

Design Method was employed to conduct the survéys method consists of five
steps which include invitation letter, cover lettdgth questionnaire, thank you and
reminder postcard, letter with the first replacetn&@questionnaire, and final letter
with the second replacement of questionnaire. Toequlure is described in more

detail in the following:
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O Invitation letter
B First, an invitation letter (Appendix E) was postedl emailed to all
the respondents to inform them about the survey.
O Cover letter with questionnaire
B Two weeks later, a cover letter (Appendix F) andcapy of
guestionnaire (Appendix G) were mailed out. A pagdpand self-
addressed envelop was also enclosed.
O Thank you and reminder postcard
B Four weeks later, a postcard (Appendix H) was sahto thank the
respondents who had filled in and returned the tipresaire or had
filled in the online survey. The postcard was aeat to remind the
respondents who had not filled in the questionnaire
O Letter with the first replacement of questionnaire
B Six weeks later, a letter with the first replacemehquestionnaire
was sent out to the respondents who had not coeapiet
O Final letter with the second replacement of quesiire
B Eight weeks later, the final letter with the secoadlacement of the
guestionnaire was sent out to the respondents @bt completed
it.
In all mailings, the respondents were promised detapconfidentiality regarding
the data provided by them. They were also promaésedstomised report (Appendix
I) which would help to position their practice aladsummary industry report

(Appendix J).
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The managing partners and the HR managers rettinegdsurveys independently.
During the process, if some respondent missed sprstions, a letter or email was
sent to him or her to request the missing inforarmafiAppendix K). Considering
some respondents may prefer to complete the suelestronically, an online

version of the survey was providedwatw.surveymonkey.com/s/accountants

4.7 Measurement of Variables

This section describes how the variables were nmedsu this study. They include
HPWS, resources as human capital, social capitghnisational capital, uses of
resources as communication, coordination, monigoand team utilisation, firm

performance as productivity, relative organisatioperformance, relative market
performance and innovation, and control variabteBren size and firm age.

To help ensure the survey’s validity, most of ttemis except monitoring and team
utilisation were adopted from measures that had hesed in previous studies.

Multiple-item scales were employed.

4.7.1 HPWS

Considering the characteristics of PSFs, sixteemstwere adopted from Huselid
(1995) and Datta et al. (2005). These items covEiRRgractices including: staffing,
performance management and remuneration, informati@aring and participation,
and training and development. An example item iBJedse estimate what
proportion (0% to 100%) of your professional st administered an employment
test (e.g. skills tests) prior to hiring with respéo all of the professional staff in

your organisation over the previous 12 months”.
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Since HPWS is mostly used as an index (Batt, 2@2hrie, 2001; Guthrie et al.,
2009), the Cronbach’s alpha was calculated forghieen-item HPWS scale and it
was .73 which was above the cut-off point of .7@rfNaly, 1978). This shows the

internal consistency of the HPWS measures.

4.7.2 Resources

The resources as human capital, social capital agdnisational capital were
mainly adopted from Youndt et al. (2004) and Sulzmarand Youndt (2005). All of
the measures use a seven-point Likert scale vafyamg 1 = strongly disagree to 7
= strongly agree. The respondents were asked {oaitedtheir level of agreement
with each of the statements.

Human Capital. Five items from Youndt et al. (2004) and Subramad ¥oundt
(2005)’'s were adopted. They included: “Our profesal staff are highly skilled”,
“Our professional staff are widely considered to the best in the accounting
industry”, “Our professional staff are creative dmight”, “Our professional staff
are experts in their particular jobs and functignaihd “Our professional staff
develop new ideas and knowledge”. One item whiclerges from the exploratory
interviews was added: “Our professional staff apeta date on relevant new
taxation, auditing, accounting and legal developtisien

Social Capital.Five items from Youndt et al. (2004) and Subramad ¥oundt
(2005) were adopted. They included: “Our professiostaff are skilled at
collaborating with each other to diagnose and sphablems”, “Our professional
staff share information and learn from one anoth&ur professional staff interact

and exchange ideas with people from different fliometl areas of the organisation.”,
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“Our professional staff partner with clients to dep solutions”, and “Our
professional staff apply knowledge from one aredhef organisation to problems
and opportunities that arise in another”. One itwas added for measuring the
external social capital. It is that “Our professbstaff develop and maintain good
relationships with clients”.

Organisational Capital. Three items in Youndt et al. (2004) and Subramash an

Youndt (2005) were adoptsédT hey included: “The databases are used as aavay t
store knowledge”, “The culture (stories, ritualgl@ymbols) contains valuable ideas
and ways of doing business”, and “Much of the oigmtion’'s knowledge is
contained in manuals, databases, structures awcegses”, Another four items were
added to get a more comprehensive measure of sejmmal capital including
organisational processes, routines and structurey Thcluded: “The processes are
efficient to solve clients’ problems”, “The routsi@ncourage employees to know
each other”, “The routines encourage employees riowk about the whole
organisation”, and “A low level of vertical hierdies and cross-function barriers
are maintained in the organisation structure”.

Because of the additional items for the resouragalbkes, an exploratory factor
analysis was conducted first to examine their fastacture. To test the convergent
and discriminant validity of the multiple-item seal of human, social and
organisational capital, a confirmatory factor asaywas performed.

A principal axis factor analysis using oblique tma was performed. The results

are shown in Appendix L. The nineteen items loagiedo three factors with factor

3 One item in Youndt et al. (2004) and Subraman ¥adndt (2005)'s was not adopted as “Our
organisation uses patents and licenses as a wafote knowledge”. This is because the
accounting context does not use patents.

84



loadings of .54 or abO\‘}eThe factor of human capital explained 42.41% haf t
variance, with an eigenvalue of 8.06. The factosadial capital explained 7.18% of
the variance, with an eigenvalue of 1.36. The faab organisational capital
explained 13.41% of the variance, with an eigernvaiu2.54.

The human capital, social capital and organisatioapital also had high internal
consistency with Cronbach’s alphas of .86, .88, &®respectively which were
comparable to the ones obtained by Youndt et &04p (0.81, 0.88, and 0.62
respectively).

Using Amos 7.0, the confirmatory factor analysid=§ was performed to the
multiple-item scales of human, social and orgamsat capital. The three-factor
model showed a good model fit since it had chi-sguess than five times their
degrees of freedomyZ/df = 306.05/132 = 2.32), the Comparative Fit bd€EFI,
Bentler, 1990) was .90 (p = .00) which is accemattcording to Bentler and
Bonnett (1980) and RMSEA was .08 which is smallant the cut-off point .10
(Browne & Cudeck, 1993). All of the three factoradhvery high reliability with
Cronbach’s alpha above .86 which was above theestigd value of .70. Thus, it is

concluded that the measures for resources were aatl internally consistent.

4.7.3 Uses

The measures of uses included communication, coatidn, monitoring and team
utilisation.
Communication.Three items were adopted from Gittell et al. (204l reworded

to reflect the unit/firm level analysis by changitige focus of the items to the unit

4 One item of “Professional staff develop new idaad knowledge” had cross-loadings on human
capital (.44) and social capital (.48) and thugpgesl.
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level. For example, the respondents were asked “bfien do employees on
average engage in the behaviors listed below, ecgmmunicating with
management in a timely way about the status optbgct?” Respondents answered
on a seven-point Likert scale ranging from 1 = mege/ = always.

Coordination. Seven items were adopted from Kraut and Street@®5)1 The
respondents were asked “to what extent does yogeingational engage in the
following items, e.g. formal policies and procedufer coordinating the team’s
work?” Respondents answered on a seven-point Ldaate ranging from 1 = small
extent to 7 = great extent.

Monitoring. Three items were created based on Teece (2003).rédmondents
were asked to what extent they agree with the ité@rhese three items are, “There
are mechanisms in place to encourage employeesléatron the outcomes of their
efforts”; “There are mechanisms in place to mongomloyee contributions to new
ideas and developments”; and “There are mechanismpkace to assist employees
adjust their approach if they find their efforte aaking them down the wrong path”.
Respondents answered on a seven-point Likert gealging from 1 = strongly
disagree to 7 = strongly agree.

Team utilisation.Four items were created based on Teece (2003)reBp@ndents
were asked to what extent they agree with the itdilngse four items were: “Newly
formed teams quickly establish a good understandingach others’ talents and
skills”; “Teams are formed on the basis of an ustderding of people's skills and
abilities”; “Teams can be formed quickly as reqditeand “Teams are continuously

reconfigured to address the set of opportunitiesintp the organisation”.

86



Respondents answered on a seven-point Likert gealging from 1 = strongly

disagree to 7 = strongly agree.

Since these measures of uses included adopted @achiewly created ones, a
principal axis factor analysis using oblique ragiatiwas performed to check the
factor structure. The results in Appendix M revdakhe expected four-factor
structure, which accounted for 76.28% of variandéh whe preliminary factor

loadings of .55 or above. The factor of communaratexplained 6.71% of the
variance, with an eigenvalue of 1.07. The factocadrdination explained 48.54%
of the variance, with an eigenvalue of 7.77. Thetda of monitoring explained

8.66% of the variance, with an eigenvalue of 1. B% factor of team utilisation

explained 12.38% of the variance, with an eigervalfi1.98. The communication,
coordination, monitoring and team utilisation alsad high internal consistency

with Cronbach’s alphas of .92, .90, .89 and .8@&eBvely.

4.7.4 Firm Performance

Firm performance was assessed using both objeatidesubjective measures. The
objective one was productivity and the subjectiveeso were the self-reported
relative organisational performance, relative mapgerformance and innovation.
Although a lot of published studies on the HR-perfance link employed self-
reported performance measures (e.g., Chuang & P@i0; Delaney & Huselid
1996; Liao, Toya, Lepak, & Hong, 2009; Sun, Ary&d,aw, 2007; Takeuchi et al.,
2007; Youndt et al., 1996), there have been coscexgarding their use. This is

because that self-reported/subjective firm perforcea measures may raise
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measurement errors and common method bias (this i8] be addressed in detail
in Chapter 5).

There are mainly three reasons for using the selbited comparative firm
performance measures. First, it is very difficulirapossible to obtain the objective
financial performance on individual units (Gupt®8Z; Gupta & Govindarajan
1984, 1986). Second, the comparative method engesraore respondents to
participate than the method of directly asking ocegfents to provide exact figures
(Tomaskovis-Devey, Leiter, & Thompson 1994). Fipalhe subjective measures of
company performance (relative to competitors) assitively associated with the
objective measures. Empirically, Wall et al. (20déund that subjective and
objective measures of company performance weréiypelgiassociated at .52.

In this study, the correlations between perceivedamisational and market
performance and their revenue were both significeni97, p=.034 andt=.248,
p=.007 respectively, which indicates that the subjegerformance measures were
appropriate.

The above analysis reveals the appropriatenedseoblijective and subjective firm
performance measures. The measures and their tyalahd reliability of
productivity, relative organisational performancelative market performance and
innovation are presented in the following:

Productivity. The productivity was calculated as revenue/numlfeprofessional
staff. The revenue data was aggregated from thgonelents’ data and the public
data since there was strong agreement betweenataefrdm these sources. The
respondents were asked to estimate the fee incomidir firm/unit for the most

recent year (€ million). Information on firm sizeasv collected from public
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databases such as Chartered Accountants RegulBtard, Businessworld Top
1000 Professional Firms, Kompass and Fame.

Relative organisational performance and relative rkat performance.Eleven
items were adopted from Delaney and Huselid (19B@kpondents were asked to
rate their organisation’s performance relative Heirt competitors using a seven-
point Likert-type scale, varying from 1 = much wat® 7 = much better. Since all
of the items were adopted and found to be vali@ tliabilities for relative
organisational performance and relative marketgoerance were calculated and
were both .84. These were comparable to the onta@seld by Delaney and Huselid
(1996) (alpha = .86 for relative organisationalfpenance and .85 for the relative
market performance).

Innovation. Nine items were adopted from Janseen (2001, 200t .respondents
were asked “How often do employees on average engaghe behaviors listed
below, e.g. creating new ideas for difficult issué@he respondents answered from
1 = never to 7 = always. Janseen (2001) found taaofs in this measure of
innovation. However, in the pilot study, the expeftom HR and accountancy
understood them as measuring the same thing. Tnered principal axis factor
analysis using oblique rotation of the items wasduzted to check the factor
structure. All of the nine items had factor loadiraf .72 or above on a single factor,
and this factor explained 75.99% of variance, vathenginvalue of 6.84. These
factor loadings are shown in Appendix N. The niteeni scale had a reliability

of .96.
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4.7.5 Control Variables

Firm size and firm age were considered as conanables.

Firm size Firm size was included because it might be aasediwith the use of
HPWS as well as revenue, productivity (Datta eR@0D5), and innovation. The HR
practices and the resources of the large firmsdiferent from the small and
medium firms. For example, the large accountinmgirwill have a system of HR
practices while small firms may only have some iimfal HR practices. Therefore,
firm size was considered as control variable. Thgaive number of professional
staff was mostly derived from public databases sashndexireland, Chartered
Accountants Regulatory Board, Compass, Top 20 Wsbountancy Firms and a
few are from the company websites.

Firm age. Similar to Guthrie et al. (2009), firm age waslutded to control for “any
advantages associated with increased time fontbleitgon or adoption of HPWS or
differences in our outcome measures” (Guthrie eP@09: 118). The logarithm of
the firm age was used to normalise the firm agee fitm age was calculated as
“2010 — the established year” and respondents a&ied to indicate the established

year.

4.8 Summary

This chapter first explored the importance of ustherding research philology for
conducting research and reviewed the advantageflawd for positivism which

claimed for the quantitative approach in sociakesce. Similar to the previous
research, this study adopted mainly survey-basetiadeo collection data to test

the proposed model in this study. This chapter thestribed the processes in detail
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for selecting sample firms. The pilot study and htmwconduct the survey were
reviewed. The methods used to measure the variablested in the model were
also described. In addition, the validity and fellity of these measures were

provided. In the next chapter, the data will belgsed and the results will be

provided.

91



CHAPTER FIVE
DATA ANALYSIS

5.1 Introduction

This chapter provides a detailed overview of theeaech findings. The structure of
this chapter is as follows: Firstly, it provides analysis of non-response bias to
examine the sample representativeness in this stelgondly, the results of the
analysis of interrater agreement (IRA) and interraeliability (IRR) are presented
to provide support for aggregating the matched pgponses in each firm. Then,
the common method bias is addressed and testednmortstrate that it is not a
serious problem in this study. Next, the descrgstatistics are presented in order
to show the association between variables. Fin#ily,results are presented of the

hierarchical multiple regression analysis togethign the Sobel tests.

5.2 Sample Representativeness

Surveys were mailed to 548 respondents in 274 fisnslescribed in Chapter 4.
This included 10 firms that did not exist and 3nfir that did not qualify for this
study because of small firm size or because theynat accounting firms. This
reduced the sample to 522 respondents in 261 finntse final population. After
survey mails, reminder postcards, replacement gar{gee Chapter 4), 195 surveys
in total were returned in the form of hard copy&Land online (39). Four surveys

were not completed and were therefore excluded. réeponse rate was 36.40%

92



(190/522) representing 120 firms (45.98%). There & matched pair responses
representing 71 firms (27.20%).

Therefore, the final sample for this study consisié 120 accounting firms located
in Ireland, covering a range of geographical region

To examine the sample representativeness (WilcedelBger, & Rigdon, 1994),
many researchers have checked the non-responséybiz@mparing demographic
and contextual variables from the respondents with known values from the
population to see if they differ in terms of theadable data (Armstrong & Overton,
1977; Guthrie et al., 2009).

This study conducted the comparison analysis onchi@acteristics between the
early responses and late responses, web respargésua copy responses, as well
as matched pair responses and non-paired respdisegarly responses are those
who returned the survey after the first mailing.eTlate responses are those who
returned the survey after later mailings. The wetponses are those who filled in
the survey online. The hard copy responses are ttedgrned the hard copy survey.
The matched pair responses are those where theréwar respondents in one
unit/firm. The non-paired responses are those wtiene is only one respondent in
one unit/firm.

There are two reasons for conducting comparisotysisaOne is the relatively high
response rate (36.40% for individual level and 8%%or firm level). The other is
the difficulty in obtaining public data on the fisnbackground and contextual
information. To explore representativeness, a oag-ANOVA procedure was used.
The results in Table 5.1 showed no significant edléhce between the early

responses and the late responses, between the espbnse and the hard copy
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response, as well as between the matched pairmesp@nd non-paired responses
in terms of firm information and individual inforriian.

As a result, there were no concerns on the sanggessentativeness and non-
response bias in this study. Therefore, the futida was utilised for the purpose of

later analysis and the profile of participatingrfs was deemed to be representative

of the accounting firm profession in Ireland.

Table 5.1 ANOVA Results from Comparison Analysis

Matched pair

Early response v late  Web response v .

Items response v non pair
response hard copy response
response
F Sig F Sig F Sig

Revenue .380 .539 .043 .835 .483 .488
Firm size .103 749 .505 478 1.672 .198
Firm age 1.054 .306 1.396 .239 .359 .550
Respondents’ age 162 .688 1.044 .308 .802 372
Respondents’ education 1.928 167 .045 .831 .003 54 .9
Respondents’ work tenure - gq, 447 193 661 339 561
in present organisation
Respondents’work tenure g 743 033 855 083 773
in accounting
Respondents’ full time 018 893 114 736 112 739
work experience

5.3 Profile of the Respondents

Among the respondents, 50% of respondents were gimanaartners, 10% of
respondents were HR manager/directors, 34% of nelgris were partners, and 6%

of respondents were other experienced professgtatilwho had a good knowledge
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of their organisations (including titles such asrdotor, Financial Director,
Managers, Office Manager, Auditor and Associate.).

In terms of gender, 80% of respondents were male28% were females. In terms
of age, 2% of respondents were 30 or less, 21%spondents were between 31 and
40, 37% of respondents were between 41 and 50,d19%spondents were between
51 and 60, and 11% of respondents were above GOedreation level, 48% of
respondents had a Bachelor's Degree, 11% of regmbmdhad a Master's Degree
and 37% of respondents do not have any degrees.

In terms of the professional qualification, 60%r re§pondents qualified from the
Chartered Accountants Ireland (CAl), 13% of resmondg qualified from the
Association of Chartered Certified Accountants (AJC11% of respondents
qualified from the Institute of Certified Public é@untants in Ireland (CPA), 1% of
respondents qualified from the Chartered InstitoteManagement Accountants
(CIMA), 1% of respondents qualified from the Ingté of Incorporated Public
Accountants (IIPA), 10% of respondents qualifieaiirthe Irish Taxation Institute
(IT1) and 4% of respondents were members of thert€hed Institute of Personnel

and Development (CIPD).

5.4 Individual Items Descriptive Analysis

This section presents a summary of the 190 respbsideerception of various items
as assessed in the measure of HPWS and the meaktessurces including human
capital, social capital and organisational capitaées such as communication,
coordination, monitoring and team utilisation, ted@a organisational performance,

relative market performance and innovation are edported.
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5.4.1 HPWS

Table 5.2 illustrates the breakdown of respondeneigiies on the proportionate use
of various HPWS practices. The respondents weredasir the proportion (0%-
100%) of the professional staff who were involveagach HR practice over the last

12 months.

Table 5.2 The Applications of HPWS in Irish Accouning Firms?

Mean
Measurements Score S.D.
%
HPWS Index (average) 44.92 16.92
What proportion of your professional staff...
Are administered an employment test (e.g. skilissheprior to hiring? 18.10 36.15
Hold jobs which have been subjected to a formalgoalysis to identify
" . . . i 48.91 45.06
position requirements (such as required knowleslkjés or abilities)?
Hold non-entry level jobs which have been filledaazsult of internal 25 99 32 29
promotions (as opposed to hired from outside obttganisation)? ' '
Receive formal individual performance appraisals? 2.58 34.15
Receive formal performance appraisals from mora the& source (i.e.,
N : 37.94 45.85
from several individuals such as supervisors, peter3?
Havg access to company incentive plans, profitisbaans, and/or gain- 15.43 30.82
sharing plans?
Receive th(_a|r performance appraisals which are tesddtermine their 45 69 46.67
compensation?
Re_celve their performance appraisals which are tessdt goals and plan 63.05 43.39
skill development?
Receive above market wage levels to attract amdnrédtem? 25.96 32.61
Are included in a formal information sharing progwae (e.g., a 4437 4731

newsletter)?
Are asked to complete attitude surveys on a redpaais? 9.06 28.15
Participate in Quality of Work Life (QWL) program@uality Circles

(QC), and/or labour-management participation teams? 7.94 24.23
Have access to a formal grievance procedure andfoplaint resolution 82 96 3737
system?

Receive continuous training, e.g. continuous psifesl development? 89.30 21.26
Receive structured mentoring, e.g. via articles? 759 40.23
Are organised in self-directed work teams in perfimg a major part of 61.93 42 32

their work roles?

aMissing data and listwise deletion reduced the darinpm n = 190 to n = 187.
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Table 5.2 shows that the average level for Iristpanting firms to use HPWSwas
about 45%. In other words, a score above 44.92iea@ more extensive utilisation
of HPWS and any lower score implied a less extensitilisation of HPWS in
comparison to the average utilisation of HPWS. Tresult is consistent with the
result (46.96%) in Guthrie et al.’s study (2009) wiich data on HPWS was
collected from 165 firms among the Top 1000 comgsmn Ireland. In this study,
the highest score showed the extent to which aifspéicm policy or HR practice
was in use in the sample of Irish accounting firinghis regard, 89% of the sample
had access to continuous training. Similarly, ab88% of the sample utilised

formal individual performance appraisals.

5.4.2 Resources

Table 5.3 illustrates the breakdown of respondengglies on each item for
organisational resources, including human capsiatjal capital and organisational
capital.

The resources were measured on a seven-point dtigggtscale ranging from 1 =
strongly disagree, to 7 = strongly agree.

On average, the scores for human capital, sogmiatand organisational capital of
Irish accounting firms were 5.49, 5.71 and 5.5(peesively. A higher score for
each item indicated stronger agreement of the relpus on it. In all, higher scores
of resources variables indicated higher human akpsiocial or organisational

capital while a lower score indicated lower hunmsogial or organisational capital.
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Table 5.3 Resources in Irish Accounting Firms

Mean

Resources Measurement Score S.D.

7-Point

Human Capital (Averagé)

In your organisation, the professional staff... .49 75
are highly skilled. 6.01 80
are widely considered to be the best in the acaogimdustry. 5.01 1.11
are creative and bright. 5.46 84
are experts in their particular jobs and functions. 5.55 96
are up to date on relevant new taxation, auditiegpunting and legal
developments. .85 91
develop new ideas and knowledge. 5.04 1.05

Social Capital (Averag®)

In your organisation, the professional staff... 5.71 79
are skilled at collaborating with each other togdiase and solve
problems. 5.68 -89
develop and maintain good relationships with cBent 6.16 81
share information and learn from one another. 5901 86
interact and exchange ideas with people from diffefunctional areas of
the organisation. .56 1.04
partner with clients to develop solutions. 5.53 1.15
apply knowledge from one area of the organisatioproblems and
opportunities that arise in another. 5.39 111

Organisational Capital (Average)

In your organisation ... .50 79
The databases are used as a way to store knowledge. 5.76 95
The processes are appropriate to solve client$lenas. 5.58 90
The culture (stories, rituals and symbols) contamlsable ideas and ways
of doing business. .35 1.05
The routines enable employees to know each other. 561 98
The routines enable employees to know about thdendrganisation. 5.59 99
Much of the organisation’s knowledge is containednanuals, databases,
structures and processes. 5.15 1.35
A low level of vertical hierarchies and cross-fuantbarriers are 5 46 127

maintained in the organisation structure.

aMissing data and listwise deletion reduced the darinpm n = 190 to n = 188.

P The valid sample was n = 190 (listwise).

¢ Missing data and listwise deletion reduced the darinpm n = 190 to n = 185.
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Table 5.4 Uses in Irish Accounting Firms

Mean
Uses Measurement Score S.D.
7-Point

Communication (Averagé)
In your organisation, how often do employees orragye engage in the 501 1.18
behaviours listed below?

Communicating with management in a timely way alibatstatus of the

project. 4.98 1.26

Communicating with management accurately abousthis of the

proj 5.10 1.22
ject.

