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Abstract

This paper examines the impact of competitive strategies and strategic Human
Resource Management on Firm Performance of Palestine from various critical
perspectives. Rapid environmental changes, competition to provide innovative
products and services, changing customer and investor demands and
globalization have become the standard backdrop for firms. Sustained
competitive advantage could be generated from a firm’s human capital by
designing strategic human resource management to diagnose a firm’s strategic
needs which is required to implement a competitive strategy and achieve
operational goals. Effective human resource management strategy
systematically organizes all individual human resource management measures
to directly influence employee attitude and behavior in a way that leads
business to achieve its competitive strategy. The researcher has selected
corporate and non-corporate firms as well as small and Medium Corporation
were chosen in different areas of Palestine (south, north, and middle) 106
respondents selected from 45 firms across the three zones of Palestine. The
general objective of the study is to investigate the place of Strategic Human
Resource Management in improving corporate performance among mentioned
firms in Palestine. The study used descriptive statistics (frequencies, means
and percentages) to answer the three research questions posed for the study.
The Spearman Rank Correlation Coefficient was used to test the three
hypotheses that guided the study. The final results showed that there is a
strong positive correlation between strategic HRM and performance level of
competition in the firms. It was also concluded that SHRM is an important and
indispensable tool for any organizations performance and for any organization
that wants to gain competitive advantage over others. Finally, this article
develops a conceptual framework that explains the relationship between
strategic human resource management, competitive strategies and firm
Performance.

Key Words: Strategic human resource management, Firm performance, Competitive
strategy, Palestine

INTRODUCTION
The word organization implies that there is a holistic system, members of this system are in
some way committed or obligated to it, and that the system is arranged according to some kind
of designated design or structure (April Young love 2006). The organizations usually have
resources at their disposal which they deploy to realizing their goals and objectives. These
resources are: Capital, Land, Labor (Human) and Technology. Humans are an organization's
greatest assets; humans and the potential they possess drive an organization (Christine Jahn
2007). Today's organizations are continuously changing. Organizational change impacts not
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only the business but also its employees. In order to maximize organizational effectiveness,
human potential —individuals' capabilities, time, and talents—must be managed.

Organizations are seeking to create much competition between them, taking more market,
more customers, more sales, etc. Rapid changes stemming from globalization, advancement of
information systems and other factors have caused higher competition. Many organizations are
driven by the market to set their goals in their performance. Some of the goals are: cost
reduction, achieving sales levels, increasing the number of customers, increasing the market
percentage, improving productivity and quality, innovative products. The realization of these
goals will be achieved through the human resources management in organizations. Workforce,
as the key to success, will enable the achievement of organizational performance.

Human resources are regarded as one of the most important sources of today's firms. Human
resources management is more important than other competitive sources because these
people use other assets in organization, create competitiveness and realize objectives. Thus
firstly, organizations must understand the expectations of their workforce in order to achieve
the desired performance. The realization of expectations of employees will enable the desired
behavior of employees in the organization. The desired outcomes of the organization in
managing their workforce are: competence, cooperation of employees with managers,
cooperation of employees between them, showing the capabilities of employees; motivation,
commitment and satisfaction; attitude and presence; employee behaviors.

The overall goal of performance management is to create a culture as high performance in
which individuals and teams to take responsibility for the continuous improvement of business
processes and their skills and contribute in achieving the targets set by managers. In particular,
management performance can be expressed as the approximation of individual objectives of
employees with organizational objectives provided that employees support the culture of the
organization. (Armstrong, 2006).

The purpose of strategic human resource management is to improve business performance
through people management. The organizations need to manage their human resources
effectively and efficiently to achieve the desired goals and objectives. The achievement the
goals and objectives translate also in better performance. So, the issues raised for discussion
are: How should organizations manage their main source - human resources? Does strategic
human resource management help to meet the needs, the goals and objectives of the business?
As should be adapted strategic human resource management to realize the performance? How
should adapt strategic management of human resources to increase organizational
performance? The main objectives of the study are:

1. To observe closely how applicable is in practice the theoretical aspect of strategic
human resource management for the achievement the organizational performance in
Palestine.

2. To observe if organizations use the strategy of human resource management for the
achievement of their performance objectives.