Sharing organisational goals about the qualityeo¥ises. 4.94 1.34

Coordination (Averagé)

To what extent does your organisation engage irfidf@ving items? 4.98 1.10
Formal policies and procedures for coordinatingté@n's work. 5.00 1.40
Project milestones and delivery schedules. 5.16 1.26
Project documents and memos. 5.15 1.24
Regularly scheduled team meetings. 5.29 1.25
Requirements/design review meetings. 4.97 1.35
Design inspections. 4.26 1.53

Monitoring (Average?
In your organisation... 4.65 1.18

There are mechanisms in place to monitor emplogegributions to new

ideas and developments. 4.29 1.36
There are mechanisms in place to encourage emgdyeeflect on the
outcomes of their efforts. 4.69 1.35
There are mechanisms in place to assist employiest gheir approach if
they find their efforts are taking them down theng path. 4.97 1.23
Team Utilisation (Averagé)
In your organisation ... 5.33 1.09
Teams can be formed quickly as required. 561 1.10

Newly formed teams quickly establish a good und@ding of each
others’ talents and skills. 5.34 1.20

Teams are continuously reconfigured to addresseahef opportunities

facing the organisation. 5.04 1.43
Teams are formed on the basis of an understandipgople’ s skills and
abilities 5.33 1.28

%The valid sample was n = 190 (listwise).
b Missing data and listwise deletion reduced the darinpm n = 190 to n = 188.
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5.4.3 Uses

Table 5.4 illustrates the breakdown of respondeméglies on the uses as
communication, coordination, monitoring and teartisation.

All of the measurements were using a seven-poirkertitype scale. For
communication, 1 = never, and 7 = always. For coattn, 1 = small extent, and 7
= great extent. For monitoring and team utilisatibn= strongly disagree, to 7 =
strongly agree.

On average, Irish accounting firms’ communicatioaprdination, monitoring and
team utilisation effectiveness were perceived asedugh (5.01, 4.98, 4.65, and
5.33 respectively). Similar to the explanationstioa results of resources, a higher
score indicated more effective use mechanisms vehilewver score indicated less

effective uses.

5.4.4 Firm Performance

Table 5.5 illustrates the breakdown of respondemggslies on productivity, relative
organisational performance, relative marketing gqenince and innovation. All of
the subjective measurements used a seven-pointtitjpee scale. For relative
organisational performance and relative marketgoerance, scales ranged from 1 =
much worse to 7 = much better. For innovation,escahnged from 1 = neverto 7 =
always.

For the subjective firm performance measure, omaaes the productivity of Irish
accounting firms was €0.08 million per professiosiaff. A higher score indicates
that the firm is more productive and a lower scoigicates that the firm is less

productive.
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For the subjective firm performance measuremehésaverage scores were 5.72 for
relative organisational performance, 4.78 for retatmarket performance, and 4.40
for innovation. A higher score indicated betterfpenance, while a lower score

indicated worse performance.

Table 5.5 Organisational Performance in Irish Accouating Firms?

Firm Performance Measurements gf;g S.D.

Productivity (€ million per professional stdff) .08 .03

Relative Organisational Performafice

Please rate your organisation’s performance redtwour competitors: 5.72 63
Quality of services 6.06 .78
Development of new services 5.19 1.07
Ability to attract essential employees 5.25 1.02
Ability to retain essential employees 5.75 .93
Satisfaction of clients 5.96 .70
Relations between partners/directors and other@yapk 5.90 82
Relations among employees in general 5.93 .85

Perceived Marketing Performarice

Please rate your organisation’s performance reatwour competitors: 4.78 95
Marketing 4.62 1.24
Growth in revenue 4.83 1.10
Profitability 4.94 1.18
Market share 4.72 1.10

Innovatior?

In your organisation, how often do employees onraye engage in the 4.50 1.13

behaviours listed below?
Creating new ideas for difficult issues 4.53 1.18
Searching for new work methods, techniques orunsénts 4.65 1.21
Generating original solutions for problems 4.76 1.27
Mobilising support for innovative ideas 451 1.32
Acquiring approval for innovative ideas 4.61 1.35
Transforming innovative ideas into useful applicas 4.45 1.27
Evaluating the utility of innovative ideas 4.31 1.30
Introducing innovative ideas into the work enviramhin a
systematic way 4.31 1.37
Making team members enthusiastic for innovativasde 4.40 1.40

aMissing data and listwise deletion reduced the darinpm n = 190 to n =137
P The valid sample was n = 190 (listwise).
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5.5 Aggregation Issues

In the final sample, there were 71 matched papaeses representing 71 firms. The
investigator chose to average across their respa@wséhat the final score for each
firm represents the average unit-level responsedpéion. To aggregate matched
pairs data, the interrater agreemientd interrater reliabiliiwere examined.
Interrater agreementas assessed usifyy (James, demaree, & Wolf, 1984, 1993)
for each variable (see Table 5.6). The rule of thuralue forR.q is .60 (James,
1982) and the more commonly acceptable value ofltvthis study, the meaR,yq
for the 16-item HPWS scale was 1.17 which was highan the .97 obtained by
Lepak and Snell (2002) and the .96 obtained by Uetkieet al. (2007). For human
capital, the mean oRwg was .90, which was comparable to the .92 obtalmed
Takeuchi et al. (2007); for social capital, the m&gy was .89; for organisational
capital, the mean dR,y was .82; for communication, the meanRaf was .89; for
coordination, the mean &,y was .86; for monitoring, the meanRjfgy was .79; for
team utilisation, the mean oR,y was .84; for the relative organisational
performance, the mean &,y was .96, which is higher than the .94 obtained by
Takeuchi et al. (2007); for the relative marketfpenance, the mean &,y was .97,
and for innovation, the mean Bf,y was .99. The average of tRggs for all of the

variables were well above the thumb value Ry is .60 (James, 1982) and the

S The interrater agreement refers to the degreehtohwratings from individuals are interchangeable;
namely, it reflects the extent to which raters jlevessentially the same rating, i.e. the consensus
(Kozlowski & Hattrup, 1992; LeBreton & Senter, 2008nsley & Weiss, 1975).

6 The interrater reliability refers to the degreewtbich ratings of different judges are proportional
when expressed as deviations from their meansthieeconsistency (Bliese, 2000; Kozlowski &
Hattrup, 1992; LeBreton, Burgess, Kaiser, Atchgylames, 2003).
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more commonly acceptable value of .70, which ingsdhat the two respondents
form each firm were in strong agreement.

Both interrater agreement and interrater religbiere assessed using the intraclass
correlations. ICC(1)s and ICC(2)s were calculatathgt McGraw and Wong's
(1996) formula with a one-way random-effects analg$ variance (see Table 5.6).
ICCs simultaneously measures interrater agreenmehtrdgerrater reliability. High
values may only be obtained when there is both latess@onsensus and relative
consistency in judges’ ratings (LeBreton & Seng&08). Gittell et al. (2010) state
“the ICC(1) provides an estimate of the reliabiliof a single respondent’s
assessment of the unit mean” and “ICC(2) providesoeerall estimate of the
reliability of unit means” (p. 498). In this studihe ICC(1) values for all of the
variables ranged from .23 to .99 which were higth@n the median value as .12
reported by James (1982). This indicates thatwlerespondents in each unit/firm
had high agreement and also the answers from aayobrithe respondents in a
particular firm was reliable. The ICC(2) values falt of the variables ranged
from .63 to 1.00 which were higher than the .60-affitpoint recommended by
Glick (1985). This indicates the firms can be feljedifferentiated in terms of all of
the variables in this study.

Based on the above results, the matched pair respdata were aggregated into

firm level data.

5.6 Common Method Bias

The collection of all measures from the same soumeg raise concerns about

common method bias. To avoid common method bigssthdy obtained some data
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from public database sources. For example, theaordriable firm size which was
also used for calculating the dependent variabteduxtivity, was obtained from the
Chartered Accountants Regulatory Board, Busineddwbop 1000 Professional
Firms, Kompass and FAME. In addition, for the fiewevenue, public data were
obtained from the Top 20 Accounting Firms (AccongtSurvey, 2009) for the 12
firms (10.17%). While it is somewhat limited dueth® sample size, it does provide
a reliability cross-check. Computed ICCs for thub-sample strongly supported the
reliability of these data, ICC(1) = .965, ICC(2)379 for aggregation purpose. The
ICC(1) results suggest that a single source idiabte indicator of scores provided
from the other sources. In other words, the revetata from respondents and the
public sources are highly correlated. In addititve, ICC(2) results indicate the high
reliability of unit means on revenue informatioretéfore supporting aggregation.
Based on these results, all revenue data waseudtilis this study to calculate
average productivity scores for each firm.

In addition to using public source data, the Harroae-factor test was conducted to
examine the common method bias for the rest ofrtbasures. Significant common
method bias would result if one general factor aot® for the majority of
covariance in the variables (Podsakoff & Organ,6)9& principal axis factoring
analysis with oblique rotation method was perforrf@dhe rest of the items except
for HPWS since the HPWS’ scales (proportion from @4.00%) were measured
differently from other measures (which used a sey@nt Likert Scale). The results
showed eleven factors with eigenvalues greater tham which accounted for
72.65% of the total variance, with the first facemwcounting for 36.12% of the

variance. Since a single factor did not emergeanedgeneral factor did not account
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for most of the variance, common method bias igkalyl to be a serious problem in
the rest of the data (Podsakoff & Organ, 1986).

The use of public data and the examination of thédtipte-factor structure of

measures show that common method bias is not auseproblem in this study.
Therefore, all of the matched pair response dataggregated to the firm level to
create the measures of HPWS, human capital, scaatal, organisational capital

and monitoring, communication, coordination, monitg and team utilisation.

5.7 Descriptive Statistics

This section presents findings based on the cdiwalanalysis using the aggregated
data. Table 5.6 provides operationalisations anscrg#ive statistics for study
variables, including the means, standard deviatiBugys, ICC(1)s, ICC(2)s, inter-
item reliabilities. Table 5.7 provides correlatiomefficients among the variables in
the study. It indicates a number of statisticalligngicant and noteworthy
relationships. For example, HPWS was found somewimae likely to yeild higher
human capitalr(= .312,p< .01), social capitalr(= .247,p< .01) and organisational
capital ¢ = .250,p< .01). It also was found to be significantly cdated with
relative organisational performanae= .283,p <.01), relative market performance
(r = .311,p <.001) and innovationr (= .319,p <.001). Table 5.7 shows that all
correlations between human capital, social capitatganisational capital
communication, coordination, monitoring, commurnimat team utilisation, relative
organisational performance, relative market peréoroe and innovation were

significant at different levels.
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Table 5.6 Descriptive Statistics

Variables Operationalization N Mean S.D. Rwg ICC(1) ICC(2) Alpha

1. Firm age I (years since founding) 120 1.29 35 .89 .94 .94
2. Firm size [, (number of professional staff) 115 1.38 51

3. HPWS Average score for 16 HPWS items 120 44.88 15.70 1.17 .64* .78 .80
4, Human Capital Average score for 7 human Cajiéais 120 5.48 64 .92 46 .63 .90
5. Social Capital Average score for 6 social Cajititans 120 5.73 67 .89 .38 .88 .90
6. Organisational Capital Average score for 7 oigstional Capital items 120 551 69 .82 .28 .85 .86
7. Communication Average score for 3 communicaitems 120 5.05 99 .89 41 71 .81
8. Coordination Average score for 6 coordinatiemis 120 5.00 96 .86 .38 .88 .90
9. Monitoring Average score for 3 monitoring items 120 4.68 1.05 .79 .45 .83 .85
10. Team Utilisation Average score for 3 team saifion items 120 5.35 91 .84 41 .85 .86
11. Productivity I, (revenue per professional staff member) 111 -1.10 16 n.a. .99 1.00 1.00
12. E:Jg:\é?acr)]igeanisational Q{\e/r?]r:ge score for 7 organisational performance 120 — = 96 23 82 84
13. Relative market performance  Average score foiadket performance items 120 4.77 84 .97 41 .85 .86
14. Innovation Average score for 9 innovation items 120 4.52 1.03 .99 .55 .96 .96

* When calculating ICC(1), ICC(2) and reliabilitprf HPWS, HPWS was treated as one index.
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Table 5.7 Correlation Matrix of the Study Variables

Variables 1 2 3 4 5 6 7 8 9 10 11 12 13
1. Firm age
2. Firm size 162
3. HPWS 023  .466
4. Human Capital 081 .377 317
5. Social Capital -.022 066 .247 641"
6. Organisational Capital -.023 166  .250.308" .496"
7. Communication -.012 146 256 3777 4047 433"
8. Coordination -097 300 .601" .394" 365" 427" 432"
9. Monitoring -041 226 .455° 3537 421" 599" 498" 524"
10.  Team Utilisation -096 206 426" 460" 468" 486 583" 5587 644"
11.  Productivity -047 211 .089 102 -001  -.048 083  -.020 .058 043
12. Eg}f";:‘rfaﬁigea”isaﬁona' 076 220 283" 477" 343" 358" 209 364" 346" 300"  .056
13.  Relative market performance 015 341 311" 295" 167 260" 264" 408" 365" 389"  .168 559"
14.  Innovation 016 225 319" 493" 5247 447" 807" 578" 517 613" 119 228 317"

*** p< 0.001, ** p< 0.01, * p< 0.05! p< 0.10 (two-tailed tests). Listwise deletion nuatlwas employed to deal with missing data whicluced sample size from

120 to 111.
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5.8 Multiple Regression Analysis

Usually, the most desirable analytical method éstihg the hypotheses proposed in
this study would be structural equation modelliHgwever, given the small sample
size (n = 120), structural equation modelling coutd be used, especially with the
large number of items (16) that were used to measitPWS. The hierarchical
multiple regression analysis techniques (Hofmannffig & Gavin, 2000) were

employed instead to test two separate mediatioodiefs.

The first mediational model was to test the medratl effects of resources on the
HPWS - firm performance link, labelled as ModelModel 1 tested the practices-
resources-performance approach. It consisted ofratependent variable (HPWS);
four dependent variables to measure firm performmaf@roductivity, relative

organisational performance, relative market peréoroe and innovation); and three
mediators to measure resources (human, social rggaahieational capital). Model 1

refers to Hypotheses 1 to 3 which proposed the aiedal effect of human, social,

and organisational capital on the relationship lkeetwHPWS and firm performance.

The second mediational model was to test the medalt effects of uses on

resources-firm performance link, labelled as Mazldlodel 2 tested the resources-
uses-performance approach. It consisted of thréependent variables to measure
resources (human capital, social capital, and asgéianal capital); four dependent

variables to measure firm performance (productjvitglative organisational
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performance, relative market performance and intowg and four mediators to
measure uses (communication, coordination, mongoand team utilisation).
Model 1 refers to Hypotheses 4 to 6 which propdbedmediational effect of uses

on the relationship between resources and firmopmadnce.

Table 5.8 Proposed Mediation Tests

Model 1 Model 2
Step 1 HC-> Firm Performance
Test for significant relationship: HPWS->Firm Performance SC-> Firm Performance
X->Y OC-> Firm Performance

HC-> Communication
HC-> Coordination
HC-> Monitoring
HC-> Team Utilisation

SC-> Communication
SC -> Coordination
SC -> Monitoring

SC -> Team Utilisation

Step 2 HPWS-> HC
Test for significant relationship: HPWS-> SC
X->M HPWS-> OC

OC-> Communication
OC -> Coordination
OC -> Monitoring

OC -> Team Utilisation

Communication -> Firm
Performance
Coordination-> Firm
Performance
Monitoring-> Firm
Performance

Team Utilisation-> Firm
Performance

Step 3 HC-> Firm Performance
Test for significant relationship: SC-> Firm Performance
M->Y OC-> Firm Performance

Step 4 The effect of X on Y should be “0” to indicate dl fonediation or
Test for relationship: XM->Y  weaker to indicate a partial mediation.

Note: X indicates independent variable; Y indicateependent variable; M indicates proposed
mediators; HC indicates human capital, SC indicatesal capital and OC indicates organisational
capital. Firm performance represents four measuresse are productivity, relative organisational
performance, relative market performance and intiora Using one phrase to indicate firm

performance is designed to avoid confusion and dexity.
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The tests for the two mediational models followkd tour conditions discussed in
Baron and Kenny (1986). The four conditions usedsteess mediation in Baron and
Kenny (1986) are as follows:

1) the independent variable should be directlyteelato the dependent
variable (X->Y);

2) the independent variable should be relateddartediator (X->M);

3) the mediator should be related to the dependerdble (M->Y);

4) the direct relationship between the independaniable and dependent
variable should become non significant (full meidiat or weaker (partial
mediation) when accounting for the effect of thedrator (XM->Y).

In addition, the Sobel test for testing the sigmfice of mediation (Preacher &
Hayes, 2004; Sobel, 1982) was conducted for eactiemd@able 5.8 shows the
relationships to be tested for Model 1 and Modeto2responding to Baron and

Kenny (1986)’s four conditions.

5.8.1 Results of Model 1: Practices-Resources-Perfo  rmance

Model 1 examined the mediational effects of resesiio the relationship between
HPWS and firm performance. The independent varialale HPWS. The mediators
were human capital, social capital and organisatioraepital. The dependent
variables included productivity, relative organisaal performance, relative market
performance and innovation which were used to nredsun performance.

Based on Baron and Kenny’s (1986) procedure, chingofor firm age and firm
size, firm performance was first regressed on HPWW& mediation variables, i.e.,

human capital, social capital and organisationgditah were then regressed on
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HPWS separately. Finally, firm performance was e@sged on HPWS with each
mediator separately. The Sobel tests were condfatezhch meditational model.
Tables 5.9 and 5.10 show the regression resultdtatel 1, which proposed the
mediational effects of resources (human capitatjabacapital and organisational
capital) on the relationship between HPWS and foenformance. The dependent
variables for measuring firm performance includeodoictivity, relative
organisational performance, relative market pertoroe and innovation. Therefore
there were four models labelled as Model 1.1 toift.Aable 5.10 representing
different dependent variables for firm performameeasures. Model 1.1 to 1.4 all
include four separate simple meditational modeldciwitould be tested using
regression analysis. For example, Model 1.1 induder simple mediation models
as 1) human capital as mediator between HPWS aydliptivity; 2) social capital
as mediator between HPWS and productivity; 3) asgdional capital as mediator
between HPWS and productivity; and 4) human capisalcial capital and
organisational capital together as mediators betwe®WS and productivity.
Therefore, there are 12 simple mediational models.

To streamline the presentation of the results amalvbid repetition in the reporting
of the results, one detailed example of the findifay the meditational model which
proposed the mediational effect of human capitall &inlm performance was
presented and then the results for the additiomaiational models were reported in
a short section. Table 5.11 presents a summargsofits for each step and Sobel

Test for Model 1.
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Table 5.9 Impact of HPWS on Resources

Variable Human capital Social Capital Organisational capital
Stepl Step2 Stepl Stepz Stepl Step2

Control
Firm age .000 .01¢ -.029 -.013 -.051 -.038
Firm size 376%** .291** .068 -.065 170 .067
Practices
HPWS 176 .276* 214+
R? 142 .165 .005 .064 .029 .064
Adjusted R 123 142 -.013 .038 .012 .039
AR? 024 .059 .035
FI AF 9.279*** 3.166 276 6.956* 1.668 4.175*
[df1, df2] [2, 112] [1, 111] [2,112] [1,111] [212] [1, 111]
N 115 115 115 115 115 115

Note: Standardized coefficients were reported wiss deletion method was employed to deal with
missing data in hierarchical multiple regressioalgsis which reduced sample size from 120 to 115.
** p< 001, **p<.01, *p<.05," p<.10. All tests were two-tailed.
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Table 5.10 Impact of HPWS and Resources on Firm PErmance

. Model 1.1 (productivity) Model 1.2 (relative orgaational performance)
variable Stepl Step2 Step3-1 Step3-2 Step3-3 Step3-4 Stepl tep2S  Step3-1 Step3-2 Step3-3 Step3-4

Control

Firm age -.083 -.084 -.084 -.085 -.088 -.088 .070 082. .075 .086 .094 .084
Firm size .225* .233* .226* .233* .240* 227* .184* .084 -.051 .104 .063 -.089
Practices

HPWS -.018 -.023 -.014 .002 -.005 .207* 125 121 139 .100
Resources

Human Capital .025 .047 AB4xrx 515%**
Social Capital -.015 .002 .310%** -.154
8;%?&3&“0”&' 090  -103 3177+ 250
R? .051 .052 .052 .052 .052 .061 .043 .076 .255 166 .170 312
Adjusted R .034 .025 .016 .016 .024 .007 .026 .051 .228 135 .140 273
AR? .000 .001 .000 .008 .009 .033 .180 .090 .094 6 .23
AF 2.930* .028 .056 .023 .860 .348 2.493 3.961* 26.522*** 11.857** 12.468*** 12.344***
[df1, df2] [2,108] [1,207] [1,106] [1,106] [n06] [3,104] [2,112] [1,111] [1,110] [1,110] 1,110] [3, 108]

N 111 111 111 111 111 111 115 115 115 115 115 115
Zsobel 2.923*  2.051* 2.114*
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Table 5.10 Impact of HPWS and Resources on Firm PErmance (Continued)

Model 1.3 (relative market performance)

Model 1.4 (innovation)

variable Stepl Step2 Step3-1 Step3-2 Step3-3 Step3-4 Stepl tep2S  Step3-1 Step3-2 Step3-3 Step3-4
Control
Firm age -.010 -.004 -.007 -.002 .004 .000 -.009 05.0 -.001 .011 .020 .011
Firm size .288** .236* 176 .244* .222* 137 .209** .093 -.063 124 .066 -.030
Practices
HPWS .109 .072 .075 .066 .058 .241* .156* .106 551 .085
Resources
Human Capital .207* .266 485%x* .398%+*
Social Capital 123 -.150 489%** .108
gg%z;r;ilsational .201* .204 400+ .248**
R? .082 .091 127 .106 129 .160 .043 .088 .284 312 .238 413
Adjusted R .066 .067 .095 .073 .098 113 .026 .063 .258 .287 .210 .380
AR? .082 .009 .036 .014 .038 .068 .045 .196 224 150 .325
AF 5.027* 1.113 4.487* 1.735 4.766** 2.932* 2530 5.443* 30.075** 35.767** 21.660*** 19.901***
[df1, df2] [2,112] [1,111] [1,110] [1,110] [R10] [3,108] [2,112] [1,111] [1,110] [1,110] 1,110] [3, 108]
N 115 115 115 115 115 115 115 115 115 115 115 115
Zsobel 2.128* 1.060  1.695 2.937%*  2.381*  2.306*

Note: Standardized coefficients were reported wisg deletion method was employed to deal with imisdata in hierarchical multiple regression anialys
which reduced sample size from 120 to sizes rangorg 111 to 115. **p< .001, ** p<.01, *p<.05," p<.10. All tests were two-tailed.
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Table 5.11 A Summary of Results for Each Step andoBel Test for Model 1

Hvpothesis X M v 1% condition 2" condition 3 condition 4" condition  Sobel Test
yp (X->Y) (X->M) (M->Y) (XM->Y) @
Productivity x V x - -
1. Human capital mediates .
the relationship between . Rorga v v v v 2.923
HPWS and firm HPWS Human Capital
Rmark x N N V& 2.218*
performance.
Innovation v N V Ve 2.937*
Productivity x V x - -
2. Social capital mediates N
the relationship between . . Rorga v v v v 2.051
) HPWS Social Capital
HPWS and firm
Rmark x N x - -
performance.
Innovation v V Vv V 3.106**
Productivity x V x - -
3. Organisational capital N
mediates the relationship Organisational Rorga v v v v 2114
between HPWS and firm HPWS capital
Rmark x v N NG 1.695
performance.
Innovation vV V V V 3.106**

Note:®indicates that the direct path between X and Y ieethsignificant. Rorga = relative organisationaifprmance; Rmark = relative market performance.
*** p< 001, **p<.01, *p<.05,' p<.10. All tests were two-tailed.
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5.8.1.1 Human Capital as a Mediator

Hypothesis 1 proposed the mediational effect of droapital on the relationship
between HPWS and firm performance. Following thecpdure by Baron and
Kenny (1986), the multiple hierarchical regresswas used. Controlling for firm
size and firm age, firm performance was firstlyresged on HPWS. Then human
capital was regressed on HPWS. Lastly, firm perforoe was regressed on both
HPWS and human capital.

Since firm performance was measured via four peré&mce indicators, four simple
mediational models were tested as: 1) the medaltieffect of human capital
between HPWS and productivity; 2) the mediationdieat of human capital
between HPWS and relative organisational performaBy the mediational effect
of human capital between HPWS and relative marlefopmance; and 4) the

mediational effect of human capital between HPW&ianovation.

Productivity as the Dependent Variable.

The first condition requires the significant reteiship between the predictor and the
dependent variable (X->Y), i.e. HPWS and produttivirhe beta coefficients for
HPWS on productivity was not significanf € -.018,p>.10) (see Step 2 in Model
1.1, Table 5.10). The first condition was not etk However, the first condition is
not required unless the expectation is for compietaliation (Kenny, Kashy, &
Bloger, 1998).

The second condition requires the significant refethip between predictor and

mediator (X->M), i.e. HPWS and human capital. Tke&alcoefficients for HPWS on
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human capital was significant and positiye< .176,p<.10) (see Step 2 in Table
5.9 for human capital), satisfying the second ctoali

The third condition requires the significant redaship between mediator and
dependent variable (M->Y), i.e. human capital ancbdpctivity. The beta
coefficients for human capital on productivity wast significant = .025,p>.10)
(see Step 3-1 in Model 1.1, Table 5.10). The tobwddition which is required was
not satisfied.

Therefore, the meditational effect of human capwtalHPWS and productivity is

not supported.

Relative Organisational Performance as the Depentigariable.

The first condition (X->Y): The beta coefficientsorf HPWS on relative
organisational performance was significant andtp@s{s = .207,p<.05) (see Step
2 in Model 1.2, Table 5.10). The first conditionsasatisfied.

The second condition (Y->M): The beta coefficiefds HPWS on human capital
was significant and positivg8(= .176,p<.10) (see Step 2 in Table 5.9 for human
capital), satisfying the second condition.

The third condition (M->Y): The beta coefficientsrfhuman capital on relative
organisational performance was significant and tp@si(8 = .464,p<.001) (see
Step 3-1 in Model 1.2, Table 5.10), satisfying tied condition.

The fourth condition requires the direct relatiapstetween the independent
variable and dependent variable should become igmifisant (full mediation) or
weaker (partial mediation) when accounting for #ffect of mediator (XM->Y).

The beta coefficients for HPWS on relative orgatsel performance became
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smaller and non significant when human capital watuded (fromf = .207,
p<.05, to 5 = .120,p>.10) (see Step 2 and Step 3-1 in Model 1.2, Takl®),
satisfying the fourth condition.

Finally, the Sobel test was conducted using Preaahé Hayes’ (2004) procedure
for simple mediation for the mediator- human cdpit&e results provided support
for human capital acting as the mediator betweeW/BRnd relative organisational
performance4sope= 2.923,p<.01).

Therefore, human capital mediates the relationgl@jween HPWS and relative

organisational performance.

Relative Market Performance as the Dependent Vateab

The first condition (X->Y): The beta coefficientsrfHPWS on relative market
performance was positive but not significgAt.109,p>.05) (see Step 2 in Model
1.3, Table 5.10). The first condition was not etk However, the first condition is
not required unless the expectation is for compietaliation (Kenny, Kashy, &
Bloger, 1998).

The second condition (Y->M): The beta coefficiefds HPWS on human capital
was significant and positivg8(= .176,p<.10) (see Step 2 in Table 5.9 for human
capital), satisfying the second condition.

The third condition (M->Y): The beta coefficientsrfhuman capital on relative
market performance was significant and positjfe=(.207,p<.05) (see Step 3-1 in
Model 1.3, Table 5.10), satisfying the third coratit

The fourth condition (XM->Y): The beta coefficierftr HPWS on relative market

performance became smaller when human capital nasded (fromg = .109,
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p>.10, to 5 = .072,p>.10) (see Step 2 and Step 3-1 in Model 1.3, Tahl®),
satisfying the fourth condition.

Finally, the Sobel test was conducted and supped feund for human capital
acting as the mediator between HPWS and relativikehgerformance Zsopel =
2.128,p<.05).

Therefore, human capital mediates the relationdtgpveen HPWS and firm

performance which was measured by relative marg¢bpnance.

Innovation as the Dependent Variable.

The first condition (X->Y): The beta coefficientsrf HPWS on innovation was
significant and positive = .241,p<.05) (see Step 2 in Model 1.4, Table 5.10). The
first condition was satisfied.

The second condition (Y->M): The beta coefficiefds HPWS on human capital
was significant and positiveG(= .176,p<.10) (see Step 2 in Table 5.9 for human
capital), satisfying the second condition.

The third condition (M->Y): The beta coefficientsr fhuman capital on innovation
was significant and positiveG(= .485,p<.001) (see Step 3-1 in Model 1.4, Table
5.10), satisfying the third condition.

The fourth (XM->Y): The beta coefficients for HPW@&h innovation became
smaller and non significant when human capital waduded (from G = .241,
p<.05, to £ = .156,p<.10) (see Step 2 and Step 3-1 in Model 1.4, Takl®),
satisfying the fourth condition.

The results of Sobel test provided support for humepital acting as the mediator

between HPWS and innovatiofgspe = 2.937 p<.01).
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Therefore, human capital mediates the relationsbtpreen HPWS and innovation.
5.8.1.2 Social Capital as a Mediator

To streamline the presentation of the results analvbid repetition in the reporting
of the results, this section and afterwards pravideshort summary report on the
mediation tests.

Hierarchical regression was used to test hypoth@&sisvhich proposed the
mediational effect of social capital in the relasbip between HPWS and firm
performance.

The results shown in Tables 5.9 (for social capitall0 and 5.11 suggested that
social capital mediated the relationship betweelM3Rand two dependent variables
by satisfying four conditions in Baron and Kenn9®&6). According to Sobel test of
significance of this mediation, social capital negdd the relationship between
HPWS and relative organisational performan@&.d = 2.051, p<.05) and
innovation Esepel = 2.381,p<.05). For models assessing productivity and redativ
market performance as firm performance indicatoree or more of the relevant
paths were non significant and thus failed to nleefcriteria for mediation.

5.8.1.3 Organisational Capital as a Mediator

Hypothesis 3 stated that organisational capital ldvamediate the relationship
between HPWS and firm performance.

The results shown in Tables 5.9, 5.10 and 5.11estgd that organisational capital
fully mediated the relationship between HPWS anal fiwn performance measures,
I.e., relative organisational performance and imtion by satisfying four conditions
in Baron and Kenny (1986). The results also sugge#tat organisational capital

partially mediated the relationship between HPW® @ative market performance
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although this relationship was non significagt £ .109, p>.10) (see Step 2 in
Model 1.3, Table 5.10) (Kenny, Kashy, & Bloger, 899The results of the Sobel
test provided support for the mediational effectonfanisational capital in the
relationship between HPWS and relative organisatiperformanceZsgpe = 2.114,
p<.05), relative market performanc@sfpei= 1.695,p<.10) and innovationZsepei=
2.306,p<.05). For the model assessing productivity, thevaht paths were non
significant and thus failed to meet the criteriarftediation.

5.8.1.4 Resources “Together” as Mediators

Due to the high correlations between human capitacial capital and
organisational capital shown in Table 5.7, multiplerarchical regression analyses
were also carried out in which all three resounsese entered into the equation
simultaneously in Step 3 in order to test the corathieffect of these interrelated
Human capital was found to significantly relate telative organisational
performance £ = .515,p<.001), relative market performan¢@=£ .266,p<.10), and
innovation Z = .398, p<.01). Organisational capital was found to signifitya
relate to relative organisational performange = .259, p<.01), relative market
performancef = .204,p<.10), and innovationq = .248,p<.01).

5.8.1.5 Summary

The purpose of this section was to test hypothdsés 3 which proposed the
mediational effects of human capital, social ca@ited organisational capital on the
HPWS - firm performance link.

Based on the above analysis, hypothesis 1 is stggpdry the finding on the

mediational effects of human capital on the refetop between HPWS and firm
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performance indicators, i.e. relative organisatioparformance, relative market
performance and innovation. Hypothesis 2 is suggotty the finding on the
meditation effects of social capital between HPW8 frm performance indicators,
l.e. relative organisational performance and intiova Hypothesis 3 is supported
by the finding on the meditation effects of orgatisnal capital between HPWS
and firm performance indicators, i.e. relative arigational performance, relative

market performance and innovation.

5.8.2 Results of Model 2: Resources-Uses-Performanc e

Model 2 set out to examine the mediational effemftsuses in the relationship
between resources and firm performance. In this alothere were three
independent variables, i.e. human capital, so@gital and organisational capital;
four dependent variables to measure firm performamne. productivity, relative
organisational performance, relative market pertoroe and innovation; and four
mediators to measure uses, i.e. communicationdgwiion, monitoring and team
utilisation.

Due to the complexity of Model 2, this section s the results in the order of the
independent variables examined. First, the resultthhe mediating effect of uses in
human capital and firm performance are reporte@nTthe results on the mediating
effect of uses in social capital and firm performeuare reported. Finally, the results
for the model on the mediating role of uses in tlaationship between

organisational capital and firm performance ar@real.
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5.8.2.1 Mediation of Uses in Human Capital and FirnPerformance

Hypothesis 4 proposed that uses mediate the nesdtip between human capital and
firm performance. The independent variable was humapital. The mediators
examined were uses, i.e. communication, coordinatimonitoring and team
utilisation. The dependent variables to measurne fierformance were productivity,
relative organisational performance, relative mangxerformance and innovation.
Based on Baron and Kenny’'s (1986) procedure, clinigofor firm age and firm
size, firm performance was first regressed on huwcepital. Each mediator was
then regressed on human capital separately. Fjrdatly performance was regressed
on human capital with each mediator separately. Sdizel tests were conducted for
each meditational model.

Tables 5.12 to 5.13 show the regression resultsh®meditational model which
proposed that the relationship between human dagie firm performance was
mediated by uses. The dependent variables for megsfirm performance were
productivity, relative organisational performancelative market performance, and
innovation. Therefore, there were four models ligoeds Model 2.1 to 2.4 in Table
5.12 representing different dependent variablesfifon performance measures.
Model 2.1 to Model 2.4 all included five separatae meditational models which
could be tested using regression analysis. For pbearModel 2.1 addressed five
simple mediation models as 1) communication as atedbetween human capital
and productivity; 2) coordination as mediator beswehuman capital and
productivity; 3) monitoring as mediator between faumncapital and productivity; 4)
team utilisation as mediator between human camtad productivity; and 5)

communication, coordination, monitoring and tearhsattion together as mediators
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between human capital and productivity. The testhef 16 simple mediational

models was carried out using hierarchical regressioalyses and following the

four-step procedure by Baron and Kenny (1986) asri®d in the previous section.

To streamline the presentation of the resultsgbidion presents the findings of the

mediational analyses in a short format.

Table 5.14 presents a summary of results for eégh and Sobel Test for the

meditational model in which uses act as mediatet&/&en human capital and firm

performance. This table illustrates why the modeied to be a mediational ones

via showing which conditions were not satisfied.

Table 5.12 Impact of Human Capital on Uses

Variable Communication Coordination Monitoring Team Utilisat
Stepl Step2 Stepl Stepz Stepl Step2 Stepl Step2

Control

Firm age -.028 -030 -.158 -.156 -.073 -.074 -139  -142

Firm size 134 -.018  .314* .186% .226* 101 .219*  .046

Resource

Human 404+ 341%% 3319 45grrx

Capital

R? .018 .158 .109 .208 .051 .145 .058 .239

é‘;j”Sted 000 135 093 87 034 122 041 219

AR? 140 .100 .094 .058 181
AF 1.006 18.496*** 6.819** 13.990*** 3.030 12.206*** 3.463" 26.429***
[df1, df2] [2,112] [1,111] [2,112 [1,111] [2,112] [1,111] [2,112 [1,111]

N 115 115 115 115 115 115 115 115

Note: Standardized coefficients were reported Wi deletion method was employed to deal with
missing data in hierarchical multiple regressioalgsis which reduced sample size from 120 to 115.
** p< 001, **p<.01, *p<.05," p<.10. All tests were two-tailed.
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Table 5.13 Impact of Human Capital and Uses on FirnfPerformance

Variable Model 2.1 (productivity) Model 2.2 (relative organisational performance)
Stepl Step2 Step3-1 Step3-2 Step3-3  Step3-4  Step3[epl Step2 Step3-1 Step3-2 Step3-3  Step3-4  Step3-

Control
Firm age -.083 -.083 -.082 -.102 -.083 -.087 -.105 .070 .067 .068 .097 .083 .079 .094
Firm size .225% 217 217 .241% 217 .218* 245+ 184 .002 .003 -.033 -.019 -.002 -.046
Resource
Human Capital .021 .001 .067 .021 .034 .042 BBAXAT2R* 419%*  415%*F 44T7FF Q270
Uses
Communication .049 .098 .029 -.077
Coordination -.130 -.170 .189* 152
Monitoring -.002 .042 .209% 222
Team Utilisation -.028 -.028 .080 -.082
§ .051 .052 .054 .065 .052 .052 .074 .043 .243 244 272 .281 .248 .299
Adjusted R .034 .025 .018 .030 .017 .017 .011 .026 .223 217 .245 .255 221 .253
AR? .000 .002 .013 .001 .001 .022 .210 .000 .028 7 .03 .005 .056
AF 2.930 .041 .230 1.507 .063 .063 .609 2.493 29.458** 104 4.275*  5.712* 712 2.213
[df1, df2] [2,108] [1,107] [1,106] [1,106] [106] [1,106] [4,103] |[2,112] [1,111] |[1,110] 1,)110] [1,110] [1,110] [4, 107]
N 111 111 111 111 111 111 111 115 115 115 115 115 115 115
Zsobel 403 1.884  2.079* 1.013

125



Table 5.13 Impact of Human Capital and Uses on FirnfPerformance (Continued)

Variable Model 2.3 (relative market performance) Model 2.4 (innovation)

Stepl Step2 Step3-1 Step3-2 Step3-3  Step3-4  StepStépl Step2 Step3-1  Step3-2  Step3-3  Step3-4  Step3-
Control
Firm age -.010 -.011 -.005 .037 .010 .035 .049 9.00 -.012 .010 .060 .017 .055 .050
Firm size .288** .206* .210% 149 177 .191** 1541 .209* .018 .031 -.068 -.022 -.004 -.015
Resource
Human Capital .218** 137 114 122 .069 .035 080  .219%*  353**  380** .203*** .156*
Uses
Communication .201* .013 718 BLT7Hr*
Coordination .305** 174 ABTrr .213*
Monitoring .290%* 125 .39 x** .016
Team Utilisation 324+ 163 AT70xr* .084
§ .082 123 157 197 195 .203 239  .043 .266 .700 .431 .396 434 742
Adjusted R .066 .099 126 .168 .166 174 189  .026 .246 .689 .411 374 413 725
AR? .082 .041 .034 .074 .072 .080 116 222 453 .166 .130 .168 A76
AF 5.027**  5.163*  4.422* 10.092** 9.823* 11.021** .880** 2530 33.609***159.434= 32.03%= 23.733~ 32.606* 49.253+
[df1, df2] [2,112] [1,111] [1,110] [1,110] [m10] [1,110] [4,107] [2,112] [1,111] [1,110] [1,110] [1,110] [1,110] [4, 1Ip
N 115 115 115 115 115 115 115 115 115 115 115 115 115 115
Zsobel 1.839 2.825** 2.599*  2.928* 4.176** 3.578** 3.199* 4.035***

Note: Standardized coefficients were reportedwist deletion method was employed to deal with imisdata in hierarchical multiple regression anialyghich
reduced sample size from 120 to sizes ranging frdinto 115. ***p< .001, ** p<.01, *p<.05," p<.10. All tests were two-tailed.
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Table 5.14 A Summary of Results for Each Step andoBel Test for Mediation Model of Uses as Mediatorbetween Human Capital and Firm Performance

Hvoothesis X M v 1 condition 2™ condition 3™ condition 4™ condition  Sobel Test
yp (X->Y) (X->M) (M->Y) (XM->Y) @)
Productivity x N, x - -
Rorga v J x - -
Communication
Rmark V Vv V V 1.839
Innovation N N J NG 4.176%+*
Productivity x N, x - -
o Rorga N V V V3 1.884
Coordination
Rmark v V V V 2.825%*
4. Uses mediate the relationship Innovation J J J N 3 57g**
; . “Human
between human capital and firm Canital
performance. P Productivity x V x - -
Rorga N V N VR 2.079*
Monitoring
Rmark V V V Vv 2.599**
Innovation N V V V2 3.199*
Productivity x N, x - -
Rorga N, N x - -
Team Utilisation
Rmark V V V V 2.928**
Innovation N Y J NG 4.035%+*

Note:?indicates that the direct path between X and Y ieethsignificant. Rorga = relative organisationatfprmance; Rmark = relative market performance.
*** p< 001, **p<.01, *p<.05," p<.10. All tests were two-tailed.
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5.8.2.1.1 Communication as a Mediator

The results shown in Tables 5.12 (for communicafibrl3 and 5.14 suggested that
communication fully mediated the relationship betwdwuman capital and relative
market performance by satisfying Baron and Kenr§86)'s four conditions. The
results also suggested that communication medihgecklationship between human
capital and innovation, although the direct pathiween human capital and
innovation remained significant. The strength o thirect path is not surprising
given the findings by Subramaniam and Yount (2008)the direct relationship
between human capital and innovation. AccordintheoSobel test of significance,
communication mediated the relationship between drumapital and relative
market performanceZ§ope= 1.839,p<.10) and innovationZsepe = 4.176,p<.001).
For models assessing the other two firm performaneasures as productivity and
relative organisational performance, one or morehef relevant paths were non
significant and thus failed to meet the criteriarftediation.

5.8.2.1.2 Coordination as a Mediator

The results shown in Tables 5.12 (for coordinatidn)3 and 5.14 suggested that
coordination fully mediated the relationship betwdsuman capital and relative
market performance by satisfying the four condgi@et out by Baron and Kenny
(1986). The results also suggested that coordmatnediated the relationship
between human capital and two firm performance oreas- relative organisational
performance and innovation, although the direchgdtetween human capital and
the two firm performance measures remained sigmficAccording to the Sobel
test, coordination mediated the relationship betwbaman capital and relative

organisational performanc&dynel = 1.884,p<.10), relative market performance
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(Zsober= 2.825,p<.10) and innovationZsepe = 3.578,p<.001). For model assessing
productivity, the first and third paths were nogrsficant and thus failed to meet the
criteria for mediation.

5.8.2.1.3 Monitoring as a Mediator

The results shown in Tables 5.12 (for monitoring)l3 and 5.14 suggested that
monitoring fully mediated the relationship betwekuaman capital and relative
market performance by satisfying the four condsiarentified by Baron and Kenny
(1986). The results also suggested that monitonmgdiated the relationship
between human capital and the two firm performamvegiables - relative
organisational performance and innovation, althatnghdirect path between human
capital and these two firm performance measuresaireed significant. The
literature provides support for the strong diretationship between human capital
and firm performance (Hitt et al., 2001; Subramani& Yount, 2005). According
to the Sobel test, monitoring mediated the relatgn between human capital and
relative organisational performanc&sfper = 2.079, p<.05), relative market
performance Zsobel = 2.599,p<.01) and innovationZspe = 3.199,p<.01). For
model assessing productivity, the first and thiathg were non significant and thus
failed to meet the criteria for mediation.

5.8.2.1.4 Team Utilisation as a Mediator

The results shown in Tables 5.12 (for team utilisgf 5.13 and 5.14 suggested that
team utilisation fully mediated the relationshipgvbeen human capital and relative
market performance by satisfying the four condgioaquired in Baron and Kenny
(1986). The results also suggested that team aitdis mediated the relationship

between human capital and innovation, althoughdinect path between human
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capital and innovation remained significant. Thasult is acceptable considering the
literature which provides support for the strongedi relationship between human
capital and innovation (Subramaniam & Yount, 200&)cording to the Sobel test
of significance, team utilisation mediated the tielasship between human capital
and relative market performancBsfpe = 2.928,p<.01), and innovationZgepel =
4.035,p<.001). The models assessing the other two firmop@dnce measures -
productivity and relative organisational performaneere not supported due to the
non significance of one or more relevant paths ilws failed to meet the criteria
for mediation.

5.8.2.1.5 Uses “Together” as Mediators

Due to the fact that communication, coordinatiomnitoring and team utilisation
are related to each other as found in the corogiagiatistics in Table 5.7, the human
capital and uses including communication, coordbmat monitoring and team
utilisation were entered together in the third stEpe results were shown in the Step
3-5 shown in Table 5.12. Communication was sigaiftty related to innovations(
=.617,p<.01). Monitoring was significantly related to inragion (8= .213,p<.01).
Monitoring was significantly related to relativeganisational performances (=
.222,p<.10).

5.8.2.1.6 Summary

This section provided the results of testing hypsith 4 which proposed the
meditation effects of uses on the relationship kbetwhuman capital and firm
performance.

The results of the analyses support Hypothesesshéwing the mediating effect of

1) communication on the relationship between humegital and relative market
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performance and innovation; 2) coordination on tékationship between human
capital and relative organisational performancégtiree market performance and
innovation; 3) monitoring on the relationship be&nwehuman capital and relative
organisational performance, relative market perforoe and innovation; and 4)
team utilisation on the relationship between humeapital and relative
organisational performance, relative market pertorae and innovation.

5.8.2.2 Mediation of Uses in Social Capital and FHin Performance

Hypothesis 5 proposed that uses would mediate d¢laionship between social
capital and firm performance. The independent Wégiavas social capital. The
mediators were uses which were measured by comationg coordination,
monitoring and team utilisation. The dependent aldes to measure firm
performance were productivity, relative organisagioperformance, relative market
performance and innovation.

Based on Baron and Kenny’'s (1986) procedure, clinigofor firm age and firm
size, firm performance was first regressed on $aeajpital. Each mediator was then
regressed on social capital separately. Finaliyp fperformance was regressed on
social capital with each mediator separately. Theeb tests were conducted for
each meditational model.

Tables 5.15 to 5.16 show the regression resultsh®meditational model which
proposed that the relationship between social ahpid firm performance was
mediated by uses. Model 2.5 to 2.8 in Table 5.18esented different dependent
variables to measure firm performance, i.e. praditgt relative organisational
performance, relative market performance and iniovaModel 2.5 to Model 2.8

all included five separate simple meditational mMedehich could be tested using
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regression analysis directly. For example, Modéli@cluded five simple mediation

models as 1) communication as a mediator betweealsmpital and productivity;

2) coordination as a mediator between social clagitd productivity; 3) monitoring

as a mediator between social capital and prodintivi) team utilisation as a

mediator

between social

capital

and productivityyd a5) communication,

coordination, monitoring and team utilisation tdgatas mediators between social

capital and productivity. The test of these simplediational models was carried

out using hierarchical regression analyses andviatlg the four-step procedure by

Baron and Kenny (1986) as described in the prevsmgion. To streamline the

presentation of the results this section presemsfindings of the mediational

analyses in a short format. Table 5.16 presentsvargry of results for each step

and Sobel Test for the meditational model in whigles act mediators between

social capital and firm performance.