3. To observe the importance of these strategies in the organization and in their
performance in Palestine.

4. Is there any relationship between Strategic Human Resource Management and

organizational success in Palestinian firms?

Do Palestinian firms practice SHRM differently?

Does Strategic HRM have any significant effect on organizational performance?
7. Does SHRM give some organizations an edge over others that do not practice it

o u
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LITERATURE REVIEW

Human Resources Defined

Human Resources (HR) has been given many definitions over the years, but the two most
popular definitions given by the American Heritage Dictionary are “the persons employed in a
business or organization” (Houghton Mifflin Company [HMC], 2000) and “the field of personnel
recruitment and management”(HMC). Both definitions fail to provide the key insight into the
power of HR policies, strategies and quality personnel to be able to create substantial
competitive advantage for an organization. The HR field has changed dramatically from the
original HR departments of the early and mid-twentieth century to today. These original HR
departments (called personnel departments at the time) existed primarily to hire new
employees and administer employee benefits.

The achievements of organizational objectives can be different in different organizations. The
studies emphasize the impact of HRM on organizational performance. Basically, and other
studies in this area, point out that it is necessary to achieve organizational objectives and
management of human resources should be strategic. Also, the strategies of human resource
management should be integrated with the overall organizational strategy in the context of
achieving performance. There has been much research on strategic human resource
management that affects organizational performance. The discussions and definitions will be
divided in two parts of speech: the strategic management of human resources and
organizational performance.

Strategic Hrm Concept

Strategic HRM is a process that involves the use of overarching approaches to the development
of HR strategies, which are integrated vertically with the business strategy and horizontally
with one another. These strategies define intentions and plans related to the overall
organizational considerations, such as organizational effectiveness, and to more specific
aspects of people management, such as; resourcing, learning and development, reward and
employee relations. Strategic HRM focuses on actions that differentiate the firm from its
competitors (Purcell, 1999). It is suggested by Hendry and Pettigrew (1986) that it has seven
meanings:

The use of planning;

A coherent approach to the design and management of personnel;

Systems based on an employment policy and workforce strategy;

Often underpinned by a “philosophy”;

Matching HRM activities and policies to some explicit business strategy;

Seeing the people of the organization as a strategic resource;

Achievement of competitive advantage (Armstrong, 2006).

VVVVYVYVY

Strategic HRM has a clear focus on implementing strategic change and growing the skill base of
the organization to ensure that the organization can compete effectively in the future
(Holbeche, 2004). SHRM facilitates the development of a human capital that meets the
requirements of business competitive strategy, so that organizational goals and mission will be
achieved (Guest, 1987). Strategy of human resource management is an integral part of
business strategy. The main focus of this strategy is to achieve organizational objectives. So,
strategy, then, is a set of strategic choices, some of which may be formally planned. It is
inevitable that much, if not most, of a firm’s strategy emerges in a stream of action over time
(Boxall and Purcell, 2003).
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Organizational Performance Concept

Campbell’s (1999) theory defines performance as behavior or action relevant to the attainment
of an organization’s goals that can be scaled, that is, measured. Moreover, job performance is
defined as what one is paid to do, or what one should be paid to do. The theory states that the
measurement options, be they ratings from a supervisor, peer, or self, a simulated work
sample, or hard criteria (e.g. tallying revenue generated, costs saved, customer complaints, or
some variant of a computerized performance assessment) besides being valid, reliable, and not
deficient should be free of contamination from sources of variation that are not under the
control of the individual (e.g. differences in technology impacting a person’s performance).
Situational enhancers or constraints, if not taken into account in an appraisal, can contaminate
the mean, variance, or both with regard to an individual’s performance. Observation and
interpretation hold the key to the establishment of effective criteria. Yet, an ongoing problem
in appraising people is the lack of reliability in the observation of their behavior (Ronan and
Prien 1971). This unreliability is largely attributed to well-known rating errors such as “first
impressions”, “halo”, and “similar-to-me”. Lifson (1953) found that up to one-third of
performance measurement variance is due to rater differences despite the fact that the
observers had considerable experience in observing and evaluating people in the workplace.
Lance (1994) corroborated this finding. Experience, however, is not a substitute for training.
To solve the problem regarding lack of reliability, an observer must be trained. In this section,
training programs that have been shown to be effective are described, and the necessity of
taking context into account is explained (Boxall, Purcell and Wright, 2007).