Table 5.15 Impact of Social Capital on Uses

] Communication Coordination Monitoring Team Utiliseat

Variable Stepl Step2 Stepl Step2 Stepl Step2 Stepl Step2
Control
Firm age -.028 -017 -.156 -.147 -.073 -.061 -.139 -.127
Firm size 134 107 .314%x 291 % .226* .198* 21 .190*
Resource
Social Capital .395%** .338*** A409*** A33***
R? .018 173 .109 222 .051 218 .058 .245
Adjusted R .000 .150 .093 .201 .034 197 .041 .224
AR? 155 114 167 187
AF 1.006 20.818** 6.819** 16.233***  3.030 23.642***  3.463* 27.433***
[df1, df2] [2,112] [1,111] [2,112] [1,111] [212] [1,111] [2,112] [1,111]
N 115 115 115 115 115 115 115 115

Note: Standardized coefficients were reported wiss deletion method was employed to deal with
missing data in hierarchical multiple regressioalgsis which reduced sample size from 120 to 115.
*** p< 001, **p<.01, *p<.05," p<.10. All tests were two-tailed.
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Table 5.16 Impact of Social Capital and Uses on it Performance

Variable Model 2.5 (productivity) Model 2.6 (relative organisational performance)

Stepl Step2 Step3-1 Step3-2  Step3-3  Step3-4  Step3F{epl Step2 Step3-1 Step3-2  Step3-3  Step3-4  Gtep3-
Control
Firm age -.083 -.084 -.082 -.100 -.083 -.085 -102 .070 .079 .081 113 .093 .097 114
Firm size .225* .226* .218* .261* .223% 227* .255* .184* 161 153 .094 116 134 .081
Resource
Social Capital -.018 -.045 .022 -.024 -.016 -.017 .336***  307*  .258* .242%  275% .224*
Uses
Communication .068 .106 .073 -.045
Coordination -.116 -.163 .229* 176
Monitoring .015 .043 229* .184
Team Utilisation -.005 -.010 141 -.012
R? .051 .052 .056 .062 .052 .052 .073 .043 .155 159 .196 .196 170 .215
Adjusted R .034 .025 .020 .027 .016 .016 .010 .026 132 129 .166 167 .140 164
AR? .000 .004 .010 .000 .000 021 112 .004 .041 1.04 .015 .060
AF 2.930 .036 422 11.180 .019 .002 585 2.493 14.742** 577  5.588* 5.624* 2.002 2.058
[df1, df2] [2,108] [1,107] [1,106] [1,106] [106] [1,106] [4,103] [2,112] [1,111] [1,110] 1,110] [1,110] [1,110] [4, 107]
N 111 111 111 111 111 111 111 115 115 115 115 115 115 115
Zsobel 977 2.279* 2.378* 1.754
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Table 5.16 Impact of Social Capital and Uses on Fir Performance (Continued)

Variable Model 2.7 (relative market performance) Model 2.8 (innovation)

Stepl Step2 Step3-1 Step3-2  Step3-3  Step3-4  Step3F{epl Step2 Step3-1 Step3-2 Step3-3  Step3-4  SGtep3-
Control
Firm age -.010 -.006 -.002 .043 .014 .040 .054 9.00 .005 .017 .069 .026 .062 .054
Firm size .288**  279% 254 .182* .215* .210* 38* 209 .174% .099* .047 .106 .089 .038
Resource
Social Capital 139 .048 .026 .006 -.018 -.076 12¥%F%  234%*  364%*  Z70**  318** 177
Uses
Communication .230* .036 701xx* .613%x*
Coordination 333 .186 A36%** I b
Monitoring .324** .138 .345%x* -.014
Team Utilisation 36 1xr* .188 A4THR* B
R? .082 .102 .145 .188 .184 .200 243 .043 301 711 451 .397 455 .748
Adjusted R .066 .077 114 .158 .154 171 .193 .026 .285 .701 431 375 435 732
AR? .019 .044 .086 .082 .098 141 .260 407 148  3.09 .151 445
AF 5.027% 2366 5.619% 11.646v* 11.053* 13.532%+ 4984 2530+ <1°00% 155132 29.621% 17.007* 30.115%  47.306*
[df1, df2] [2,112] [1,111] [1,120] [1,110] [®10] [1,110] [4,107] [2,112] [1,111] [1,110] 1,110] [1,110] [1,110] [4, 107]
N 115 115 115 115 115 115 115 115 115 115 115 115 115 115
Zsopel 2.242* 2.898* 3.057* 3.304*** 4.217%* 3.3 3.426%** 3.949**

Note: Standardized coefficients were reportedwist deletion method was employed to deal with imisdata in hierarchical multiple regression anialyghich
reduced sample size from 120 to sizes ranging frdinto 115. ***p< .001, ** p<.01, *p<.05," p<.10. All tests were two-tailed.
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Table 5.17 A Summary of Results for Each Step andoBel Test for Mediation Model of Uses as Mediatorbetween Social Capital and Firm Performance

1 condition 2" condition 37 condition 4" condition  Sobel Test

riypothesis X v Y B>Y) M) (MeY)  XMeY) ()
Productivity x N, x - -
Rorga v J x - -
Communication
Rmark x v v N 2.242*
Innovation N N J NG 4.217%+*
Productivity x N, x - -
Rorga N V V V2 2.279*
Coordination
Rmark x N N VP 2.898**
5. Uses mediate the relationshipSOCiaI Innovation J J J N 3 319%**
between social capital and firm Canital
performance. P Productivity x V x - -
Rorga N V N VR 2.378*
Monitoring
Rmark x v v N 3.057*
Innovation Vv N v V2 3.426***
Productivity x N, x - -
Rorga N Vv x -- 1.754
Team Utilisation
Rmark x N N VP 3.304%+
Innovation N Y J NG 3.94Q%*

Note:%indicates that the direct path between X and Y ieewbsignificant”indicates that the direct path between X and Y massignificant. Rorga = relative
organisational performance; Rmark = relative mapezformance. **p< .001, ** p<.01, *p<.05, p<.10. All tests were two-tailed.
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5.8.2.2.1 Communication as a Mediator

The results shown in Tables 5.15 (for communicafibrl6 and 5.17 suggested that
communication mediated the relationship betweenataapital and innovation,
although the direct path between social capitaliandvation remained significant.
The results also suggested that communication reebie relationship between
social capital and relative market performance giathe direct relationship was not
significant. According to the Sobel test, communhara mediated the relationship
between social capital and relative market perfowealsone = 2.242,p<.05) and
innovation Zsepel = 4.217,p<.001). For models assessing the firm performance
indicators of productivity and relative organisat performance, one or more of
the relevant paths were non significant and thuledato meet the criteria for
mediation.

5.8.2.2.2 Coordination as a Mediator

The results shown in Tables 5.15 (for coordinatidn)6 and 5.17 suggested that
coordination mediated the relationship between adodapital and relative
organisational performance and innovation with tBmaining significant direct
paths. The results also suggested that coordinahediated the relationship
between social capital and relative market perfoxeeawith non significant direct
path between social capital and relative markefop@ance. According to the Sobel
test, coordination mediated the relationship betwsecial capital and relative
organisational performanc&dynel = 2.279,p<.05), relative market performance
(Zsobel = 2.898, p<.01) and innovation Zsgpel = 3.319, p<.001). For models
assessing productivity, the first and third comshs were not satisfied and thus

failed to meet the criteria for mediation.
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5.8.2.2.3 Monitoring as a Mediator

The results shown in Tables 5.15 (for monitoring)l6 and 5.17 suggested that
monitoring mediated the relationship between soatapital and relative
organisational performance and innovation with tBmaining significant direct
paths between social capital and these two firniopaance measures. The results
also suggested that monitoring mediated the relship between social capital and
relative market performance with a non significdinéct path between social capital
and relative market performance. According to thbeb test of significance of this
mediation, monitoring mediated the relationshipa@sn social capital and relative
organisational performanc&d,,e = 2.378,p<.05), relative market performance
(Zsober= 3.057,p<.01) and innovationZsepe = 3.426,0<.001). The model assessing
productivity failed to meet the criteria for mediat because the first and the third
condition were not satisfied.

5.8.2.2.4 Team Utilisation as a Mediator

The results shown in Tables 5.15 (for team utilisgf 5.16 and 5.17 suggested that
team utilisation mediated the relationship betwsearial capital and innovation with
the remaining significant path from social capitalinnovation. The results also
suggested that team utilisation mediated the ozlahip between social capital and
relative market performance, although the diredh geetween social capital and
relative market performance was not significantcéding to the Sobel test of
significance, team utilisation mediated the reladinp between social capital and
relative market performanc@dyne= 3.304,p<.001), and innovationZggpe = 3.949,

p<.001). The model assessing firm performance indisabf productivity and
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relative organisational performance were not sugpodue to the non significance
of one or more relevant paths which thus faileth&et the criteria for mediation.
5.8.2.2.5 Uses “Together” as Mediators

Due to the fact that communication, coordinatiomnitoring and team utilisation
are related to each other as indicated by thearicdrrelations (see Table 5.7), the
social capital and uses including communicatiomrdmation, monitoring and team
utilisation were entered together in the third sfEpe results were shown in Step 3-
5 shown in Table 5.14. Communication was signifiarelated to innovationf =
.613, p<.001). Coordination was significantly related tolatewe market
performance 8 = .186,p<.10) and innovation4=.211,p<.001).

5.8.2.2.6 Summary

This section presents the results for hypothesighieh proposed the meditation
effects of uses on the relationship between scgaiaital and firm performance.
Viewed together, hypothesis 5 is supported by figdhe mediational effects of 1)
communication on the relationship between socigliteh and relative market
performance and innovation; 2) coordination on tékationship between social
capital and relative organisational performancégtiree market performance and
innovation; 3) monitoring on the relationship betwesocial capital and relative
organisational performance, relative market pertoroe and innovation; and 4)
team utilisation on the relationship between soagiital and relative organisational
performance, relative market performance and intiava

5.8.2.3 Mediation of Uses in Organisational Capitand Firm Performance
Hypothesis 6 proposed that uses would mediate #latianship between

organisational capital and firm performance. Thelependent variable was
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organisational capital. The mediators were useschvhivere measured via
communication, coordination, monitoring and teanilisation. The dependent
variables to measure firm performance were prodigtirelative organisational
performance, relative market performance and intiava

Based on Baron and Kenny’'s (1986) procedure, clinigofor firm age and firm
size, firm performance was first regressed on asgdional capital. Each mediator
was then regressed on organisational capital. Igindkrm performance was
regressed on organisational capital with each n@dseparately. The Sobel tests
were conducted for each meditational model.

Tables 5.18 to 5.19 show the regression resultsh®meditational model which
proposed that the relationship between organisalticepital and firm performance
was mediated by uses. Model 2.9 to 2.12 in Taklé Bepresented four different
dependent variables to measure firm performance preductivity, relative
organisational performance, relative market pertoroe and innovation. Model 2.9
to Model 2.12 all included five separate simple itsbnal models which could be
tested using regression analysis directly. For g@@mModel 2.9 included five
simple mediation models as 1) communication as atedbetween organisational
capital and productivity; 2) coordination as medidietween organisational capital
and productivity; 3) monitoring as mediator betwemganisational capital and
productivity; 4) team utilisation as mediator beem organisational capital and
productivity; and 5) communication, coordinationpmitoring and team utilisation
together as mediators between organisational ¢agmté productivity. The test of
the 16 simple mediational models was carried oungudierarchical regression

analyses and following the four-step procedure layoB and Kenny (1986) as
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described in the previous section. To streamlimeptesentation of the results this

section presents the findings of the mediationalyaes in a short format.

Table 5.20 presents a summary of results for etagh and the Sobel Test for the

meditational model in which uses act as mediatets/éen social capital and firm

performance.

Table 5.18 Impact of Organisational Capital on Uses

Communication Coordination Monitoring Team Utilisat
Variable

Stepl Step2 Stepl Step2 Stepl Step2 Stepl Step2
Control
Firm age -.028 -.007 -.156 -.137 -.073 -.043 -.139 -.117
Firm size 134 .063 .314%* .250* .226* 127 219* 143
Resource
g;%?tgilsational A20%** Y ik .582%** A46***
R? .018 .189 .109 246 .051 .380 .058 .252
Adjusted R .000 167 .093 .226 .034 .364 .041 .231
AR? 171 .138 .329 .193

AF 1.006 23.428***  6.819** 20.290***  3.030 58.935***  3.463* 28.683***

[df1, df2] [2,112] [1,111] [2,112] [1,111] ([&12] [1,111] [2,112] [1,111]
N 115 115 115 115 115 115 115 115

Note: Standardized coefficients were reported Wi deletion method was employed to deal with
missing data in hierarchical multiple regressioalgsis which reduced sample size from 120 to 115.
*** p< 001, **p<.01, *p<.05," p<.10. All tests were two-tailed.
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Table 5.19 Impact of Organisational Capital and Use on Firm Performance

Variable Model 2.9 (productivity) Model 2.10 (relative organisational performance)

Stepl Step2 Step3-1 Step3-2  Step3-3  Step3-4  Step3F{epl Step2 Step3-1 Step3-2  Step3-3  Step3-4  Gtep3-
Control
Firm age -.083 -.088 -.086 -.099 -.084 -.084 -.101 .070 .087 .087 117 .096 .103 120
Firm size .225*% .241* .232* .262* .229* .235*% 257 184 126 122 .071 101 .106 .063
Resource
8;%%53“0”3' 090  -135  -059  -141  -108  -.141 3419 313* 257  225%  279% 200
Uses
Communication 106 122 .066 -.035
Coordination -.084 -.152 221* .182
Monitoring .088 .10z 199 132
Team Utilisation .038 -.004 139 .021
R? .051 .059 .068 .065 .064 .060 .085 .043 155 159 .192 .180 170 .202
Adjusted R .034 .033 .033 .029 .029 .025 .023 .026 133 .128 .163 .150 .140 .150
AR? .008 .009 .005 .005 .001 .025 113 .004 .037 5.02 .041 .047
AF 2.930 .897 1.026 .598 541 123 714 2.493 14.813* 461 5.016* 3.299 1911 1.576
[df1, df2] [2,108] [1,107] [1,106] [1,106] [106] [1,106] [4,103] [2,112] [1,111] [1,110] 1,110] [1,110] [1,110] [4, 107]
N 111 111 111 111 111 111 111 115 115 115 115 115 115 115
Zsobel 2.247*  2.052*
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Table 5.19 Impact of Organisational Capital and Use on Firm Performance (Continued)

Variable Model 2.11 (relative market performance) Model 2.12 (innovation)

Stepl Step2 Step3-1  Step3-2  Step3-3  Step3-4  Step3Kepl Step?2 Step3-1  Step3-2  Step3-3  Step3-4  Step3-
Control
Firm age -.010 .001 .002 .042 .014 .038 .052 -.009 .012 .018 .077 .029 .070 .060
Firm size .288** .252** .240** A77 .213* .206** .164 .209* .136 .090 .019 .088 .065 .025
Resource
8;%?{;3""“0”&' 212 130 098 033 069  -023 427 117 249%  204% 204 027
Uses
Communication .195* .027 T49%r* .638***
Coordination .302** .18C AT .228***
Monitoring .307** .135 .383*** .004
Team Utilisation 321** 174 A499*** .097
R? .082 126 157 .195 .184 .203 .239 .043 .220 .675 .387 311 406 726
Adjusted R .066 .102 126 .166 .155 174 .189 .026 .199 .663 .365 .286 .385 .708
AR? .044 .031 .069 .058 .077 1313 A77 .455 167 1.09 .186 .506
AF 5.027%  5540% 4.023* 9407 7.854 10.676% 960* 2530 2519w« 040867 30.013™ 14.480™ 34.460" 49.369™
[df1, df2] [2,112] [1,111] [1,110] [1,110] [m10] [1,110] [4,107] [2,112] [1,111] [1,110] 1,0110] [1,110] [1,110] [4, 107]
N 115 115 115 115 115 115 115 115 115 115 115 115 115 115
Zsopel 1.960* 2.976** 3.038** 3.092** 4.718** 3.72F* 3.826** 4,152

Note: Standardized coefficients were reportedwist deletion method was employed to deal with imisdata in hierarchical multiple regression anialyghich
reduced sample size from 120 to sizes ranging frdinto 115. ***p< .001, ** p<.01, *p<.05," p<.10. All tests were two-tailed.
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Table 5.20 A Summary of Results of Each Step and Bel Test for Mediation Model of Uses as Mediatorsdtween Organisational Capital and Firm
Performance

1 condition 2™ condition 37 condition 4" condition Sobel Test

riypothests X M Y X>Y) M) (M) XMsY) (@)
Productivity x J x - -
Rorga v v x -- -
Communication
Rmark N, N N N 1.960*
Innovation N v J NG 4.718%+*
Productivity X N x - -
Rorga N N N e 2.247*
Coordination
Rmark V N N V 2.976**
6. Uses mediate the . ek
relationship between Organisational Innovation v N N Ve 3.727
organisational capital and Capital Productivity N J y - -
firm performance.
Rorga N N N VR 2.052*
Monitoring
Rmark N N N N 3.038*
Innovation V vV v V2 3.826***
Productivity X N x - -
Rorga N, N, x - -
Team Utilisation
Rmark N, N N N 3.092**
Innovation V v J NG 4.152%+*

Note:?indicates that the direct path between X and Y ieathsignificant. Rorga = relative organisationatfprmance; Rmark = relative market performancé. **
p< .001, ** p<.01, *p<.05," p<.10. All tests were two-tailed.
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5.8.2.3.1 Communication as a Mediator

The results shown in Tables 5.18 (for communicatibrl9 and 5.20 suggested that
communication fully mediated the relationship bedweorganisational capital and
relative market performance. The results also sstgde that communication
mediated the relationship between organisationpitadaand innovation, although
the direct path between organisational capital iandvation remained significant.
According to the Sobel test of significance of thmsediation, communication
mediated the relationship between organisationgitala and relative market
performance Zsopel = 1.960,p=.05) and innovationZsepe = 4.718,p<.001). For
models assessing the other two firm performancesurea as productivity and
relative organisational performance, one or morehef relevant paths were non
significant and thus failed to meet the criteriarftediation.

5.8.2.3.2 Coordination as a Mediator

The results shown in Tables 5.18 (for coordinatid)9 and 5.20 suggested that
coordination fully mediated the relationship betwearganisational capital and
relative market performance. The results also sstggethat coordination mediated
the relationship between organisational capital &mel two firm performance
measures - relative organisational performanceiamolvation, although the direct
paths remained significant. According to the Sdbst, coordination mediated the
relationship between organisational capital andtinet organisational performance
(Zsobel = 2.247,p<.05), relative market performanc&sfpe = 2.976,p<.01) and
innovation Zsenei= 3.727,p<.001). For models assessing productivity, the &red
the third conditions were not satisfied and thugedato meet the criteria for

mediation.
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5.8.2.3.3 Monitoring as a Mediator

The results shown in Tables 5.18 (for monitoring)l9 and 5.20 suggested that
monitoring fully mediated the relationship betweerganisational capital and
relative market performance. The results also sstggethat monitoring mediated
the relationship between organisational capital v firm performance measures
as relative organisational performance and innowatalthough the direct paths
remained significant. According to the Sobel testonitoring mediated the
relationship between organisational capital andtinet organisational performance
(Zsobel = 2.052,p<.05), relative market performancésfne = 3.038,p<.01) and
innovation Zsenei= 3.826,p<.001). For models assessing productivity, the &red
the third conditions were not satisfied and thugedato meet the criteria for
mediation.

5.8.2.3.4 Team Utilisation as a Mediator

The results shown in Tables 5.18 (for team utiliggt 5.19 and 5.20 suggested that
team utilisation fully mediated the relationshipvieeen organisational capital and
relative market performance. The results also sstggethat monitoring mediated
the relationship between organisational capital mmdvation, although the direct
path between organisational capital and innovatesnained significant. According
to Sobel test of significance of this mediationante utilisation mediated the
relationship between organisational capital andtined market performanc@dype=
3.092,p<.01), and innovationZgsepel = 4.152,p<.001). The model assessing the
other two firm performance measures - productiatyd relative organisational
performance - were not supported due to the nonifgignce of one or more

relevant paths which thus failed to meet the aatear mediation.
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5.8.2.3.5 Uses “Together” as Mediators

Due to the fact that communication, coordinatiomnitoring and team utilisation
are related to each other as found in correlatitatistics in Table 5.7, the
organisational capital and uses including commuimoacoordination, monitoring
and team utilisation were entered together in el tstep. The results were shown
in the Step3-5 shown in Table 5.16. Communicatia@s wignificantly related to
innovation B = .638,p<.001). Coordination was significantly related toowation
(8=.228,p<.001).

5.8.2.3.6 Summary

This section provides the results of mediation teshypothesis 6 which proposed
the meditation effects of uses on the relationslefpveen organisational capital and
firm performance.

Viewed together, hypothesis 6 is supported by figdhe mediational effects of 1)
communication on the relationship between orgaioisatl capital and relative
market performance and innovation; 2) coordinattonthe relationship between
organisational capital and relative organisatiopatformance, relative market
performance and innovation; 3) monitoring on thelatrenship between
organisational capital and relative organisatiopafformance, relative market
performance and innovation; and 4) team utilisatbtonthe relationship between
organisational capital and relative organisatiopafformance, relative market

performance and innovation.
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5.9 Summary

The main objective of this chapter was to presemt the hypotheses were tested by
processing and analysing the raw data step by Btegt, the results from ANOVA
show that the sample for this study was represeatalhe RyS, ICC(1)s and
ICC(2)s calculated from the pairs data provideddence for data aggregation. In
addition, the public firm size information and fimevenue information was adopted
and the results of Harman one-factor test helpedil® out the common method
bias. After aggregation, the correlations preserdgadoverview of relationships
between variables. Due to the complexity of the eh@hd the sample size (120),
the proposed research model in this study wasdestéwo separate mediational
models. The first model tested the mediational ot$feof resources on the
relationship between HPWS and firm performance. $&eond model tested the
mediational effects of uses on the relationshipwbeh resources and firm
performance. The hierarchical multiple regressioalysis was employed and the
results provided sufficient support for the hypste proposed in Chapter 3. The

findings will be discussed in the next chapter
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CHAPTER SIX
DISCUSSION

6.1 Introduction

The main objective of this study was to examine hBIWWWS affects firm
performance by identifying and testing the influenaf a series of intervening
variables between HPWS and firm performance. Basedn analysis of existing
literature and considering the unique charactesswf PSFs (e.g. knowledge
intensity, professionalised workforce), three paisv through which HPWS
influences firm performance were identified as veses These are human capital,
social capital and organisational capital. In addit this study also identified the
uses of the resources as intervening variables dagtwresources and firm
performance. Based on this work, the thesis presannovel and systematic
practices-resources-uses-performance approachptaiexhe indirect performance
effect of HPWS on firm performance.

The complete model proposed in this study was destéwo separate mediational
models. This was due to its complexity and thetkohisample size. The first model
tested the practices-resources-performance lirk, the mediational effect of
resources in the relationship between HPWS and fierformance. The second
model tested the resources-uses-performance liekthe mediational effects of

uses between resources and firm performance.
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Table 6.1 provides a summary of the hypothesegla@mpirical results found in

this study.

Table 6.1 Summary of Hypotheses and Empirical Restsl

Support
Hypotheses
Productivity Rorga Rmark  Innovation
Human capital mediates the relationship " N N N
between HPWS and firm performance.
2 Social capital mediates the relationship " N N N
between HPWS and firm performance.
Organisational capital mediates the
3 relationship between HPWS and firm x \ \ \
performance.
Communication X X v v
Coordination X v v v
4 Uses mediate the relationship between
human capital and firm performance.  yonitoring < N N N
Team x X \ \
Utilisation
Communication X X v v
Coordination X v \ \
5 Uses mediate the relationship between
social capital and firm performance.  wonitoring % N N N
Team
Utilisation X X N \
Communication X X v v
Uses mediate the relationship betweenCoordination x v v v
6 organisational capital and firm
performance. Monitoring x \ \ \
Team
Utilisation x X v v

Note: Rorga = relative organisational performarimark = relative market performance.
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For Model 1, mediational effects of human capialkial capital and organisational
capital were found in the relationship between HP8%8 three firm performance
measures (relative organisational performance tivelanarket performance and
innovation). For Model 2, mediational effects otufo‘uses” were found in the
relationships between resources (human capitalalsoapital and organisational
capital) and two firm performance measures (redatimarket performance and
innovation). The mediational effects of two “usésbordination and monitoring)
were found in the relationship between resourcamén capital, social capital and

organisational capital) and relative organisatiggeaformance.

6.2 Research Findings

The findings in this study which demonstrate tihat firms with more extensive HR
practices saw increases in firm performance aresistamt with findings from
previous studies on the positive relationship betwelPWS and firm performance
(Arthur, 1994; Becker & Gerhart, 1996; Datta et aD05; Delery & Doty, 1996;
Guthrie et al., 2009; Huselid, 1995; MacDuffie, 39®Richard & Johnson, 2001;
Terpstra & Rozell, 1993; Youndt et al., 1996), Hoee this study’s failure to find
the expected significant relationship between HPWAf®&I productivity is not
consistent with findings from previous studies. fehare two possible reasons for
this. The first is the global economic recessioncWwhresulted in rapidly falling
revenues for many accounting firms (Finance Duldd09). As revenue decreases,
HPWS practices are less likely to be dropped imatetyi due to time and monetary
constraints. Therefore, the relationship betweenWM3Pand productivity in this

study may be different from that found in periodgyeater economic stability. The
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other possible reason is the research contextegswinal service firms differ from
traditional manufacturing firms in that their emy@s are not paid piecework wage
but are paid through chargeable hours, resultingeirenue stream uncertainty.
Revenue per employee, which is usually used inrotbatexts, might not be an
appropriate measure for PSFs. Given these contletsion significant relationship

between HPWS and productivity in this study iswbblly surprising.

The findings of Model 1 which propose the mediatioeffects of resources
between HPWS and firm performance provide supportie claim that firms with
more extensive HPWS have higher human capitalakoapital and organisational
capital, which in turn leads to higher firm perf@nte. The findings regarding the
mediational effect of human capital and social @pn the relationship between
HPWS and firm performance corresponds to the studyrakeuchi et al. (2007)
who found the mediational effects of human capéat social capital in the
relationship between HPWS and relative organisatiperformance in 76 Japanese
business establishments. The findings regardingnikdiational effect of social
capital in the HPWS and firm performance corresgaidthe study by Gittell et al.
(2010) who found that HPWS influenced organisatigmexformance through its

impact on relational capital.

With regard to the second model, the findings alsond evidence for the
mediational effect of uses between resources anmdderformance. In other words,
the firms with higher human capital, social capaatl organisational capital seem to

experience higher firm performance through imprgwimeir uses of their resources.
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The uses in this study reflect the knowledge mamage capacities from a practical
perspective since communication, coordination, nooimg and team utilisation are
the mechanisms through which knowledge is acquirgldiared, transferred,
leveraged and created. Therefore, the findingsespond to the existing studies on
the mediational effects of knowledge managementa@éps in the relationship
between resources and firm performance. For exangsteth, Collins and Clark
(2005) found that knowledge creation ability meeldhthe effects of an employee’s
stock of knowledge (similar to human capital irstetudy), ego networks (similar to
social capital in this study), and organisationi@hate (similar to organisational
capital in this study) on innovation in high teclogy firms. Additionally, Yli-
Renko, Autio and Sapienza (2001) explored the ntiedia effects of knowledge
acquisition in the relationship between social d@nd new product development
in young technology-based firms. Another exampbenfrCollins and Smith (2006)
investigated the causal chain from HR practiceiad@iimate, knowledge exchange
and combination to firm performance. They foundttbammitment-based HR
practices were indirectly related to firm performmanthrough their effects on
organisational social climate and knowledge excbaagd combination in the
context of high technology firms. All in all, thenflings generally supported
previous research. In addition, in contrast to jmev research, the findings
provided support for the extended model of anothediator -organisational capital
-between HPWS and firm performance. It also sugobtthe idea that uses act as a

mediator between resources and firm performance.
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6.3 Research Contributions

The present research makes four key contributiortbe existing literature on the
relationship between HPWS and firm performance.s€hgill now be described in
detail.

Firstly, this study found a systematic pathway tigto which HPWS effects firm
performance by identifying the three mediators wilan capital, social capital and
organisational capital. Previous research into ateds between HPWS were
confined to either investigating only one or twasgible mediators out of three. For
example, Collins and Smith (2006) examined the mted effect of social
networks in top management teams (TMT) and on ¢feionship between HRM
and firm performance in high technology firms. @litet al. (2010) examined the
mediating role of relational coordination, whichcludes the shared goals and
mutual respect in the relationship between HPWSaagdnisational performance in
hospitals. Takeuchi et al. (2007) examined the atedj roles of human capital and
social capital between HPWS and organisational opedince in 76 Japanese
business establishments. As a contribution to thstieg research, this study not
only examined human capital and social capital disb examined organisational
capital as an additional mediator in the relatigmsbetween HPWS and firm
performance and found empirical to support forra#tdiators. This is especially
important in the professional services firm contekich is under-explored from the
vantage point of high performance work systems.

A second contribution of this study is the arti¢igia of a novel way through which

human capital, social capital and organisationgitahaffect firm performance. In

153



doing so it additionally highlights the mediatiorrale of uses in the relationship
between resources and firm performance. Of thdirgisesearch on human capital,
social capital and organisational capital, manyeaeshers only examined their
direct effect on organisational performance andesémcused solely on one or two
forms of capital. For example, Youndt et al. (20@4amined the effect of human
capital, social capital and organisational capital firms’ performance indicators
such as financial returns and Tobin’s Q. Subranmaraad Youndt (2005) examined
the effect of human capital, social capital andaorgational capital on two types of
innovation capabilities in high technology firmserfdings et al. (1998) examined
the effect of human capital and social capital iam fissolution in PSFs. Hitt et al.
(2001) examined the non-linear effect of humantehpin firm performance. Later,
Hitt et al. (2006) examined the effect of human itzdpand social capital on
internationalisation of PSFs in law firms. The fimgks of this study provide support
for significant direct effects of human capital,ced capital and organisational
capital on firm performance. This is consistentwptevious research conducted in
different organisational contexts. Moreover, thedihngs provide support for the
indirect effects of resources on firm performanw@ugh the uses. In so doing the
present study provides empirical support for thguarent that resources must be
utilised to create value for firms (Sirmon et &027).

A third contribution of this study is that a mor@naplete picture of firm
performance is provided by measuring both objectaued subjective firm
performance. In the existing research in HPWS anuh fperformance, some
researchers adopted objective measures such ascpuitg (Guthrie, 2001; Guthrie

et al., 2009; Huselid, 1995; Wood & de Menezes,820turnover (Guthrie, 2001,
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Guthrie et al., 2009; Huselid, 1995; Wood & de Masse 2008), absenteeism
(Guthrie et al., 2009; Wood & de Menezes, 2008)aricial performance such as
ROA and ROE (Delery & Doty, 1996) and organisatlcgféiciency (Gittell et al.,
2010). Other researchers adopted subjective sediHed performance measures,
such as perceived firm performance (Chung & Lia@1®@ Delaney & Huselid,
1996; Takeuchi et al., 2007; Youndt et al., 1996hovation (Subramaniam &
Yount, 2005), client satisfaction (Gittell et #010) and service quality (Liao et al.,
2009). In this study, both objective measures am fiperformance such as
productivity, and multiple subjective measuresiohfperformance such as relative
organisational performance, relative market pertoroe and innovation, were
employed. The comprehensive measures of firm pedoce provide a more
complete picture of the firms’ achieved goals. didition, the findings of mediation
tests provide insights into the different predistdor different firm performance
dimensions.

The fourth contribution of this study is the spmcitontext being tested —
professional service firms. Most of previous litera on the relationship between
HRM practices and firm performance has examined thi contexts such as
manufacturing firms e.g. auto manufacturing plastsgl companies (Datta et al.,
2005; Ichniowski & Shaw, 1999; Ichniowski et al99F; MacDuffie, 1995; Gant,
Ichniowski, & Shaw, 2002), some general servicesilike banks (Delery & Doty,
1996; Richard &Johnson, 2001) and call centres t(B2002), a mixture of
manufacturing firms, general service firms (Huseli95; Guthrie et al., 2009) or
high technology firms (Subramaniam & Youndt, 200Bje important context of

professional service firms was omitted. Authorshsas Collins and Smith (2006)
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called for the exploration of HRM practices in fgsnwhich are “facing more
dynamic environments”, rather than stable busigesslitions typically faced by the
above sample firms (p.545). The research reporteel fesponds to this call., Some
topics have been addressed in existing researchP$fs. These include
organisational structure (Greenwood et al., 199fh@r et al., 1996; Pinnington &
Morris, 2003), tournament promotion systems (Mo@&sPinnington, 1998) and
knowledge management (Alvesson, 2001; DonaldsorQl;2Empson, 2001;
Lewendahl, Revang & Fosstenlgkken, 2001; Morri§12Guddaby & Greenwood,
2001; Willman, Fenton-O’Creevy, Nicholson & Soa@601). However, systematic
research on HRM in professional service firms @ree. This study filled this gap

by examining how HPWS operates in professionaliserfirms.

6.4 Implications for Research and Practice

The findings of this study have important implicats for both researchers and
managers.

Theoretically, the findings provide support for tlyeneral arguments of the
resource-based view of firm (Barney, 1991), thevkedge-based theory of firm

(Grant, 1996a, 1996b), dynamic capabilities (Teeteal., 1997) perspectives,
knowledge exploitation and knowledge exploratiorale et al., 2010; March,

1991). More specifically there are four potentialpiications for researchers in
HRM.

First, the findings provide insights into how HPW®rk. Many HRM researchers
have discussed the indirect effect of HPWS on fenformance. The arguments

and empirical results of this study indicate th&®WAS positively influences firm
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performance through improving the firm’s resourfi@sman capital, social capital
and organisational capital) and the efficient usiethese resources. Therefore, this
study provides researchers with comprehensivehitsigto the value creation chain
to better understand how HPWS works.

Second, this study provides insights into how oigmtional resources such as
human capital, social capital and organisationgitahare used to improve firm
performance. Many researchers in knowledge managiena@e argued that human
capital, social capital and organisational capi&ilitate knowledge acquisition,
sharing, transfer, leverage, combination and aeatThis study identifies four
mechanisms through which knowledge is acquiredresharansferred, leveraged,
combined and created. This provides researchehsimaights on an alternative way
to test the effect of organisational knowledge veses on firm performance.

Third, this study identifies the mechanisms betwBEWS and performance and
provides insights into the universalistic and cogéncy perspectives in strategic
HRM research. In a meta-analysis of 92 articlesSétRM, Combs et al. (2006)
found that HPWS considerably and positively affemtganisational performance.
They also found that organisational strategy amdexd could potentially moderate
the HRM and firm performance relationship and #maployees’ knowledge, skills
and abilities (KSAs) and social structure medidte telationship between high
performance work practices and organisational perdmce. This study found that
HPWS were significantly and positively related itonf performance. This provides
support for the universalistic perspective in SHRMearch and is consistent with
other studies such as Combs et al. (2006). Thaystiso found that human capital,

social capital and organisational capital medi&te ftelationship between HPWS
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and firm performance. This supports the continggrengpective in SHRM research
which is consistent with other studies such as Goetlal. (2006).

From a practical perspective, several importansdas for practitioners can be
drawn from the discussion and analysis of the hmdm HR practices, through
resources built from HR practices and the uses hefsd resources to firm
performance.

Fourth, this study found empirical evidence for thmeportance of a firm’s
investments in HR practices. It demonstrates tinausfwith extensive utilisation of
HR practices seem to experience increases in fiemopnance. This study also
provides managers in PSFs with the mechanisms ghrathich HPWS works by
improving firm performance. The HR practices hélp firm to create human capital,
social capital and organisational capital, whichhum allows the firm to improve
their communication, coordination, monitoring anearh utilisation abilities.
Resources and the uses of these resources areallyritimportant for PSF
management since they enable internal employe®ylapiht and build the external
clients relationships which are required for imgrd\service quality and efficiency.
In addition to the above, this study provides sameeision making support for
managers in PSFs, by identifying resources anduresouse effectiveness. For
example, when managers in PSFs know that theirredtsocial capital is high, in
other words, they have very good relationship withir clients, they may utilise
their existing knowledge to their clients. Thisdtualso highlights how managers
improve the pool of human capital, social capitad arganisational capital and how
to explore and exploit these to create new prodaits service and to attract new

clients and new business.
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6.5 Limitations and Future Research Directions

Despite its contributions and strong implicatiotiss study is limited in several
ways.

First, it examined three mediators between HPWSfamdperformance, these are
human capital, social capital and organisationgiitah There may also be other
intervening variables between HPWS and firm peromoe which remain
unidentified. For example, the relationship betweemployees and organisations
was not addressed in this study. Therefore, thé sieps in the development of
strategic human resource management theory shoaldde the development of
HPWS models that include more causal mechanismmeeSesearchers have begun
to take steps in this direction. For example Lidoak (2009) examined the
mediational effects of employees’ psychological em@rment and employees’
perceived organisational support on the relatignbetween HPWS and employees’
performance.

The second limitation concerns the small sample, siéingle industry data and
collection of data at a single time point. Thisdstus limited by its small sample
size (120) albeit with a high response rate (45.800%e small sample size did not
allow the investigator to conduct structural equatimodelling which was the
desired method to test the complete model. As altrascomplete picture of the
relationships could not be deducted. This study milag be limited by the single
industry data which was collected from accountimm$ only. Other professional
service firms, e.g. law firms, architecture firnmsere omitted from the investigation.

In order to test the more universal validity of firedings it is important for future
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research to investigate multiple-sector PSFs, sisctaw firms, architecture firms,

etc. which will increase the sample size and sampiersity. In addition, this study

collected data at a single point of time. It isoalsportant to gather longitudinal

data on the HPWS in PSFs to track the sample fiemd to detect causal
relationships in more detail.

This study is also limited in the examination of WB as an index. This makes it
difficult to isolate the effects of single HR priaets on specific firm resources and
performance. For example, it was argued that HPW&& dn influence on firm

performance through the improvement of human chpHawever, the question

remains unanswered as to which HR practices imphowean capital which in turn

will influence a key dimension of firm performandéerefore, another direction for
future research is to examine the consistency lBtwHPWS usage and firm goals.

Despite these limitations, these results contriiate better understanding of the
process of explaining how HPWS affects firm perfante, especially in the

professional service context. The findings of ttisdy provide empirical evidence
underlying the mechanisms through which HPWS angbmant firm performance

is linked.
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CHAPTER SEVEN
CONCLUSION

The main objective of this study was to examineititirect performance effect of
HPWS in professional service firms. By doing sas ttudy adds to those studies
which attempt to open up the so called “black box’strategic HRM research
(Wright & Garner, 2003) in the particular contexfpoofessional service firms.
Based on the resource-based view of the firm, kada#-based theory and dynamic
capability theory, the present study conceptualiaad tested a new model of
practices-resources-uses-performance that prowigeghts into linkages between
HPWS and firm performance in PSFs. Three pathwaysugh which HPWS
influences firm performance were found in the emgststudies on the indirect
relationship between HPWS and firm performance.s€hgathways were human
capital, social capital and organisational capifthese are the most important
resources in PSFs as they have the potential twaheble, rare, imperfectly
imitable, and non-substitutable resources (Bart691). However, these resources
must be effectively managed and utilised to achmygerior profit (Schultz, 1961)
and competitive advantage (Sirmon et al., 2007¢ mMiediation of uses of resources
between firms’ resources and performance was thepoped. Therefore, the
present study theoretically and empirically essdids a new framework for HPWS

research in terms of a “practices-resources-usdefrpence” approach.
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To test the proposed model, data was collected fmemnaging partners and HR
managers in 120 accounting firms based in Ireldhe.findings provide support for
the mediational effects of resources in the retestnop between HPWS and firm
performance. They also provide support for the atemhal effects of uses in the
relationship between resources and firm performanhtethis regard, this study
provides evidence from professional service firrhattHPWS influences firm

performance by building firms’ human capital, sbaapital and organisational
capital. These resources in turn improve firm panfnce by improving firms’

communication, coordination, monitoring and tearsation.

Despite its limitations in terms of sample size anyle industry focus, the present
study contributes to SHRM theory and its applicatia PSFs. It does this by
identifying systematic mechanisms through which HP¥ffect firm performance
and by identifying three mediators: human capgatial capital and organisational
capital. In addition, the identification of usesasnediator between resources and
firm performance represents a novel way throughclwhliesources influence firm
performance. The new model proposed here and tihprieat findings provide a
rounded and more complete perspective of how HPWiEgta firm performance.
This in turn provides new insights for researcharthe SHRM field. This study
also enriches the understanding of context in SHB&¢arch by extending the focus

of research to professional service firms.
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strategic human resource management (SHRM), resource-based view of the firm (RBV),
knowledge-based theory as well as dynamic capabilities. The uniqueness of the research
model is that it provides a comprehensive chain from HPWS to firm performance, i.e.
innovation, productivity and financial performance, through combining the key concepts and
ideas in relation to intellectual capital resources which includes human capital, social capital
and organisational capital, uses of resources which includes monitoring, team utilization,
administrative coordination, generating new ideas and communication, and knowledge
management capacities.

The study of the indirect impact of HPWS on firm performance will contribute to the
understanding of how and why HPWS affect firm performance by identifying valuable
resources and the way to effectively use them in PSFs. It also will provide theoretical
support for the arguments of the resource-based view of firm (Barney, 1991), the
knowledge-based theory of firm (Grant, 1996a, 1996b) and the dynamic capabilities (Teece,
Pisano & Shuen, 1997) perspectives.




This research project gets the support from Charted Accountants Ireland. To conduct this
research project, Patrick Flood, Janine Boask and | collaborated with Professor Tim Morris
at University of Oxford and Dr Philip O’Regan at University of Limerick.

2. Detail your proposed methodology (1 page max.):

This research project will be survey-based. The data will be collected from two responses in
one unit/firm in the sample of 272 accounting firms in Ireland. The contact information for
the respondents in 272 accounting firms were collected from Business World Top 1000
Professional Firms, Chartered Accountants Regulatory Board, Chartered Accountants
Ireland, FAME, Kompass Directory and IndexlIreland.

Dillman (2002)’s Tailored Design Method (TDM) is applied to conduct the survey.

The data collected from hard copy and online survey will be inputted to statistical software
packages and analysed accordingly, using correlation and regression analysis.

3. Detail the means by which potential participants will be recruited:
Dillman (2002)’s Tailored Design Method (TDM) is applied to conduct the survey.

1. An invitation letter will be posted to responses first to invite them to participate in
this research project.

2. Aletter and a hard copy of questionnaire will be posted to responses.

3. A reminder/thank you postcard will be posted.

4. A follow up letter and the first replacement of questionnaire will be posted to the
responses who have not filled in the questionnaires.

5. A letter and the second replacement of questionnaire will be posted to the non-
responses. (This may be not necessary if by then a lot of responses return survey.)

6. A final letter will be posted.

Together with the letter and questionnaire, a pre-paid and self-addressed envelop will be
enclosed for returning surveys. Alternatively to hard copy of questionnaire, an online version
will be provided.

All of the surveys will be posted to potential participants. The link for an online version will
be written in the letters which will be posted to potential participants.

4. How will the anonymity of the participants be respected?

The questionnaires will contain generic questions which will in no way identify the
participants. If the questionnaires are filled out in hard copy they will returned in non
identifiable envelopes. If the questionnaires are filled out electronically the responses will
file in automatically with non identifiable responses. There will be a reference number for
each response which will only be used for checking response rate.

In addition, it will be assured to participants that this is a strictly confidential survey. No
individual response or firm will be identified in our research. Only aggregate results will be
reported.

5. What risks are researchers or participants being exposed to, if any?

There are no risks foreseen for filling the questionnaire which may take around 15 minutes.

6. Have approval/s have been sought or secured from other sources? Yes/No No
If Yes, give details:




7. Please confirm that the following forms are attached to this document:
Informed Consent Form Yes/No No
Plain Language Statement Yes/No No

If not, explain why:

NB — The application should consist of one_file onl y, which incorporates all
supplementary documentation. The completed applica tion must be proofread and
spellchecked before submission to the REC. All sec  tions of the form should be
completed. Applications which do not adhere to the se requirements will not be
accepted for review and will be returned directlyt o the applicant.

The administrator to the Research Ethics Committee will assess, on receiving such
notification, whether the information provided is adequate and whether any further action is
necessary. Please complete this form and e-mail to fiona.brennan@dcu.ie

Please note: Project supervisors of dissertations on undergraduate programmes have the
primary responsibility to ensure that students do not take on research that could expose
them and the participants to significant risk, such as might arise, for example, in
interviewing members of vulnerable groups such as young children.

In general, please refer to the Common Questions on Research Ethics Submissions for
further guidance on what research procedures or circumstances might make ethical
approval necessary (http://www.dcu.ie/internal/research/questions _ethgubmissions.pylf




APPENDIX B: DCU RESEARCH ETHICS COMMITTEE
APPROVAL LETTER

DCU

Prof. Patrick Flood
DCUBS

15" October 2010

REC Reference: DCUREC/2010/087

Proposal Title: Exploring the Indirect Performance Impact of High
Performance Work Systems in Professional Service
Firms: A Practices-Resources-Uses Approach

Applicants: Prof. Patrick Flood, Dr. Janine Bosak, Ms. Na Fu

Dear Patrick,

Further to review, the DCU Research Ethics Committee approves this research
proposal. Should substantial modifications to the research protocol be required at a
later stage, a further submission should be made to the REC.

Yours sincerely,
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APPENDIX C: INTERVIEW TOPICS

Interview 1 with Managing Partner

Figure C.1 How PSFs Deliver Service to Their Cliestby Partners

Macro-level Tégjrweqzt 5 > Clients
// q\
Micro-level Individual » Individual
human performance
capital

Source: The Author

Based on Figure C.1, the following questions weled to interviewee.

la. What do you do to retain your existing clieshising the recession?

1b. What do you do when a client wants to leavegoloas left you?

1c. How do you build relationships with potentibénts?

1d. How do you do things differently from your coatipors?

le. How do you ensure the quality and profit ofryservice to your clients?

2a. How do you select people to form a client serveam?

2b. Generally, how many directors, managers andisirare there in one client
service team?

2c. How do you measure your team performance?

2d. How do you keep your project team efficient affdctive?

3a. What can be done to improve your employee#isskhen you are cutting costs?
3b. What can be done to strengthen the relatioadbgpyveen team members within
departments and between different departments?

3c. What do you do with the organisational struetamd routines to improve project
efficiency?

3d. What is key employee?

3d. How do you retain your key employees?



4a. The people who are motivated well will conttdomore to the company. How
do you make sure the employees in different leaedshighly motivated?

4b. How can juniors become partners?

4c. Do you hire directors or managers outside P¥/@., some people with fruitful
experience in other industries? If so, are you emipf the same promotion
method/criteria to them?

4d. Since you have annual performance appraisayodause a performance-based
compensation strategy?

5. What is new practice portfolio?
6. How do you deliver it to your clients?

Interview 2 with Communication Partner

1. What is the impact of the recession on HR amdpamy performance in PWC?

2a. Because of the recession, lots of firms arengutosts. What are you going to
or have you been doing?

2b. Are there any changes in the organisationalctsire, for example, job
redesigning, clients retention, promotion modeld parformance management? If
so, what are they?

3a. Do you think the recession is the best timaufgrading talent? If yes, what are
you going to do for upgrading your talent? Will youake contingency plans for
recruiting and/or retaining top talent?

3b. Are there any changes in the relationships &mtwemployees, between
employee and clients and between different netviorks

3c. Generally, most of the work is conducted bymgaDuring the recession, are
there events for team building, such as improvingtt leadership or motivation?

4a. What has happened to your business resulte ilast 3 years?
4b. Could you forecast the business results fonthe 3 years?
4c. What are your estimated changes in the mahieae8

4d. How can you retain or improve your revenue riytihis recession? Are you
going to provide your clients with new practice thalio?

4e. Is innovation important for PSFs and why?



4f. How should today's economy change our viewnnbvation?

4g. What do you think innovation means for PSFsW Neactice portfolio, new
solutions, or else?

5. How do you look after your clients? And the dagamat the moment?
6. What have the employees in different levelsddadget promoted?
7. How can juniors become a partner?

8. What challenges and opportunities are ther®&is?

9. Is a recession really the time for PSFs to nmaépr changes?

10. Are larger or smaller companies better posiibto make such changes?

Interview 3 with Senior HR Manager

Figure C.2 How to Improve Team Performance throughtHRM

Macro-level Project > Team
teams performance
HR
Manager
e 3
/\‘ \

Micro-level Individual Individual

human performance

capital

Source: The Author

HR practice here includes recruitment (path 1)ntng (path 1 and 2),
compensation (path 3 and 4), and performance maasmt (path 3 and 4).

la. Externally, where do the candidates come fraohwahat are the percentages,
e.g., graduates or experienced employees, ancetbemage?

1b. Can you tell me about your promotion systems?
- promotion criteria, e.g., formal assessment V aatozally based on tenure

1c. What will the people do if they are not proni®teg“up or out” tournament
promotion model)



2a. What kind of training activities are there émnployees in different levels?

2b. How often does training take place?

2c. Are there training activities to improve trastd teamwork to keep the project
team efficient and effective?

2d. Is there management skills training for tho$® \get promoted, e.g., for senior
manager?

3a. What is the compensation package for assocsgesors, managers, directors,
and partners?

3b. How is the profit shared? Is it based on tenpeeformance or equal sharing?

3c. Is there any performance based pay, “eat wbatkyll” or team based pay in
PWC?

4a. How is the performance of employees measured?

4b. What are the performance criteria for assogjageniors, managers, directors,
and partners?

4c. What type of information would you like to kn@bout the performance of the
PSF as a HR manager in a PSF?

5. What changes are there for HRM in PWC becau$igeafecession?



APPENDIX D: ASUMMARY OF HR PRACTICES IN
ACCOUNTING FIRMS WITH DIFFERENT FIRM SIZE

Firm Size )
: Medium '
Small firm firm Large firm

HR Practices
Selection
employment_t_es'(e.g_._, skills tests, aptitude tests, vskills tests
mental/cognitive ability tests) :
internal promotions v
promotions based upon merit or performance v

(versus seniority)

promotions based upon seniority only if merit is
equal

promotions based upon seniority among employees

v'based upon seniority

o : i x

who meet a minimum merit requirements;

: . " . . v'a lot of

intensive recruiting efforts % recruitment when required s
advertising

comprehensive selection (using structured,

standardized interviews, e.g., behavioural or v

situational interviews, tests etc.)

selection based on overall fit to the company

selection based on aptitude

selection based on collaboration and teamwork <

skills

selection based on individual competency no matter <

fit with the organisation

applicant pool, for one job many candidates v

offer an orientation program v 4

Training and Development

cross training (for a variety of skills) x More technical skills, firm-specific training

cross-utilisation (routinely perform more than one <

job, i.e. job rotation)

task or firm-specific training v

training in generic skills v

training focused on future skill requirements x just for what they need

multiple career path opportunities x

team-building and teamwork skills training x team skills are trained on the job

mentoring system 4

continuous training v

comprehensive training v




Firm Size

HR Practices

Small firm I\_/Iedmm Large firm
firm

on-the-job training

Training length (hours)

v

v total training hours for trainees every year

Compensation and Benefits

group / team performance based pay

knowledge-based / skill-based / individual
performance based pay

employee stock ownership
organisational performance-based pay
high salaries / wages

extensive benefits package

sponsor company social events

v only for management not trainees

v individual performance based pay

x

x only for partners

v'high salary + low benefits package or low
salary + high benefits package

v

Performance Control

formal individual performance appraisals
multiple formal performance feedbacks

performance appraisals for setting goals

performance appraisals for planning skill
development

performance appraisals linked to individual
performance related pay

objective and quantifiable performance appraisals

AN NN

v

v e.g., cost, clients satisfaction and time

Information Sharing and Participation

participation programs

operating performance information sharing
financial performance information sharing
strategic information sharing

formal grievance/complaint resolution procedure
self-directed work teams

attitude surveys

decision making

participation in quality of work life programs

x v

% trainees don’'t make decision

x

10



APPENDIX E: INVITATION LETTER

UNIVERSITY RESEARCH

SIUVEY OF ACCOUNTING FIRMS 2010

UNENS RESOURCE MANAGEMENT, KNOWLEDGE MANAGEMENT AND PERFORMANCE

Date Ref .
Name
Address
Dear XXX

I write to request your advance support for a major study of professional service firms in Ireland,
conducted by three major universities. These are, Dublin City University, University of Oxford and
University of Limerick. The research study is supported by the Chartered Accountants of Ireland.
The purpose of this study is to examine the influence of human resource management (HRM) and
knowledge management (KM) upon the performance of accounting firms.