Organizational performance is one of the most broadly and extensively used dependent
variables in organizational studies today, and yet, at the same time, it remains one of the most
imprecise and loosely-defined constructs (Rogers and Wright, 1998). In the strategy literature,
the focus of attention on this construct has been concerned almost entirely with financial
measures of performance. Conceptually, organizational performance has been defined as the
comparison of the value produced by a company with the value owners expected to receive
from the company (Alchian and Demsetz 1972). Ramanujam (1986) indicate that a narrow
definition of performance focus on the use of simple outcome-based financial indicators that
are assumed to reflect the fulfillment of the economic goals of the firm.

The literature reveals that studies into the HRM performance have not determined a specific
and precise meaning for the organizational performance construct. Some studies have used
subjective measures to evaluate firms’ performance, such as employee satisfaction, customer
satisfaction, executives’ perceptions about the company’s performance, absenteeism, employee
commitment, and other behavior aspects. Other studies reference various objective measures
for evaluating firms’ performance, such as financial and market indicators. As a result, there is
no common theory concerning organizational performance, and researchers utilize different
indicators or variables to measure this construct. For this reason, there is also a call for a
precise theory of organizational performance (Janssens and Steyaert, 2009) and HRM
researchers and professionals might give crucial and special consideration to filling such a gap
(Guest, 2011).

Another way, the concept of performance has been expressed by Brumbrach (1988) as follows:
performance means both behaviors and results. Behaviors emanate from the performer and
transform performance from abstraction to action. Not just the instruments for results,
behaviors are also outcomes in their own right - the product of mental and physical effort
applied to tasks - and can be judged apart from results. This definition of performance leads to
the conclusion that when managing performance both inputs (behavior) and outputs (results)
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need to be considered. It is not a question of simply considering the achievement of targets, as
used to happen in ‘management by objectives’ schemes. Competency factors need to be
included in the process (Armstrong, 2006).

Strategy and Human Resources Management

In their seminal thesis on the development of HR function, Jamrog & Overholt (2004:1)
declared that “over the past 100 years the HRM professional has been continuously evolving
and changing, adding more and different responsibilities”. The authors’ account shows that the
HRM function has evolved through many stages, from the medieval time through the industrial
revolution, the scientific management, the human relations movement, etc., to the present
strategic business partner model. For most of its history, HR has mainly focused on the
administrative aspects of HRM, except recently, with the strident call for HRM to become a
strategic business partner (Ulrich, 1997; Brockbank 1999; Lawler Il & Mohrman, 2000; and
Lawler III & Mohrman, 2003). Some scholars therefore, are wont to differentiate between the
traditional HRM and SHRM. Traditional HRM is transactional in nature, concerned essentially
with providing administrative support in terms of staffing, recruitment, compensation and
benefits (Rowden, 1999; and Wei, 2006). Ulrich (1997) argues that the HR function has been
an administrative function headed by personnel whose roles are essentially focused on cost
control and administrative activities. Managing people is therefore the responsibility of HR
manager.

HRM is then a “formal system for the management of people within the organization”
(Bateman & Zeithaml, 1993:346). For Inyang (2001:8), HRM is simply “organization’s
activities, which are directed at attracting, developing and maintaining an effective workforce”.

The many transactional or administrative activities involved in managing the human resources
of an organization - training and development, staff motivation, compensation, staff
commitment, quality performance, etc. are meant to be carried out effectively to influence the
achievement of corporate objectives (Inynag, 2008a). The paradigm shift from the
administrative aspects of HRM led to the emergence of SHRM as a new generation of value-
added core responsibility or function of HRM. The emphasis of SHRM is that of a strategic
business partner. It now supports the company’s competitive advantage by providing high
quality people and by helping business managers strategically plans the functions of the
human capital within the organizations (Rowden, 1999). SHRM, strongly beliefs that critical
organizational capabilities or performance behaviors are sine qua non, for the attainment of a
particular business strategy or goal.