In a few days time you will receive a mail request to fill in a brief questionnaire which will take 10
to 15 minutes to complete. It has already been tested with Managing Partners and HR Directors of
accounting firms.

The goals of our project are to:

E Understand the determinants of accounting firms’ success
B Establish the key HRM and KM practices of accounting firms
B Determine how these factors influence innovation and performance

The benefits of participation in our study include a free customised professional report for vour
organisation which will explain how:

HR investment impacts on the performance of your practice

Best HR practices attract, maintain and motivate professional accounting staff
Acquiring. combining and utilising organizational knowledge boosts profitability
How vou can improve the management of vour practice to achieve higher performance

The results will benefit accounting practice, academic knowledge and doctoral students’ careers. If
vou require further information please feel free to contact me at 01-7006943 (direct line) or e-mail
Pauick Flood@dcu.ie. A good response rate is critical. Therefore. vour time and effort are greatly
appreciated.

Best wishes,

Professor Patrick C Flood on behalf of the project team

o - 3

y B
Prof. Pafiick Flowl Do Joamdnee Brosad Piof. Tin Moris M M Fu Do Pl 1 Regam
HEM Group Hewd Lectmer in Poclwlogy  Frofessor of Mapagement  Dectoral student Senioy Lecturer
Tl iy Dl e sty Tlsinn 470y Thingver sy Vv sty of Ofind ol iy T eesafy Uhver sty of Lingerick

SUPPORTED BY
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APPENDIX F: COVER LETTER

Cover letter to the firms who have contact inforimafor two persons:

UNIVERSITY RESEARCH

SIVEY OF ACCOUNTING FIRMS 2010

DCU EYEYY RESOURCE MANAGEMENT, KNOWLEDGE MANAGEMENT AND PERFORMANCE
Date Ref: .
Name
Address
Dear XXX

A few days ago. vou received an invitation from me to participate in a major study of professional
service firms in Ireland. conducted by Dublin City University. University of Oxford and University
of Limerick. This study is supported by Chartered Accountants Ireland. The purpose of this study
is to examine the influence of human resource management (HRM) and knowledge management
(KM) upon the performance of accounting firms. This is an area which has not been fully
researched in the Irish context and is of practical relevance to the management of accounting firms.
‘We would really appreciate vour participation in owr study. The results will benefit accounting
practice, academic knowledge and doctoral students” careers,

As a thank vou for vour participation, you will receive a free customised professional report for
vour organisation. This will allow vou to benchmark yvour firm’s management effectiveness and
will also explain how:

F HR invesunent impacts on the performance of your practice

E  Best HR practices attract, maintain and motivate professional accounting staff

E  Acquiring, combining and utilising organizational knowledge boosts profitability
F  You can improve the management of your practice to achieve higher performance

The questionnaire is now attached. One pre-paid envelope is provided to return the questionnaires
to DCU Business School. Please retin tous by YYY.

‘We assure you that this is a strictly confidential survey. No individual response or firm will be
identified in our research. Only aggregate results will be reported. If you prefer to complete the
survey electronically. the online survey is available at www.surveymonkey.com/s/accountants.
Please write vour reference number as requested in the online survey. You can find this number on
the top of this letter or on the envelope enclosed.

If vou require further information please feel free to contact me at 01-7006943 (direct line) or e-
mail Pawick.Flood @deu.ie, Thank vou again for vour assistance with our research.

Best wishes,

Professor Patrick C Flood on behalf of the project team
©00 0000000000000 0000000000CROROOEO0E

7

Prof Patbck Fhnnd D Fanine Bosak Prof. Tim hMotris s N Fu D, Phibige 0 Fegan
HEM Group Head Lesturer in Povelwlogy  Professon of Monagement  Doctonal studeat Senior Lecturer
Toiablan Oty Vonversry Dol Oty TTigver sy Thmverary of Chidmd Tl 'y Ty Vnvzsary of Linernk

SUPPORTED BY
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Cover letter to the firms who have contact inforimafor two persons:
UNIVERSITY RESEARCH

DCU

Date Ref: ..

Name
Address

Dear XXX

A few days ago, you received an invitation from me to participate in a major study of professional
service firms in Ireland, conducted by Dublin City University., University of Oxford and University
of Limerick. This study is supported by Chartered Accountants Ireland. The purpose of this study
is to examine the influence of human resource management (HRM) and knowledge management
(KM) vpon the performance of accounting firms. This is an area which has not been fully
researched in the Irish context and is of practical relevance to the management of accounting firms.
We would reallvy appreciate vour participation in our study. The results will benefit accounting
practice, academic knowledge and doctoral students™ careers.

As a thank vou for vour participation, you will receive a free customised professional report for
vour organisation. This will allow vou to benchmark your firm’s management effectiveness and
will also explain how:

I HR investment impacts on the performance of your practice

E  Best HR practices attract. maintain and motivate professional accounting staff

I  Acquiring, combining and utilising organizational knowledge boosts profitability
E  You canimprove the management of your practice to achieve higher performance

‘We enclose nvo copies of the questionnaire because we need nvo respondents for each firmy/unit to
ensure the reliability and validity of the research results. We would ask you to pass the second
questionnaire for completion to another partner or managerial colleague who knows your
organisation well. Two pre-paid envelopes are provided to return the questionnaires to DCU
Business School. Please retwrn to us by YYY.

We assure vou that this is a strictly confidential survey. No individual response or firm will be
identified in owr research. Only ageregate results will be reported. If vou prefer to complete the
survey electronically, the online survey is available at www.surveymonkev.com/s/accountants.
Please write your reference number as requested in the online survey. You can find this number on
the top of this letter or on the envelope enclosed.

If vou require further information please feel free to contact me at 01-7006943 (direct line) or e-
mail Patrick Flood@dcu.ie. Thank you again for your assistance with our research.

Best wishes,

rf‘r
ijffl,k - e0P 00O O00OOOOONOCOOOOOOOOOODONOERPOOOSONOEOE

Professor Patrick C Flood
on behalf of the project team

Prof. Panbck Pl i Tawdnee Bl Prwf. Tim Monriy M Na Fu Do Py O Regam
HEN Group Heml Lestwrer in Pavchology  Professo of hnagement  Dactoaal studend Senior Lectnger

Dol Oy Vinversary Dbl Oty Tinveray Vhmversany of Onfind Tonalilans €03 Tl ersiny Ulinversiry of Tomerick

SUPPORTED BY
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APPENDIX G: SURVEY OF ACCOUNTING FIRMS 2010
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UNIVERSITY RESEARCH

SUPPORTED BY

. Chartered
Accountants
Ireland

Said Business School SURVEY OF
UNIVERSITY OF OXFORD ACCOU NTING FIRMS

UNIVERSITY of YLIME‘RICK HUMAN RESOURCE PRACTICES
o KNOWLEDGE MANAGEMENT
AND PERFORMANCE

GENERAL INSTRUCTIONS

What is the purpose of the project?
The purpose of this study is to examine the influence of human resource management (HRM) and
knowledge management (KM) on the performance of accounting firms.

Why should | participate?

You will receive a free customised professional report for your organisation which will allow you to
benchmark your firm’s management effectiveness. The study will also benefit the Chartered
Accountants Ireland, your profession and several doctoral students.

What are the questions about?

The questions relate to human resource management, knowledge management, human capital,
management control mechanisms, clients and markets. There are no trick questions and we think
that you will find this questionnaire both stimulating and interesting.

How long will it take?
The survey will take about 10 to 15 minutes to complete. A prepaid self addressed envelope is
provided to return the survey to DCU.

Which part of the organisation should | think of as | complete the survey?

Please answer in respect of the local firm/unit of which you are part, unless you have received this
in your capacity as National Managing Partner or National HR Director. In that case you should
complete it for the national organisation as a complete entity.

Who will read the results?

We assure you that this is a strictly confidential survey. Under no circumstances will your individual
responses be made available to anyone in your organisation or other organisations. Only the
directors of this research can read your answers.

Is there an online version?
If you prefer to complete the survey electronically, the online survey is also available online at
www.surveymonkey.com/s/accountants.

Who should | contact?
If you have any questions, please contact Professor Patrick Flood at 01 700 6943 or email him at
Patrick.Flood@dcu.ie.

We would like to thank you in advance for your time and effort.

© The Leadership, Innovation and Knowledge Research Centre




UNIVERSITY RESEARCH SURVEY OF ACCOUNTING FIRMS 20

PROJECT DIRECTORS AND RESEARCH TEAM

Prof. Patrick Flood is Professor of Organisational Behaviour, Head of the
HRM Group and a Deputy Director of the Leadership, Innovation and
Knowledge (LInK) research centre at Dublin City University. A former
Fulbright scholar, he has held faculty and visiting appointments at the
Australian Graduate School of Management, London School of Economics,
London Business School, University of Limerick and the University of
Maryland. Patrick’s research interests include CEO leadership and top team
effectiveness; HRM and organisational performance; management practices
and professional service firms performance.

Prof. Tim Morris is Professor of Management Studies, University of Oxford,
Programme Co-Director and Academic Director of the Centre for the
Management of Professional Service Organisations at Said Business Schoal,
University of Oxford. Dr Morris specialises in the leadership challenges facing
those heading up organisations of professionals and has taught and written
extensively on strategic change, the management of innovation and
strategies for managing human capital. He has presented the models he has
developed from his consulting and research to senior executives on many
occasions in the UK and abroad.

Dr. Janine Bosak is a lecturer in Organisational Psychology at Dublin City
University Business School. She holds a diploma in Psychology from the
University of Mannheim (Germany) and a doctorate from the University of
Bern (Switzerland). Janine is a member of LINK Research Centre. Her
research interests are at the interface of organisational and social
psychology.

Dr. Philip O'Regan is a Senior Lecturer in Financial Accounting at the
University of Limerick. He is an accountant and worked for a number of
accounting firms including PwC before joining UL. Philip's research interests
include intellectual capital, corporate governance and regulation, accounting
history and financial reporting.

Ms Na Fu is a registered doctoral student at Dublin City University Business
School. She is a member of LINK Research Centre. Na’s research topic is on
the indirect relationship between HPWS and organisation performance in
Irish professional service organisations using a practice-resource-use
approach. Na received her BA in Engineering from Northeastern University at
Shenyang, China and is the 2010 recipient of the best graduate paper award
of the Academy of Management awarded by the Management Consulting
Division.

© The Leadership, Innovation and Knowledge Research Ce




UNIVERSITY RESEARCH SURVEY OF ACCOUNTING FIRMS 2010

Ref:

1. YOUR BACKGROUND
1. What is your title or position?

O Managing Partner 0 HR Manager/Director [0 Other (please specify)

2. In what functional area do you work?
[ Accounting O Auditing
[ Taxation 1 Business Advisory
[ Other (please specify)
3. Are you?
I Male [ Female

4. Please indicate your nationality?

O Irish [ Other (please specify)

5. What age are you? ___ years
Regarding your education and work experience:
6. What is the highest degree you have obtained?

O Bachelor's Degree

O Masters

O PhD

I None

O Other (please specify)

7. From which professional body did you obtain your professional qualification and in which year did you
qualify?
Qualified in year...
[ Chartered Accountants Ireland (ACA/FCA)

[ Association of Chartered Certified Accountants (ACCA)
LI Institute of Certified Public Accountants in Ireland (CPA)
LI Chartered Institute of Management Accountants (CIMA)
[ Other (please specify)

8. How many years have you worked in your present organisation ? years
9. How many years have you worked in the accounting profession ? years
10. How many years of full time work experience do you have? years

Regarding Your Organisation:

Please answer in respect of the local firm/unit of which you are part, unless you have received this in your

capacity as National Managing Partner or National HR Director, in which case you should complete it for

the national organisation.

11. Please indicate the year in which your organisation was established in its current form:
12. Please indicate if your organisation’s ownership structure is a partnership: I Yes [ No
13. Please indicate if your organisation is part of an international network of accounting firms: [ Yes [ No

14. Please indicate if your organisation is part of i?ational network of accounting firms: [ Yes [ No

© The Leadership, Innovation and Knowledge Research Centre




UNIVERSITY RESEARCH SURVEY OF ACCOUNTING FIRMS 2010

15. How is the firm organised: by (please tick v as many as are relevant)
[ Department
[ Client group
[ Specialist group
I Local office
[ Other (please specify)

16. Please rank in order of importance the following criteria for promoting a professional to partner in your
organisation: (Please rank the categories below from 1 through to 6. 1=Most important )

Getting new business
Technical skill
Fee earning ability
Management ability
Getting on with peers
Getting on with clients
17. Please rank in order of importance the following criteria used to assess partner’s performance:
(Please rank the following categories from 1 through to 4. 1=Most important )
Fees earned
Technical skill
Management ability

Getting new business

18. Please indicate how many offices you have in all-Ireland (including Northern Ireland):

19. Please indicate the number of people below in your organisation in all-Ireland (including Northern
Ireland):
the number of partners:
the number of other associates (non-partner chargeable):
and the number of support staff:

20. Please estimate the fee income for your practice in all-Ireland (including Northern Ireland) for your most
recent year: € million (Please note that this information will not be disclosed to any third
party. It will only be used for statistical purposes).

21. Please indicate the proportion of your fee income that comes from innovative services (as opposed to
repeat work): %

22. Please indicate the proportion of fee income for your most recent year that came from each of the
following activities: (the four quadrants should total 100%).

Innovative Services
A

% — %

Existing Clients « » New Clients

% — %

v
Repeat work

18
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2. HUMAN RESOURCE PRACTICES

Please answer the following questions with respect to all the professional staff in your organisation
over the previous 12 months. Please estimate, on average...

Staffing: What proportion of your professional staff...

1. Are administered an employment test (e.qg. skills tests) prior to hiring? .........cccccceeeeeeviinnee %

2. Hold jobs which have been subjected to a formal job analysis to identify position
requirements (such as required knowledge, skills or abilitiesS)? .........cccceeveviiiiieeee e, %

3. Hold non-entry level jobs which have been filled as a result of internal promotions (as
opposed to hired from outside of the organisation)? ..........cccccccveeiiiiiiiieiie e %

Performance management & Remuneration: What proportion of your professional staff ...

4. Receive formal individual performance appraisalS?...........cccccvuriiereeeiiiiiiiiiee e e e e %
5. Receive formal performance appraisals from more than one source (i.e., from several

individuals suCh as SUPErVISOrS, PEEIS B1C.)7 ...uuuiiiieeeeiciiiieee e e e eessiree e e e e e s e sinbrre e e e e e e e e nnnnaees %
6. Have access to company incentive plans, profit-sharing plans, and/or gain-sharing

1= T PP %
7. Receive their performance appraisals which are used to determine their compensation?.... %
8. Receive their performance appraisals which are used to set goals and plan skill

(o LoV =] (0] o 4= o PRSP PRRPRR %
9. Receive above market wage levels to attract and retain them? ..........cccccooiiiiiiii i %
Information sharing & participation: What proportion of your professional staff ...
10. Are included in a formal information sharing program (e.g., a newsletter)? ..........cccccuueee %
11. Are asked to complete attitude surveys on a regular basisS? ..........ceeeviiiiiiiiiiie e %
12. Participate in Quality of Work Life (QWL) programs, Quality Circles (QC), and/or

labour-management participation tEAMS? .........uueiiieiii i %
13. Have access to a formal grievance procedure and/or complaint resolution system? ......... %

Training & development:  What proportion of your professional staff ...

14. Receive continuous training, e.g. continuous professional development? ...............c......... %

15. Receive structured mentoring, €.9. Vid artiCles? ........ccccvviviee i %

16. Are organised in self-directed work teams in performing a major part of their work
L1013 PP %

Other issues ...

17. What is the average number of hours of training received by a typical professional staff
0T=T a0 Lo g 1= =T PR #

18. Which one of the following promotion bases do you use most often? (Please tick only one option)
LI merit or performance rating alone
] seniority only if merit is equal
[J seniority among employees who meet a minimum merit requirement
I seniority

19. For the five graduate trainee positions that your firm hires most frequently, how many
qualified applicants do you have per position (0N AVErage)? ........ccooecuurrieeeeeeeiiiiiiiieeaaeeeeans #

Over the previous three years , please estimate (on average)

20. your annual voluntary employee turnover rate (percent who voluntarily departed your

Lo T T= L 15T o] o ) SRS %
21. your annual involuntary employee turnover rate (percent who involuntarily departed

your organisation — i.e., were disCharged) .........coooviiiiiiiieei i %
22. the number of days per year employees were abSent ..........ccovvvccviiiereeiiiiiiieieee e #
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3. HUMAN CAPITAL IN YOUR ORGANISATION Strongly Unsure Strongly
Disagree | Agree
In your organisation, the professional staff... D I g
1. are highly sKilled. ... 1 2 3 4 5 6 7
2. are widely considered to be the best in the accounting industry ............... 1 2 3 4 5 6 7
3. are creative and Bright. ... 1 2 3 4 5 6 7
4. are experts in their particular jobs and functions. .............cccceeviiieeeiiieeeenne 1 2 3 4 5 6 7
are up to date on relevant new taxation, auditing, accounting and 1 2 3 4 5 6 7
[e0al dEVEIODMENTS .....coiiiiiiiiiieeee e
6. are skilled at collaborating with each other to diagnose and solve 1 2 3 4 5 6 7
0] 0] o] 1=T 1 4 1= PP
7. develop new ideas and KNnowledge. .........c.ooouieiiiiieiiiiiiiiie e 1 2 3 4 5 6 7
8. develop and maintain good relationships with clients...........c.ccccocccvveee.... 1 2 3 4 5 6 7
9. share information and learn from one another. ............cccccciiiiiiiiiiiieeenn. 1 2 3 4 5 6 7
10. interact and exchange ideas with people from different functional 1 2 3 4 5 6 7
areas of the OrganiSAtION. .........c.ueei i e e e s sbre e e sbaeeaeans
11. partner with clients to develop Solutions............ccoveiiiiiiee e 1 2 3 4 5 6 7
12. partner with other firms in the network to develop solutions .................... 1 2 3 4 5 6 7
13. apply knowledge from one area of the organisation to problems 1 2 3 4 5 6 7
and opportunities that arise in another .............ccccco e
4. ORGANISATIONAL ROUTINES Strongly Unsure Strongly
Disagree | Agree
In your organisation... < | >
1. The databases are used as a way to store knowledge ...........cccccevveeeennns 1 2 3 4 5 6 7
The processes are appropriate to solve clients’ problems. ....................... 1 2 3 4 5 6 7
3. The culture (stories, rituals and symbols) contains valuable ideas
. . 1 2 3 4 5 6 7
and ways of doing DUSINESS............ooiiiiiiiiiiiiiiiie e
4. The routines enable employees to know each other..........ccccccoeevviveeennn. 1 2 3 4 5 6 7

5. The routines enable employees to know about the whole organisation....| 1 2 3 4 5 6 7

Much of the organisation’s knowledge is contained in manuals,
1 2 3 4 5 6 7
databases, StruCtures and PrOCESSES .........uuveieieeeiiiiiiiieiaaaeaeaiiniieeeeaaaaaans
7. Alow level of vertical hierarchies and cross-function barriers are
S ) oo 1 2 3 4 5 6 7
maintained in the organisation StrUCLUIe...........ccovcvveeeiiiee e
5. MARKETS AND CLIENTS Much Comparable Much
Please use the following scale to rate your organisation’s performance Worse | Bette r
relative to your competitors: < | >
1. QUAIILY Of SEIVICES. .. ..t e e 1 2 3 4 5 6 7
2. Development Of NEW SEIVICES ......coiuuiieiiiiiee ettt 1 2 3 4 5 6 7
3. Ability to attract essential employees..........cccuvveiiiieiiiiiiiiiie e 1 2 3 4 5 6 7
4. Ability to retain essential emplOYEes..........ccovvviiiiieieiiicieee e 1 2 3 4 5 6 7
5. Satisfaction Of CENtS .....c..eviiiiiiei e 1 2 3 4 5 6 7
6. Relations between partners/directors and other employees. ..................... 1 2 3 4 5 6 7
7. Relations among employees in general...........cccccceiiiiiiiiiie e 1 2 3 4 5 6 7
8. IMAIKEEING ...eeeiieee ittt e e 1 2 3 4 5 6 7
9. GrOWEN IN FEVENUE.....coieeeie ettt e e s 1 2 3 4 5 6 7
0 TR 1= o 11 Y/ 1 2 3 4 5 6 7
11, MAFKEE SNAIE ....ciiiiiiiii e 1 2 3 4 5 6 7
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6. KNOWLEDGE MANAGEMENT CAPACITY Strongly Unsure Strongly
Disagree | Agree
In your organisation... < | >
1. Knowledge is obtained from clients to solve their problems..................... 1 2 3 4 5 6 7
2. Knowledge is obtained from partners to solve clients’ problems .............. 1 2 3 4 5 6 7
3. Knowledge is obtained from employees to solve clients’ problems ......... 1 2 3 4 5 6 7
4. Knowledge is shared between senior level staff and junior level staff ...... 1 2 3 4 5 6 7
5. Knowledge is shared between colleagues..........cccccccovvvviieeeeeeiiiicciiieeenn, 1 2 3 4 5 6 7
6. Knowledge is shared between Units ............ccccvveeeeeeiiiiciiiiece e, 1 2 3 4 5 6 7
7. Knowledge is effectively translated into application ..........ccccccooeiiiiieeenn. 1 2 3 4 5 6 7

8. The existing knowledge is integrated successfully with new

knowledge acquired from CENTS ..........cccieeiiiiieeiiiiie e
9. Organisational knowledge is accumulated by employees through

writing general guides on a project and storing them as archives.............

10. Most of the employees have access to these archives............ccccccceeeeens 1 2 3 4 5 6 7

11. Most partners leverage their knowledge efficiently to generate novel
SOIULIONS TOF CIENES ...

12. Most teams can efficiently use knowledge to develop new ideas.............. 1 2 3 4 5 6 7

13. An expertise directory is maintained by job division and specialty of
All EBMPIOYEES ...ttt a e

7. MONITORING AND TEAM UTILIZATION Strongly Unsure Strongly
Disagree | Agree
In your organisation... < | >

1. There are mechanisms in place to monitor employee contributions to
new ideas and develoPMENLS .........coiiiiiiiiiiiiiee e

2. There are mechanisms in place to encourage employees to reflect on
the outcomes of their €fforts ..o

3. There are mechanisms in place to assist employees adjust their
approach if they find their efforts are taking them down the wrong path...

1 2 3 4 5 6 7

1 2 3 4 5 6 7

4. Teams can be formed quickly as required............ccccceooviiiiieieeeeiiiiciiieeen, 1 2 3 4 5 6 7

Newly formed teams quickly establish a good understanding of each

others’ talents and SKillS............ccuueiiiiiiiiii e
6. Teams are continuously reconfigured to address the set of

opportunities facing the organisation ................cveeeiiiiee e
7. Teams are formed on the basis of an understanding of people’ s skills

AN ADIITIES ..o
8. ADMINISTRATIVE COORDINATION Small Gr eat
To what extent does your organisation engage in the following items? EXtim l Exte:nt
1. Formal policies and procedures for coordinating the team's work ............ 1 2 3 4 5 6 7
2. Project milestones and delivery schedules.............ccccoooiiieeieeiiiiicciiiennnn, 1 2 3 4 5 6 7
3. Project documents and MEMOS .........ueeveeeiiiiiiiririieeessirieeee e e e e e s esnnreeeeeeeens 1 2 3 4 5 6 7
4. Regularly scheduled team MEEINGS..........uveeeiiiieeeiiiiieee i ssiieeeesiieee e 1 2 3 4 5 6 7
5. Requirements/design review MeetingsS.........ccuveeeieeaiiiiiiiieeiee e eeeiiiieeee s 1 2 3 4 5 6 7
LT Lo TS o o I 1Y o L= 1o ) 1 2 3 4 5 6 7
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9. GENERATING NEW IDEAS AND COMMUNICATION Never Occasionally Always
In your organisation, how often do employees on average engage in the |
behaviours listed below? < | >
1. Creating new ideas for difficult ISSUES ..........cevveeeiiiiiiiiiiee e 1 2 3 4 5 6 7
2. Searching for new work methods, techniques or instruments................... 1 2 3 4 5 6 7
3. Generating original solutions for problems..........ccccccoviiiiiiee e, 1 2 3 4 5 6 7
4. Mobilising support for innovative ideas...........ccceeveeeeiiicciiiiiee e, 1 2 3 4 5 6 7
5. Acquiring approval for innovative ideas..........ccccccveeeviiiciiiieeie e, 1 2 3 4 5 6 7
6. Transforming innovative ideas into useful applications ..............cccccvveee.... 1 2 3 4 5 6 7
7. Evaluating the utility of innovative ideas..........ccccccceeviviciiieiiee e, 1 2 3 4 5 6 7
8. Introducmg innovative ideas into the work environment in a 1 > 3 4 5 6 7
SYSEEMALIC WAY ... .teeieeee ittt ettt ettt et e st et e e abb e st e s enaeesabe e e sbaeesaneeenneas
9. Making team members enthusiastic for innovative ideas ............c.cccc...... 1 2 3 4 5 6 7
10. Communicating Wlth management in a timely way about the 1 > 3 4 5 6 7
StAtUS Of the PrOJECT. ... .eeieeiiiieee ittt
11. Communicating with management accurately about the status
) 1 2 3 4 5 6 7
Of the PrOJECT ..o
12. Sharing organisational goals about the quality of services........................ 1 2 3 4 5 6 7

That was the final set of questions for the survey. If you wish to share any additional comments please use the
following space. We appreciate your time and effort in answering these questions.

ADDITIONAL COMMENTS FOR THE RESEARCHERS :
We certainly welcome any comments that you may have about how your organisation motivates employees to

accumulate and share information and knowledge with each other in order to increase your organization’s ability to
solve clients’ problems. Thank you once again for helping us to increase our understanding of how organisations like

yours increase the knowledge base in an organisation and exploit it efficiently.

Would you like to take part in a follow-up study, please? [ Yes 0 No

If ‘yes’, please provide name and address or attach a business card:

Name:
Address:

Email:

Thank you again for your help!

2

%
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Executive Summary

1. The purpose of this study was to examine the influence of human resource management (HRM)
and knowledge management (KM) upon the performance of professional service firms.

2. This report provides the results of research undertaken within accounting firms in Ireland
between May 2010 and August 2010. It includes information on high performance work
systems, intellectual capital, knowledge management capacities, management mechanisms and
organisational performance.

3. This report provides comparisons between your practice and all 190 members of the Irish
Accounting profession who participated in this survey on each of above areas.

4. The results show that your practice uses more high performance work systems, has higher
intellectual capital, higher knowledge management capacities, higher management mechanisms
effectiveness, higher relative organisational performance, higher relative market performance,
higher productivity and lower absenteeism.

5. The main recommendation is to continue using human resource management practices to build
intellectual capital, to improve knowledge management capacities and management
mechanisms effectiveness to encourage your employees to be more innovative and productive.

Basic Concepts

High performance work systems (HPWS): “a system of HR practices designed to enhance
employees’ skills, commitment, and productivity in such a way that employees become a
source of sustainable competitive advantage” (Lawler, 1992, 1996; Levine, 1995; Pfeffer,
1998; cited in Data, Guthrie and Wright 2005).

Intellectual capital: “sum of all knowledge with which an organisation is able to leverage in the
process of conducting business to gain competitive advantage” (Subramaniam and
Youndt, 2005: 451).

Human capital: the stock of skills and knowledge embedded in individuals (Becker, 1964;
O’Sullivan & Sheffrin, 1998), which can be built through education and training (Becker,
1964).

Social capital: the stock of knowledge embedded in the relationships among individuals
(Coleman, 1988; Bourdieu; 1985; Burt, 1992; Putnam, 1993; Nahapiet & Ghoshal, 1998;
Lin, 2001).

Organisational capital: the institutionalized knowledge residing within organisational processes,
routines, systems and structures (Youndt et al., 2004; Subramaniam & Youndt, 2005).

Knowledge management capacity:  organisation’s capacity to manage knowledge. In this study,
knowledge acquisition, knowledge sharing and knowledge application which help
organisations to improve their knowledge management capacity are explored.

Management mechanisms: the management practices or activities that explore, develop and
utilize the resources of organisations. Communication, coordination, monitoring and team
utilisation are measured.

Relative organisational and market performance: the self-reported comparative measures of
organisational performance.

Productivity: revenue per professional staff (€ million).

Absenteeism: the number of absent days per employee per year due of illness.
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Figure 1 Comparison on Uses of High Performance Wor  k Systems (0% - 100%)
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Figure 2 Comparison on Intellectual Capital (7 poin  t scale) *
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Figure 3 Comparison on Knowledge Management Capacit  y (7 point scale) 2
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1 Details are in page 6 in main report.
2 Details are in page 9 in main report.
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Figure 4 Comparison on Effectiveness of Management Mechanisms (7 point scale)
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Figure 5 Comparison on Subjective Performance Measu  res (7 point scale)
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Figure 6 Comparison on Objective Performance Measur  es”
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3 Details are in page 10 in main report.
4 Details are in page 11 in main report.
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Foreword

Human resource management is of critical importance for accounting firms and has an
important role in value creation and exploitation. This report addresses several important
areas in organisational management:

It outlines the uses of human resource management practices.

Within firms it provides and evaluation of human capital, i.e. knowledge embedded in
individuals, social capital, i.e. knowledge embedded in relationships, and
organisational capital, i.e. knowledge embedded in organisational routines, systems
and databases.

It illustrates the knowledge management practices which encourage the flow of
knowledge between senior employees, junior employees and clients.

It identifies the management mechanisms which are effective in daily management,
such as communication, coordination, monitoring and team utilisation.

It also presents different performance measures such as perceived organisational and
market performance; innovation, productivity and absenteeism.

The report’s findings provide a useful insight into the management of professional
service firms, taking into account comprehensive human resource and knowledge
management practices and policies.

Thank you very much for your participation in this major study. | hope your practice will benefit
from the insight provided by this study. Both a long report for the industry and a short
customised report for your practice are provided.

Diarmuid Breathnach

Student Service Manager of Chartered Accountants Ireland
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1. OVERVIEW

This report details the results of research undertaken within accounting firms in Ireland between
May 2010 and August 2010. The research, which was conducted by three universities, is a major
study of professional service firms in Ireland. The universities participating in the study are; Dublin
City University, the University of Oxford and the University of Limerick. The research study was
supported by the Chartered Accountants Ireland.

In the first part of this report, the background to the research study is provided. This includes the
research aim and process. Following this, the theoretical base is presented to help better
understand the concepts of high performance work systems (HPWS), intellectual capital, human
capital, social capital, organisational capital, knowledge management capacity and management
mechanisms. Then the results of the survey are provided. The results of the regression of HPWS
and intellectual capital on firm performance are also provided. A number of findings and
recommendations from the study are presented. This is followed by a short conclusion.

2. BACKGROUND OF THIS STUDY
2.1 Research Aim

The purpose of this study was to examine the influence of human resource management (HRM)
and knowledge management (KM) upon the performance of professional service firms.

Professional service firms (PSFs) consist of a highly educated and professionalized workforce who
provide clients with customised knowledge (Empson, 2007; Greenwood, Li, Prakash, &
Deephouse, 2005; Maister, 1993). Examples of professional services include accounting,
engineering consulting, management consulting and legal services. PSFs are very different from
traditional manufacturing firms (Lewendahl, 2000).

Professional service firms are knowledge-intensive (Morris, 2001; von Nordenflycht, 2007, 2010).
Their inputs are mainly the knowledge acquired, possessed and utilised by their professional
workforce (Starbuck, 1992). Their outputs are the expert knowledge in the form of customized
solutions for their clients (Empson, 2007; Greenwood et al., 2005; Hitt, Shimizu, Uhlenbruck, &
Bierman, 2006; Lgwendahl, 2000; Morris & Empson, 1998; von Nordenflycht, 2007, 2010).

Human resources constitute one of the most critical assets of PSFs. Because of this, we
investigated how to build the resources of human capital, social capital and organisational capital
through human resource management practices systems. We also wanted to investigate how to
utilise these resources at the firm level to help PSFs to achieve higher performance.

This is an area which had not been fully researched in the Irish context and is of practical
relevance to the management of accounting firms.

The goals of our project were to:

B Understand the determinants of accounting firms’ success
B Establish the key HRM and KM practices of accounting firms
B Determine how these factors influence innovation and performance

2.2 Research Process

2.2.1 Sampling

Accountancy is a traditional professionalised and regulated sector. Most Irish accounting firms are
small to medium size. Selection of appropriate firms, which included some formal and informal HR
practices and knowledge management activities, was based on defined criteria. One of these was
that the accounting firm should have 3 or more partners. The other criterion was that the employee
number was not less than 5. Since no single database could provide comprehensive information
on accounting firms, this information was researched using Business World Top 1000 Professional
Firms, Chartered Accountants Regulatory Board, Chartered Accountants Ireland, FAME, Kompass
Directory and IndexIreland. The information obtained from these sources was combined to create
the sample frame for this study. 274 accounting firms were chosen as a sample of this study. To



avoid single-rater bias, two respondents (primarirly the Managing Partner and the Partner
responsible for Human Resource were chosen for each firm.

2.2.2 Survey Procedures

In order for a questionnaire to be effective, the measures used in each of the questions should be
valid (Robson, 2002).

To improve the validity of the survey, the questionnaire was pilot studied by many experts from
academia and practitioners in the areas of HRM, survey design, professional service firms’
research and accounting practice.

The questions in the survey relate to human resource management, knowledge management,
human capital, management control mechanisms, clients and markets.

To conduct the survey, Dillman (2002)’s Tailored Design Method (TDM) was applied. First, an
invitation letter was posted and emailed to all the respondents to inform them that the survey was
being conducted and to introduce our research objectives. Second, a letter and a copy of the
questionnaire were mailed out. A pre-paid envelope was also enclosed. Third, a postcard was
issued to thank the respondents who completed and returned the questionnaire or who completed
the online survey. The postcard also served to remind the respondents who had not yet completed
the questionnaire. Forth, a letter with a copy of the questionnaire was issued to those respondents
who had not yet completed the original. Last, a final letter with a second copy of the questionnaire
was issued to the respondents who had not completed either the original or the first copy.

3. THEORETICAL BASIS

In this section, the concept of HPWS, intellectual capital, knowledge management capacity and
management mechanisms are reviewed and defined. This provides a theoretical base for better
understand of these relevant management theories.

3.1 HPWS

High Performance Work Systems (HPWS) can be described as “a system of HR practices
designed to enhance employees’ skills, commitment, and productivity in such a way that
employees become a source of sustainable competitive advantage” (Lawler, 1992, 1996; Levine,
1995; Pfeffer, 1998; cited in Data, Guthrie and Wright 2005).

HPWS involve selective recruitment, extensive training and development, mentoring, performance
management, and incentives (Gittell, Seidner and Wimbush 2009; Takeuchi, Lepak, Wang and
Takeuchi 2009).

3.2 Intellectual Capital

Intellectual capital is the “sum of all knowledge with which an organisation is able to leverage in the
process of conducting business to gain competitive advantage” (Subramaniam and Youndt, 2005:
451). There are three dimensions of intellectual capital; human capital, social capital and
organisational capital.

3.2.1 Human Capital

Human capital refers to the stock of skills and knowledge embodied in individuals (Becker, 1964;
O’Sullivan & Sheffrin, 1998), which can be built through education and training (Becker, 1964). In
PSFs, human capital is defined as the knowledge embedded in professionals that can be used to
produce high quality professional services for clients (Hitt et al., 2001; Hitt et al., 2006; Pennings,
Lee & Van Witteloostuijn, 1998).

Human capital is a very important asset of PSFs (Hitt et al., 2001; Morris & Snell, 2008). Higher
human capital means more expert knowledge embedded in a highly professionalized PSF
workforce. It could help PSFs build a good reputation by signalling that the professional service
firm has the potential to provide more efficient solutions for its clients. The clients may also prefer
to choose the PSF with higher human capital if they believe that smarter people would provide
better solutions if other conditions are the same.



3.2.2 Social Capital

Social capital is a resource which is embedded in the relationships among individuals (Coleman,
1988; Bourdieu; 1985; Burt, 1992; Putnam, 1993; Nahapiet & Ghoshal, 1998; Lin, 2001). We
define the PSFs’ social capital as the knowledge embedded in the relationships among
professionals and between professionals and clients.

In PSFs, social capital plays an important role in two ways. Firstly, the relationships between PSFs
and clients, i.e., external social capital, help PSFs to attract and retain clients. The service
delivered by PSFs suffers from an “opaque quality” (von Nordenflycht, 2010) mainly because the
PSFs inputs and outputs are intangible knowledge and the clients cannot evaluate the quality of
service that they will get or they will have gotten. When choosing a service provider, the clients
usually choose the ones who have relationships with them when other things are equal (Alvesson,
2001; Pennings et al., 1998). Pennings et al. (1998) defined the firms’ social capital as the ties
between professionals and their potential clients and found that a firm's human and social capital
has a great influence on firm dissolution in PSFs. Their study shows that firm-level human and
social capital could be important sources of competitive advantage.

Secondly, the capital embedded in the internal relationships among professionals within the firm,
i.e., internal social capital, could help PSFs deploy teams, coordinate tasks and communicate
within the firm efficiently.

3.2.3 Organisational Capital

Organisational capital is defined as the institutionalized knowledge residing within organisational
processes, routines, systems and structures (Youndt et al., 2004; Subramaniam & Youndt 2005). It
is the result of integrating and combining individual knowledge into organisational knowledge
(Grant, 1996a, 1996b) which is preserved over time (Daft & Weick, 1984). Organisational capital is
a source of organisational competitive advantage (Teece, 2000).

In PSFs, organisational processes are highly institutionalized due to the nature of knowledge-
based work (Freidson, 1986; Greenwood, Hinings, & Brown, 1990; Robertson, Scarbrough, &
Swan, 2003). The organisational routines in PSFs are informal work practices that are formed by
professionals during team work (Morris, 2001). Some large PSFs build their own databases and
systems that store individual experience and expertise knowledge (Suddaby & Greenwood, 2001).
The professionals in the firm can access them and gain the benefit of previous experience. They
are also known as knowledge centres (Moore & Birkinshaw, 1998). These databases and systems
provide support for professionals to reuse and to exploit existing knowledge. Most PSFs have flat
organisational structures (Greenwood et al., 1990; Stumpf, Doh & Clark, 2002) that facilitate
knowledge flow between seniors and juniors.

Organisational capital constitutes an important resource of PSFs by facilitating knowledge creation,
sharing, combination and exchange (Morris & Snell, 2008). Besides facilitating knowledge
integration, organisational capital also shapes a professionals’ image and identity (Empson, 2001)
and these play an important role in attracting new clients.

3.3 Knowledge Management Capacity: Finders, Minders and Grinders

The knowledge-based theory (KBT) of the firm considers knowledge as an intangible resource and
as the most strategically significant resource of the firm (Grant, 1996a, 1996b; Nonaka and
Takeuchi 1995; Spender 1996). Knowledge represents a highly valuable organisational resource.
Organisations should pay careful attention to how they manage knowledge (Empson 2001) and
effectively managing it could help them to achieve sustainable competitive advantage.

Nielsen (2006) identifies eight knowledge management activities; knowledge creation, acquisition,
capture, assembly, sharing, integration, leverage, and exploitation. He assembled these activities
into the three dynamic capabilities of knowledge development, knowledge (re)combination, and
knowledge use.

Knowledge represents a highly valuable organisational resource, especially in PSFs where
partners, who are also referred to as “finders” (Maister, 2004) need knowledge to find potential
clients and to maintain good relationships with their existing clients. They also require knowledge
to choose appropriate members to form an efficient project team to deliver a good quality service to
their clients. The managers or directors, also referred to as “minders” (Maister, 2004), perform



administrative tasks and coordinate tasks and teams to ensure that the firm runs as a cohesive
group. The other professionals and trainees, also referred as “grinders” (Maister, 2004), serve the
clients’ needs and integrate their knowledge to tailor solutions for their clients.

From the view of knowledge stock and knowledge flow, knowledge acquisition, knowledge sharing
and knowledge application are of critical important in helping organisations to gain knowledge
management capacity. These aspects of knowledge are explored in this study.

3.4 Management Mechanisms

The RBV argues that a firm’s competitive advantages lie primarily in the valuable, rare, imperfectly
imitable, and non-substitutable resources that a firm already has (Barney, 1991; Penrose, 1959;
Wernerfelt, 1984). However, the resources by themselves cannot guarantee the development of
competitive advantages or the creation of value (Barney & Arikan, 2001; Priem & Butler, 2001;
Sirmon, Hitt and Ireland, 2007). For example, Porter (1991: 108) argued that ‘resources are not
valuable in and of themselves, but they are valuable because they allow firms to perform activities
... business processes are the source of competitive advantage’. The “resources can only be a
source of competitive advantage if they are used to ‘do something;’ i.e., if those resources are
exploited through business processes (Ray, Barney and Muhanna, 2004: 26).

Here, the management mechanisms are considered as the management practices or activities that
explore, develop and utilize the resources of organisations. Communication, coordination,
monitoring and team utilisation are measured. These are sufficient for successful and efficient
completion of PSFs’ daily work.

In PSFs, most of the work is project or program-oriented. To meet client’'s needs, a partner needs
to choose several professionals to form a team to solve a client’s problems. The team forms the
basic unit of work in the professional service firm and team management is vital for the successful
completion of a project.

First, PSFs need to deploy the team and coordinate tasks efficiently. The dynamic global economic
environment accelerates PSFs’ work speed. Usually the customers’ assignments are much more
compressed in term of time (Morris, Gardner, & Anand, 2007). The PSFs have to compress their
work into much shorter time. Morris et al. (2007)’s, report a partner from a consulting firm as saying
“... [we need to ] compress six months work into a three week assignment”. Another issue in
managing teams is conflict management. All of the professionals in PSFs are knowledge workers.
They have high autonomy and prefer self-management. There may be a conflict between them
when they do not have consistency with some work design. PSFs have to transform these conflicts
into cooperation by means of team management. Otherwise, it may “lead to mass defections and
the destruction of enterprise value, even more assuredly than in an industrial company setting”
(Teece, 2003: 900). Since professionals need to work together, the communication among them is
very important to accomplish the work. They need to exchange their opinions and create solutions
through teamwork to meet the clients’ needs. Efficient team management will contribute to
improving the efficiency of the firm’s human capital and social capital as they create new
knowledge. For this reason, communication, coordination, monitoring and team utilisation are
explored in this study.

4. DESCRIPTIVE RESULTS

This section presents the results of the survey, including the characteristics of the sample, the
profile of respondents and the comparison between your practice and whole accounting profession
in terms of HPWS, human capital, social capital, organisational capital, knowledge management
capacities, management effectiveness on monitoring, team utilisation, coordination, generating
new ideas and communication, and firm performance.

4.1 Characteristics of the Sample

Surveys were mailed to 548 respondents in 274 firms. This included 10 firms that did not exist and
3 firms that did not qualify for this study because of small firm size or because they are not
accounting firms. This reduced the final sample population to 522 respondents in 261 firms. Survey
mails, reminder postcards, replacement surveys (see Chapter 4) representing 195 surveys in total,
were returned in the form of hard copy (156) and online (39). Four surveys were not completed
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and were therefore excluded. The response rate was 36.40% (190/522) representing 120 firms
(45.98%). There are 71 matched pair responses explain representing 71 firms (27.20%).

Therefore, the final sample for this study consisted of 120 accounting firms located in Ireland,
covering a range of geographical regions.

Among the respondents, 50% were managing partners, 10% were HR manager/directors, 34%
were partners and 6% were other experienced professional staff who had a good knowledge of
their organisations (including holders of positions such as Director, Financial Director, Managers,
Office Manager, Auditor and Associate.).

In terms of gender, 80% of respondents were male and 20% were female. In terms of age, 2% of
respondents were 30 or less, 21% were between 31 and 40, 37% were between 41 and 50, 29%
were between 51 and 60, and 11% were above 60. With regard to education level, 48% of
respondents had a Bachelor's Degree, 11% had a Master's Degree and 37% did not have any
degree.

In terms of the professional qualification, 60% of respondents qualified from the Chartered
Accountants Ireland (CAl), 13% qualified from the Association of Chartered Certified Accountants
(ACCA), 11% qualified from the Institute of Certified Public Accountants in Ireland (CPA), 1%
qualified from the Chartered Institute of Management Accountants (CIMA), 1% of from the Institute
of Incorporated Public Accountants (IIPA), 10% qualified from the Irish Taxation Institute (ITI) and
4% were members of the Chartered Institute of Personnel and Development (CIPD).

4.2 Results of Uses of HPWS

In consideration of the characteristics of PSFs, sixteen items were adopted from Huselid (1995)
and Datta et al. (2005). These items covered HR practices in recruitment, performance
management & remuneration, information sharing & participation, training & development. A
sample question is, “Please estimate what proportion (0% to 100%) of your professional staff are
administered an employment test (e.g. skills tests) prior hiring with respect to all of the professional
staff in your organisation over the previous 12 months”.

Since HPWS is mostly used as an index (Batt, 2002; Guthrie, 2001; Guthrie et al., 2009), the
Cronbach’s alpha was calculated for this sixteen-item HPWS scale and this was found to be .73.
This was above the cut-off point of .70 and demonstrates the internal consistency of our HPWS
measure.

Table 2 illustrates the breakdown of respondent’s replies on the proportionate use of various
HPWS practices. On average, the application of HPWS in Irish accounting firms was about 45%. In
other words, a score above 45 implied a more extensive utilisation of HPWS and any lower score
implied a less extensive utilisation of HPWS in comparison to the average utilisation of HPWS. In
this study, the highest score showed the extent to which a specific firm policy or HR practice was in
use in the sample of Irish accounting firms. In this regard, 89% of the sample had access to
continuous training. Similarly, about 83% of the sample utilised formal individual performance
appraisals. Figure 6 presents the results of uses of HPWS in Irish accounting context.

4.3 Results of Intellectual Capital

The measurements derived by Subramaniam and Youndt (2005) to measure intellectual capital
were adopted. The respondents were asked to indicate their level of agreement with each of the
statements (from 1 = strongly disagree, and 7 = strongly agree).

Table 3 illustrates the breakdown of respondent’s replies on each item for measuring intellectual
capital. On average, the scores for human capital, social capital and organisational capital for Irish
accounting firms were 5.49, 5.71 and 5.50 respectively. A higher score for each item indicates
stronger agreement of the respondents. In all, higher scores of resources variables indicate higher
human capital, social or organisational capital while a lower score indicates lower human, social or
organisational capital. Figure 7 presents the results of intellectual capital for each dimension in the
Irish accounting context.