Unlike the traditional HRM which covers a wide range of employment practices, including
recruitment, selection, performance appraisal, training and development and administration of
compensation and benefits, SHRM reflects a more flexible arrangement and utilization of
human resources to achieve organizational goals, and accordingly helps organizations gain
competitive advantage (Wei, 2006).

Strategic Human Resources Management

Strategic human resource management is a complex process which is constantly evolving and
being studied and discussed by academics and commentators. Its definition and relationships
with other aspects of business planning and strategy is not absolute and opinion varies
between writers. The definitions below are from the CIPD book Strategic HRM: the key to
improved business performance (Armstrong, M et al 2002) within which there is
comprehensive coverage of the various definitions and approaches to HRM, strategy and
strategic HRM. Strategic HRM can be regarded as a general approach to the strategic
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management of human resources in accordance with the intentions of the organization on the
future direction it wants to take. It is concerned with longer-term people issues and macro-
concerns about structure, quality, culture, values, commitment and matching resources to
future need. It has been defined as: All those activities affecting the behaviour of individuals in
their efforts to formulate and implement the strategic needs of business (Schuler, R.S. 1992).
The pattern of planned human resource deployments and activities intended to enable the
forms to achieve its goals Wright, P.M. et al 1992).

Strategic HRM can encompass a number of HR strategies. There may be strategies to deliver
fair and equitable reward, to improve performance or to streamline structure.

However, in themselves these strategies are not strategic HRM. Strategic HRM is the overall
framework which determines the shape and delivery of the individual strategies.

Boxall and Purcell (2003) argue that strategic HRM is concerned with explaining how HRM
influences organizational performance. They also point out that strategy is not the same as
strategic plans. Strategic planning is the formal process that takes place, usually in larger
organizations, defining how things will be done. However strategy exists in all organizations
even though it may not be written down and articulated. It defines the organization’s behavior
and how it tries to cope with its environment. Strategic HRM is based on HRM principles
incorporating the concept of strategy. So if HRM is a coherent approach to the management of
people, strategic HRM now implies that that is done in a planned way that integrates
organizational goals with policies and action sequences.

Strategic Hrm and Business Strategy

A good business strategy, one which is likely to succeed, is informed by people factors. One of
the driving factors behind the evaluation and reporting of human capital data is the need for
better information to feed into the business strategy formulation process. In the majority of
organizations people are now the biggest asset. The knowledge, skills and abilities have to be
deployed and used to the maximum effect if the organization is to create value. The intangible
value of an organization which lies in the people it employs is gaining recognition by
accountants and investors, and it is generally now accepted that this has implications for long
term sustained performance. It is therefore too simplistic to say that strategic human resource
management stems from the business strategy. The two must be mutually informative. The
way in which people are managed, motivated and deployed, and the availability of skills and
knowledge will all shape the business strategy?

It is now more common to find business strategies which are inextricably linked with and
incorporated into strategic HRM, defining the management of all resources within the
organization. Individual HR strategies may then be shaped by the business strategy. So if the
business strategy is about improving customer service this may be translated into training
plans or performance improvement plans.

Strategic Hrm and Human Capital Management

A number of writers have argued that strategic HRM and human capital management (HCM)
are one and the same thing, and indeed the concept of strategic HRM matches that of the
broader definition of HCM quite well as the following definition of the main features of
strategic HRM by Dyer and Holder (1998) shows: - Organizational level - because strategies
involve decisions about key goals, major policies and the allocation of resources they tend to be
formulated at the top. Focus - strategies are business-driven and focus on organizational
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effectiveness; thus in this perspective people are viewed primarily as resources to be managed
toward the achievement of strategic business goals. Framework - strategies by their very
nature provide unifying frameworks which are at once broad, contingency-based and
integrative. They incorporate a full complement of HR goals and activities designed specifically
to fit extant environments and to be mutually reinforcing or synergistic.

This argument has been based on the fact that both HRM in its proper sense and HCM rest on
the assumption that people are treated as assets rather than costs and both focus on the
importance of adopting an integrated and strategic approach to managing people which is the
concern of all the stakeholders in an organization not just the people management function.
However, the concept of human capital management complements and strengthens the
concept of strategic HRM rather than replaces it (Armstrong, M et al 2002). It does this by:
drawing attention to the significance of ‘management through measurement’, the aim being to
establish a clear line of sight between HR interventions and organizational success providing
guidance on what to measure, how to measure and how to report on the outcomes of
measurement - underlining the importance of using the measurements to prove that superior
people management is delivering superior results and to indicate the direction in which HR
strategy needs to go.

Shrm and Organizational Performance

Although most studies speak of SHRM practices leading to performance, such a one-way line of
causation is unsatisfactory (Edwards and Wright, 2001). The usual key criticism of SHRM
practices and organizational performance is that sound theoretical development that explains
how such SHRM practices operate is absent (Becker and Gerhart, 1996). In an effort to address
such theoretical developments in the area, scholars have proposed to consider intermediate
linkages between SHRM practices and organizational performance (Ferris et al, 1998). Thus
the general consensus developed is that SHRM practices do not lead directly to organizational
performance.

Rather they influence firm resources, such as the human capital, or employee behaviors, and it
is these resources and behaviors that ultimately lead to performance; even though only a few
researchers (Katou and Budhwar, 2006) have measured these mediators and addressed their
24 importance. Since the SHRM practices are not standardized and they only differ according
to the aims and objectives of each individual research, Katou and Budhwar (2006) suggest use
of “mediating model” which adopts two systems of SHRM practices that are usually present in
almost all works, namely, resourcing/development, aiming at attracting and developing human
resources; and rewards/relations, aiming at retaining and motivating human resources.
Similarly,

Gerhart (2005) suggests application of motivation as a mechanism by which SHRM practices
impact organization performance.

Motivation is affected by a variety of SHRM practices, including recruitment, training and
development, work arrangements, compensation systems, and appraisal systems. However,
considering that the literature highlights that most studies examining the relationship between
SHRM practices and organization’s performance have been conducted mostly in a few
developed countries (US and UK), and that only a few researchers have measured the
mediators and addressed their importance, the question still left unanswered is the influence
of SHRM practices on human capital or specifically, motivation and, consequently
organizational performance in other contexts (Katou and Budhwar, 2006). To fill this gap and
to further examine the existence of such a relationship, it is important to conduct research in
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non-US/UK contexts. This study therefore seeks to investigate the association between SHRM
practices and organization performance and also the mediating role of employee motivation in
the Palestinian context.

Literature on SHRM shows that primarily there are three school of thoughts related to
implementation of SHRM practices:

Universalistic approach

This is the simplest approach, which operates with a basic assumption that there is a linear
relationship between variables and that can be extendable to entire population (Delery and
Doty, 1996)

Contingency approach

Many researchers contend that contingency approach is more complex than universalistic
approach because contingency approach is more inclined towards interactions rather than
simple linear relationship (Schoonhoven, 1981; Van, A, and Drazin, 1985; Venkatraman, 1989).

Configurational approach

This is the most complex one because this approach is concerned about the synergetic effect of
a certain SHRM practice (Doty, Glick, and Huber, 1994). Although there is more theoretical
significance of contingency and configurationally approach, but both of these approaches lack
statistical significance, while on the other hand, universalistic approach has more empirical
significance (Syed et al., 2008). This study examines the implications of universalistic
approach. We are using seven best practices of HRM that are described by Delery and Doty
(1996) and further implemented by Syed et al., (2008), which are discussed below.

Internal career opportunities

Internal career opportunities refer to the tendency whether to hire employees mostly from
within the organization or from the outside. According to Delery and Doty (1996),
organizations give importance to internal hiring as compared to external. Pfeffe (1994)
describes it as a give and take process in which managers promote their employees primarily
from within the organization and show trust on them and in return expect greater
performance.

The relationship between internal career opportunities and organizational performance is
empirically supported by Blackwell, Brickley, and Weisbach (1994) and Shay (2006), who
found a positive correlation between these variables. While, on the other hand, Gaertner and
Nollen (1989) relate the promotion rate with psychological commitment.

Furthermore, Ngo and Tsang, (1998) provide support to Gaertner and Nollen’s argument in
their study of 778 business executives in Hong Kong ,who found a positive impact on
c