Table 1 The Uses of HPWS in Irish Accounting Firms

Mean Score
)
HPWS Index (average) %
44.92
What proportion of your professional staff...
Are administered an employment test (e.g. skills tests) prior to hiring? 18.10
Hold jobs which have been subjected to a formal job analysis to identify position requirements
: ; - 48.91
(such as required knowledge, skills or abilities)?
Hold non-entry level jobs which have been filled as a result of internal promotions (as opposed
- ] o 25.99
to hired from outside of the organisation)?
Receive formal individual performance appraisals? 82.52
Receive formal performance appraisals from more than one source (i.e., from several 37.04
individuals such as supervisors, peers etc.)? ’
Have access to company incentive plans, profit-sharing plans, and/or gain-sharing plans? 15.43
Receive their performance appraisals which are used to determine their compensation? 45.69
Receive their performance appraisals which are used to set goals and plan skill development? 63.05
Receive above market wage levels to attract and retain them? 25.96
Are included in a formal information sharing program (e.g., a newsletter)? 44.37
Are asked to complete attitude surveys on a regular basis? 9.06
Participate in Quality of Work Life (QWL) programs, Quality Circles (QC), and/or labour- 794
management participation teams? ’
Have access to a formal grievance procedure and/or complaint resolution system? 82.96
Receive continuous training, e.g. continuous professional development? 89.30
Receive structured mentoring, e.g. via articles? 59.72
Are organised in self-directed work teams in performing a major part of their work roles? 61.93
#Missing data and listwise deletion reduced the sample from n = 190 to n = 187.
Figure 12 Comparison on Uses of HPWS (index results)
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Table 2 Intellectual Capital in Irish Accounting Firms

Mean Score
Resources Measurement )
7-Point
Human Capital (Average) ® In your organisation, the professional staff... 5.49
are highly skilled. 6.01
are widely considered to be the best in the accounting industry. 5.01
are creative and bright. 5.46
are experts in their particular jobs and functions. 5.55
are up to date on relevant new taxation, auditing, accounting and legal developments. 5.85
develop new ideas and knowledge. 5.04
Social Capital (Average) P In your organisation, the professional staff... 5.71
are skilled at collaborating with each other to diagnose and solve problems. 5.68
develop and maintain good relationships with clients. 6.16
share information and learn from one another. 5.91
interact and exchange ideas with people from different functional areas of the organisation. 5.56
partner with clients to develop solutions. 5.53
apply knowledge from one area of the organisation to problems and opportunities that arise in 539
another.
Organisational Capital (Average) ®: In your organisation ... 5.50
The databases are used as a way to store knowledge. 5.76
The processes are appropriate to solve clients’ problems. 5.58
The culture (stories, rituals and symbols) contains valuable ideas and ways of doing business. 5.35
The routines enable employees to know each other. 5.61
The routines enable employees to know about the whole organisation. 5.59
Much of the organisation’s knowledge is contained in manuals, databases, structures and 515
processes.
g rlmdfgd of vertical hierarchies and cross-function barriers are maintained in the organisation 5 46

#Missing data and listwise deletion reduced the sample from n = 190 to n = 188. ® The valid sample was n = 190 (listwise).

¢ Missing data and listwise deletion reduced the sample from n = 190 to n = 185.

Figure 13 Intellectual Capital (7-point scale)
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4.4 Results of Knowledge Management Capacity

The measures for knowledge management capacity are mainly adopted from Chen and Huang
(2009). Five additional items are also used to measure knowledge management capacity because
of the context of PSFs. All of the 13 items are measured on a seven-point Likert-type scale (1 =
strongly disagree, 7 = strongly agree). All of the three aspects had very high reliability with
Cronbach’s alpha above .83. This is above the suggested value of .70. Thus, we concluded the
measures for knowledge management were valid and internally consistent.

Table 4 illustrates the breakdown of respondent’s replies on knowledge management capacity. On
average, Irish accounting firms’ knowledge management capacity is 5.56 on a seven point scale..
A higher score indicates more knowledge management capacity while a lower score indicates less
knowledge management capacity. This applies to the three aspects of knowledge management
capacity, i.e. knowledge acquisition, knowledge sharing and knowledge application. Figure 8
presents the results of knowledge management capacity for each knowledge management
capacity in the Irish accounting context.

Table 3 Knowledge Management Capacity in Irish Accounting Firms

) Mean Score
Knowledge Management Capacity Measurement
7-Point
Knowledge Acquisition (Average) *: In your organisation, ... 5.69
Knowledge is obtained from clients to solve their problems 5.68
Knowledge is obtained from partners to solve clients’ problems 6.04
Knowledge is obtained from employees to solve clients’ problems 5.36
Knowledge Sharing (Average) : In your organisation, ... 5.71
Knowledge is shared between senior level staff and junior level staff 5.77
Knowledge is shared between colleagues 5.89
Knowledge is shared between units 5.47
Knowledge Application (Average)®: In your organisation, ... 5.12
Knowledge is effectively translated into application 5.52
The existing knowledge is integrated successfully with new knowledge acquired from clients 5.58
Organisational knowledge is accumulated by employees through writing general guides on a 467
project and storing them as archives ’
Most of the employees have access to these archives 5.12
Most partners leverage their knowledge efficiently to generate novel solutions for clients 5.67
Most teams can efficiently use knowledge to develop new ideas 5.35
An expertise directory is maintained by job division and specialty of all employees 3.97

2The valid sample was n = 190 (listwise). ® Missing data and listwise deletion reduced the sample from n = 190 to n = 189.

Figure 14 Knowledge Management Capacity (7-point scale)
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4.5 Results of Management Mechanisms Effectiveness

The measures of management mechanisms are newly created scales based on measures of Kraut
and Streeter (1995) on administrative coordination, Janseen (2000) on generating new ideas,
Gittell, Seidner, and Wimbush (2009) on communication. All of the measures use a seven-point
Likert scale, 1 = strongly disagree and 7 = strongly disagree for monitoring and team utilisation, 1 =
to small extent and 7 = to great extent for coordination, 1 = never and 7 = always for generating
new ideas and communication.

Exploratory factor analysis (principal axis analysis with oblique rotation) was conducted and five
factors were found. The factor loadings are above .55 for monitoring, above .65 for team utilisation,
above .50 for coordination, above .65 for generating new ideas, above .49 for communication. The
reliability for each of the five factors was very high (all Cronbach’s alphas above .83).

Table 5 illustrates the breakdown of respondents’ replies on the management mechanisms. On
average, Irish accounting firms’ management mechanisms effectiveness is 4.93. A higher score
indicates more effective management mechanisms while a lower score indicates less effective
management mechanisms. This applies to the five aspects of management mechanisms, i.e.
monitoring, team utilisation, coordination, generating new ideas and communication. Figure 9
presents the results of management mechanisms effectiveness for each aspect in the Irish
accounting context.

Table 4 Management Mechanisms in Irish Accounting Firms

Uses Measurement Mean chre
7-Point
Communication (Average) ® 501
In your organisation, how often do employees on average engage in the behaviours listed below? ’
Communicating with management in a timely way about the status of the project. 4.98
Communicating with management accurately about the status of the project. 5.10
Sharing organisational goals about the quality of services. 4.94
Coordination (Average) " 4.98
To what extent does your organisation engage in the following items? ’
Formal policies and procedures for coordinating the team's work. 5.00
Project milestones and delivery schedules. 5.16
Project documents and memos. 5.15
Regularly scheduled team meetings. 5.29
Requirements/design review meetings. 4.97
Design inspections. 4.26
Monitoring (Average)?
c e 4.65
In your organisation...
There are mechanisms in place to monitor employee contributions to new ideas and 4.9
developments. ’
There are mechanisms in place to encourage employees to reflect on the outcomes of their efforts. 4.69
There are mechanisms in place to assist employees adjust their approach if they find their efforts 4.97
are taking them down the wrong path. ’
Team Utilisation (Average) ® 533
In your organisation ... ’
Teams can be formed quickly as required. 5.61
Newly formed teams quickly establish a good understanding of each others’ talents and skills. 5.34
Teams are continuously reconfigured to address the set of opportunities facing the organisation. 5.04
Teams are formed on the basis of an understanding of people’ s skills and abilities 5.33

#The valid sample was n = 190 (listwise).
P Missing data and listwise deletion reduced the sample from n = 190 to n = 188.
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Figure 15 Management Mechanisms Effectiveness (7-point scale)
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4.6 Results of Organisational Performance

Firm performance was assessed using both subjective and objective measures. The subjective
ones were the self-reported relative organisational performance, relative market performance and
innovation. The objective measures were productivity and absenteeism.

Relative organisational performance and relative market performance. Eleven items were adopted
from Delaney and Huselid (1996). Respondents were asked to rate their organisation’s
performance relative to their competitors using a seven-point Likert-type scale, varying from 1 =
much worse to 7 = much better. Since all of the items adopted have been proved to be valid, the
reliabilities for relative organisational performance and relative market performance were
calculated and were both .84. These were comparable to the ones obtained by Delaney and
Huselid (1996) (alpha = .86 for relative organisational performance and .85 for the relative market
performance).

Innovation. Nine items were adopted from Janseen (2001, 2005). The respondents were asked
“How often do employees on average engage in the behaviors listed below, e.g. creating new
ideas for difficult issues”. The respondents answered from 1 = never to 7 = always. Janseen (2001)
found two factors in innovation. However, in the pilot study, the experts from HR and accountancy
understood them as measuring the same thing. Therefore, a principal axis factor analysis using
oblique rotation of the items was conducted to check the factor structure. All of the nine items had
factor loadings of .72 or above on a single factor, and this factor explained 75.99% of variance,
with an enginvalue of 6.84. These factor loadings are shown in Appendix L. The nine-item scale
had a reliability of .96.

Productivity. Productivity was calculated as revenue/number of professional staff. The revenue
data was aggregated from the respondents’ data and the public data since there was strong
agreement between the data in these resources. The respondents were asked to estimate the
income from fees for their firm/unit for the most recent year (€ million). The firm size information
was collected from public databases such as Chartered Accountants Regulatory Board,
Businessworld Top 1000 Professional Firms, Kompass and Fame.

Absenteeism. Absenteeism was calculated as the number of absent days per employee per year
due to illness.

Table 6 illustrates the breakdown of respondent’s replies on relative organisational performance
and relative marketing performance. For subjective firm performance measurements, the average
scores were 5.72 for the relative organisational performance, 4.78 for the relative market
performance and 4.40 for innovation. A higher score indicated better performance than the
average performance while a lower score indicated worse performance. For the subjective firm
performance measure, on average, the productivity of Irish accounting firms was €0.08 million per
professional staff. The higher score indicates that the firm is more productive than the average firm
and a lower score indicates that the firm is less productive. The average absenteeism was 4.10
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days. The larger number indicates that the longer absent time of employees. Figures 10 to 11
presents the results of these performance measures in Irish accounting context.

Table 5 Organisational Performance in Irish Accounting Firms

Firm Performance Measurements Mean Score

Relative Organisationa! Pe_rformance ‘ _ 572

Please rate your organisation’s performance relative to your competitors:
Quality of services 6.06
Development of new services 5.19
Ability to attract essential employees 5.25
Ability to retain essential employees 5.75
Satisfaction of clients 5.96
Relations between partners/directors and other employees 5.90
Relations among employees in general 5.93

Perceived Marketing P_en‘o_rmancea _ _ 4.78

Please rate your organisation’s performance relative to your competitors:
Marketing 4.62
Growth in revenue 4.83
Profitability 4.94
Market share 4.72

Innovation® o _ _ ‘ 450

In your organisation, how often do employees on average engage in the behaviours listed below?
Creating new ideas for difficult issues 4.53
Searching for new work methods, techniques or instruments 4.65
Generating original solutions for problems 4.76
Mobilising support for innovative ideas 451
Acquiring approval for innovative ideas 4.61
Transforming innovative ideas into useful applications 4.45
Evaluating the utility of innovative ideas 4.31
Introducing innovative ideas into the work environment in a systematic way 4.31
Making team members enthusiastic for innovative ideas 4.40

Productivity (€ million per professional staff)" .08

Absenteeism (the number of absent days per employee per year because of illness) 4.10

#The valid sample was n = 190 (listwise)
b Missing data and listwise deletion reduced the sample from n = 190 to n =137
“Missing data and listwise deletion reduced the sample from n = 190 to n =188

Figure 16 Subjective Performance Measures (7-point scale)
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Figure 17 Objective Performance Measures
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5. REGRESSION RESULTS OF THE SURVEY

Controlling for firm size and firm age, the impact of HPWS, intellectual capital on firm performance
was tested.

Figures 12 to 14 illustrate that the use of HPWS was positively related to productivity, relative
organisational and market performance and innovation, and negatively related to absenteeism.

Figure 18 HPWS on Relative Organisational and Market Performance and Innovation
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Figures 15 to 17 illustrate that the human capital was positively related to productivity, relative
organisational and market performance and innovation, and negatively related to absenteeism.

Figure 21 Human Capital on Relative Organisational and Market Performance and Innovation

7
>
61 A
g
5 »| —e— Relative organisational
performance
@
4 —eo— Relative market
1 performance
L.
E 3 | —a— Innovation
2
8 2
o)
@
1 -
4
0] T T T T T
1 2 3 4 5 6 7
Human Capital
Figure 22 Human Capital on Productivity Figure 23 Human Capital on Absenteeism
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Figures 18 to 20 illustrate that the social capital was positively related to productivity, relative
organisational and market performance and innovation, and negatively related to absenteeism.

Figure 24 Social Capital on Relative Organisational and Market Performance and Innovation
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Figure 25 Social Capital on Productivity Figure 26 Social Capital on Absenteeism
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Figures 21 to 23 illustrate that the organisational capital was positively related to productivity,
relative organisational and market performance and innovation, and negatively related to
absenteeism.

Figure 27 Organisational Capital on Productivity =~ Figure 28 Organisational Capital on Absenteeism
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Figure 29 Organisational Capital on Relative Organisational and Market Performance and Innovation
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In addition, the impact of HPWS on intellectual capital, knowledge management capacities and
management mechanisms were tested. Figures 24 to 26 show that HPWS was positively related to
the three aspects of intellectual capital (human capital, social capital organisational capital),
knowledge management capacities (knowledge acquisition, sharing and application), and four
management mechanisms (communication, coordination, monitoring and team utilisation).

Figure 30 HPWS on Intellectual Capital
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Figure 31 HPWS on Knowledge Management Capacity
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Figure 32 HPWS on Management Mechanisms Effectiveness
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6. FINDINGS

Based on the above analysis, the findings can be summarized as follows:
B HPWS usage was found to be about average (45%).

This result is consistent with the result (46.96%) in Guthrie et al.’s study (2009) in which
data on HPWS was collected from 165 firms among the Top 1000 companies in Ireland.

B Intellectual capital, knowledge management capacities, and management mechanisms
effectiveness in Irish accounting firms are high (above average value of 4).

B The firms with more uses of HPWS saw increases in productivity, relative organisational
and market performance and innovation, and decreases in absenteeism.

B The firms which make more use of HPWS saw higher intellectual capital, i.e. human
capital, social capital and organisational capital.

E The firms with more uses of HPWS saw higher knowledge management capacities, i.e.
knowledge acquisition, knowledge sharing and knowledge application.

B The firms with more uses of HPWS saw more efficient management mechanisms, i.e.
communication, coordination, monitoring and team utilisation.

E The firms with higher human capital saw increase in productivity, relative organisational
and market performance and innovation, and decreases in absenteeism.

B The firms with higher social capital saw increase in productivity, relative organisational and
market performance and innovation, and decreases in absenteeism.

B The firms with higher organisational capital saw increases in relative organisational and
market performance and innovation, and decreases in productivity and absenteeism.

7. CONCLUSION

The main objective of this research was to investigate the uses of HPWS, intellectual capital,
knowledge management capacities and to examine their impact on firm performance in Irish
accounting context.

This study explores the theory bases for the above concepts and their application in professional
service firms. Data was collected from 190 managing partners, HR directors/managers in 120 Irish
accounting firms. This report presents both descriptive results and hierarchical multiple regression
analysis results of the survey. The findings provide sufficient support for the uses of HPWS which
have positive impact on organisational performance and help firms build intellectual capital and
knowledge management capacities.

There are some limitations in this report. For example, it did not list each item for each category in
HPWS. Recruitment includes employment test, formal job analysis and internal promotion. If you
require any further information relating to the study or its findings, you could contact Ms Na Fu who
will be very happy to provide additional information. Her contact information is as follows:

Ms Na Fu

Dublin City University Business School
Glasnevin

Dublin 9

Email: Na.Fu3@mail.dcu.ie
Tel: 01-700-5742
Mobile: 0870510338

References are available as request.
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APPENDIX K: LETTER FOR MISSING DATA (SAMPLE)

UNIVERSITY RESEARCH

DCU@@

SIOI\VEY OF ACCOUNTING FIRMS 2010

[ RESOURCE MANAGEMENT, KNOWLEDGE MANAGEMENT AND PERFORMANCE

Date Ref: .

Dear XXX

| am writing in relation to the work we are doing on accounting firms.

First, thank you very much for your great support. We very much appreciate this.

The data collection is drawing to a close and we are preparing the customized report for your practice.
GCould you please help us to confirm the following three guestions?

If there is no exact data in your practice, could you please provide us with your best estimate? Many
thanks.

1.21 Please indicate the proportion of your fee income that comes from innovative
services (as opposed to repeat work): %

5.2 Please rate your organisation’s performance as follows relative to your competitors
using the scale of 1 to 7 (1 = much worse, 7 = much better)

Development of new services

1 2 3 4 b 6 7
much worse much better

Please return your answers to us using the pre-paid envelope enclosed or email me at
Na fud @mail.dcu.ie with subject of “Ref: .._".

Thanks again for your help as always.
Best wishes,

Na

Research Fellow

on behalf of Patrick

Professor Patrick G Flood

Head, HRM-Organizational Psychology Group
Dublin Gity University Business School

Dublin 9, Ireland

Office: +353-1-7006943

LInK Research Gentre: hitp://www link dcu.ie
hitp://www amazon ca/Persuasive-l eader-l essons-Arts/d 70688289

e 0000 ORDROEOOEDNSONONOEODONOEOSEOSEOEOEDNOEORDROODRES

’ 3
5 i’
A b .
FProf. Fatikck Fhand D e Bosak FProf. T Moy Mlx Ma Fu Don. Plidliy CF Regan
HEM Group Heald Lectares in Pyvehology  Frofessor of Management  Daotoral stuslent Seniny Lechmer

Trsblme Oty Ungversny Tonibun iy TTigversy Ty verzary of Ondond ol iy Thinaver sy Uhnversiy of Lamenick

SUPPORTED BY
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APPENDIX L: EXPLORATORY FACTOR ANALYSIS
RESULTS FOR RESOURCES (N=189)°

Rotated Factor Loadings

1 2 3
Human Capital
Professional staffs are widely considered to bebtst in the
accounting industry. .82 05 -18
Professional staffs are experts in their particidhs and
functions. 75 .00 10
Professional staffs are up to date on relevanttasation,
auditing, accounting and legal developments. 12 10 02
Professional staffs are creative and bright. 70 -.06 05
Professional staffs are highly skilled. 69 -10 .09
Professional staffs develop new ideas and knowledge 44 -.09 48

Social Capital

Professional staffs share information and learmfome
another. -.08 -.02 .87

Professional staffs interact and exchange idedspeiople

from different functional areas of the organisation -11 -04 -84
Professional staffs partner with clients to devedojutions. .09 -01 69
Professional staffs develop and maintain goodioeiakips

with clients 20 -04 63
Professional staffs apply knowledge from one afe¢he

organisation to problems and opportunities thaseair 10 22 58
another.

Professional staffs are skilled at collaboratinthveiach other

to diagnose and solve problems. 26 03 56
Organisational Capital

The culture (stories, rituals and symbols) contaalsable

ideas and ways of doing business. 23 e -18
Much of the organisation's knowledge is contaimecthanuals,

databases, structures and processes. -.06 75 -16
The processes are efficient to solve clients’ protd. 14 74 -.08
The routines encourage employees to know each.other .07 72 19
The routines encourage employees to know aboutiiodée

organisation. -13 67 25
The databases are used as a way to store knowledge. 02 63 -07
A low level of vertical hierarchies and cross-fuantbarriers

are maintained in the organisation structure. -19 4 22
Eigenvalues 8.06 2.54 1.36
% of variance 42.41 13.41 7.18
a .86 .89 .88

& Extraction Method: Principal Axis Factoring. Ravat Method: Promax with Kaiser Normalization.
® Rotation converged in 6 iterations.
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APPENDIX M: EXPLORATORY FACTOR ANALYSIS

RESULTS FOR USES (N=189)*°

Rotated Factor Loadings

1 2 3 4
Communication
Communicating with management in a timely way alibat
status of the project. 01 -04  1.02 -04
Communicating with management accurately abousthieis of
the project. -.03 .01 .95 -.02
Sharing organisational goals about the qualityeo¥ises. 06 07 65 10
Coordination
Project milestones and delivery schedules. 87 00 05 -12
Project documents and memos. 87 01 -03 -07
Requirements/design review meetings. 79  -10 08 07
Regularly scheduled team meetings. 73 10 -.07 08
Design inspections. 71 02 04 -01
Formal policies and procedures for coordinatingtédzen's work. 59 04 -.08 18
Monitoring
There are mechanisms in place to encourage emgdgee
reflect on the outcomes of their efforts. -02 02 -02 92
There are mechanisms in place to monitor employee
contributions to new ideas and developments. .05 -12 .00 91
There are mechanisms in place to assist employgest dheir
approach if they find their efforts are taking thdown the -.04 .30 10 55
wrong path.
Team utilisation
Newly formed teams quickly establish a good undeding of
each others’ talents and skills. -09 91 .05 .01
Teams are formed on the basis of an understandipgople's
skills and abilities. 00 86 -01 .02
Teams can be formed quickly as required. 09 85 -.05 -11
Teams are continuously reconfigured to addressahef
opportunities facing the organisation. 10 62 .04 .03
Eigenvalues 777 198 139 1.07
% of variance 4854 1238 8.66 6.71
a .90 .89 .88 .92

a Extraction Method: Principal Axis Factoring. Rada Method: Promax with Kaiser

Normalization.
b Rotation converged in 10 iterations.
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APPENDIX N: EXPLORATORY FACTOR ANALYSIS
RESULTS FOR INNOVATION (N=189)2°

Innovation Factor Loadings
Transforming innovative ideas into useful applicas. .89
Evaluating the utility of innovative ideas. .89
Mobilising support for innovative ideas. .88
Making team members enthusiastic for innovativagde .88
Introducing innovative ideas into the work envir@mhin a systematic way. .88
Generating original solutions for problems .86
Acquiring approval for innovative ideas. .84
Searching for new work methods, technigues orunsénts. .83
Creating new ideas for difficult issues. 72
Eigenvalues 6.84
% of variance 75.99
a .96

a Extraction Method: Principal Axis Factoring. Raia Method: Promax with Kaiser Normalization.
b Rotation converged in 10 iterations.

21



APPENDIX O: ASUMMARY OF STUDIES FOR MEASURING PSFS ' PERFORMANCE

Study

Purpose

Performance measurement

sOatze

Burke (1996)

To examine performance evaluation
and counselling experiences within a
single large professional services

firm.

2,150 professionals in a
single large professional
services firm

performance evaluation and coaching experiences
(mainly five-point Likert scale: 1 = not at all;5 Survey

to a great extent

Greenwood et al.

(2007)

To explore and compare the effects o{
ownership upon professional service

firms

p 50 consulting firms

Productivity = total revenues per professional

Consultants
News and
Management
Consulting
International

Greenwood et al.

(2005)

To find the determinants of PSFs’
performance by analysing
organisational reputation and

diversification

160 accounting firms in

Firm Performance = revenues per professional
(R/IP)

Public
Accounting
Report

Hitt et al. (2001)

To examine the direct and moderatin
effects of human capital on PSFs’

performance

%3 from 100 largest law
firms in the United States

the ratio of net income to total firm revenue

American
Lawyer

Hitt et al. (2006)

To examine the impact of human
capital and relational capital on the
internationalization of PSFs

72 from the 100 largest
U.S. law firms

Firm performance = the ratio of worldwide net
income to total firm revenue.
Internationalization = the number of foreign

offices and the number of lawyers in each office

American
Lawyer

Malos (1996)

To investigates linkage among
indicators of options-based career
mobility strategies in PSFs and
mentoring, developmental work
experience, intentions to stay, startingpther large firms in major
salaries, and firm financial

performance

117 of the nation’s

grossing law firms and

Financial performance measures (revenues per

lawver. profits per partner, and the relative
profitabilitv indexl

Am Law 100
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Study Purpose Sample Performance measurement sOatze

o . . Performance
To examine if public ownership create - , .
; growth = an agency’s percent annual change in
negative consequences for 122 from the largest 200 -
von Nordenflycht. revenue Advertising

professional service firms by reducingagencies from the 1962
employee incentives in advertising  Advertising Age report.
industry

(2007) creativity = the number of Clio and ADCNY Age report
awards an agency won in a given year

firm size = the logarithm of global revenue

To address the difficulties associated Output of the service producer (operational

with the measurement of productivity 60 largest management measure) : Turnover Data
: L S o Envelopment
Nucham (1999)  of professional service firms and to  consulting firms active in Analvsis
propose a more adequate measure oSweden Output of the client: Improved competitive (DEK)
productivity in these industries. position
Directories of
accountant
. To examine the effect of human and Entire population of o . . _ . associations
Pennings et al. ; . . . o N organisational dissolutions = the changes in
(1998) social capital upon firm dissolution in Dutch accounting firms accountants' organisational affiliations that appeared
PSFs for the period 1880-1990 at one- to
five-year
intervals

To examine the proposition that the
traditional archetype of the
Pinnington and professional partnership is said to
Morris (2003) have changed into a more 'business-
like' entity, the managed professional
business.

756 partnership firms of Comparative firm performance using a five-point
solicitors in England and Likert varying from 1=much better to 5 = much Survey
Wales worse
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