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ABSTRACT 

 
Human resource management (HRM) is the effective management of people at work.  

Since a firm’s human resources are an important potential source of sustained competitive 
advantage, managing them well helps create unique competencies that differentiate products and 
services and, in turn, drive competitiveness (Ivancevich, 2003; Cappelli and Crocker-Hefter, 
1996).  This link, in principle, facilitates successful corporate performance.  

An increasing body of work contains the argument that there exists a positive relationship 
between so-called “high performance work practices” and different measures of company 
performance (Fey and Björkman, 2001).  Such “high performance work practices” include 
comprehensive employee recruitment and selection procedures, incentive compensation and 
performance management systems, and extensive employee involvement and training.   

A number of studies have found a positive relationship between HRM practices and 
policies, and different measures of company performance (Fey and Björkman, 2001).  For 
example, a significant positive relationship was found between organizations’ use of human 
resource staffing practices and both annual profit and profit growth among a cross-section of 
industries (Terpstra and Rozell, 1993).  Likewise, a link has been shown between systems of 
high performance work practices and short- and long-term measures of corporate financial 
performance (Huselid, 1995). 

This study focuses on studying the relationship between rewards and recognition 
practices and firm performance, as well as between recruitment and retention systems and firm 
performance, using a survey instrument for traditional HRM activities (recruitment, selection, 
performance management, training, compensation, and employee relations) and using 
independently collected organizational performance data focusing on financial performance 
(assets, capital, deposits, and return on equity).  The sample has been restricted to the Philippine 
banking industry. 

The results for 33 banks provide modest evidence for the positive, significant relationship 
that exists between financial performance and such HRM practices as recruitment from topnotch 
schools, administering employment tests, assistance in career planning, and offering 
opportunities for professional growth.  These recruitment issues have a significant positive 
relationship with bank Assets, bank Capital, and bank Deposits, but not with Return on Equity.  
A possible explanation is that profitability of banks may not exactly be a function of HRM 
practices and effectiveness, but of a host of other factors.   
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I. Introduction 

Human resource management (HRM) is the effective management of people at work.  
Since a firm’s human resources are an important potential source of sustained competitive 
advantage, managing them well helps create unique competencies that differentiate products and 
services and, in turn, drive competitiveness (Ivancevich, 2003; Cappelli and Crocker-Hefter, 
1996).  This link, in principle, facilitates successful corporate performance.  Firm performance is 
a multi-aspect phenomenon that is both difficult to measure and is influenced by several factors.  
Studies have shown that organizational performance can be influenced by human resource 
management (HRM) practices, by leadership, by the environment, by market orientation, by 
strategy, and by organizational structure, among many other determinants (Racelis, 2006).  This 
paper inspects only one of such determinants: HRM policies and practices. 

HRM activities play a major role in ensuring that an organization will prosper and 
succeed.  In most organizations, such success is measured by the balance of such complementary 
characteristics as reaching goals, employing the skills and abilities of employees efficiently, and 
ensuring the influx and retention of well-trained and motivated employees (Ivancevich, 2003).  
Thus, top managers have learned to treat the human resources of the organization as the key to 
effectiveness.   

This realization has led to increased interest in the impact of HRM on organizational 
performance, and a number of studies have found a positive relationship between HRM practices 
and policies, and different measures of company performance (Fey and Björkman, 2001).  This 
is what this paper sets out to do: to gather empirical evidence for whether indeed there is a 
positive relationship between HRM and firm performance. 
 

II. Research Question 

The Research Question that this study will seek to address is: What is the relationship 
between Human Resource Management (HRM) policies and practices and Firm Performance?  
Specifically, what is the relationship between rewards and recognition practices and firm 
performance, as well as between recruitment and retention systems and firm performance? 
 

III. Review of Literature 

Human resource management (HRM) examines what can or should be done to make 
working people more productive and satisfied.  For this to be achieved, management must regard 
the development of superior human resources as an essential competitive requirement that needs 
careful planning, hard work, and evaluation (Ivancevich, 2003). 

Given that a firm’s human resources are an important potential source of sustained 
competitive advantage, it is important for a firm to adopt HRM practices that make the best use 
of its employees (Wright, McMahan and McWilliams, 1994).  An increasing body of work 



contains the argument that there exists a positive relationship between so-called “high 
performance work practices” and different measures of company performance (Fey and 
Björkman, 2001).  Such “high performance work practices” include comprehensive employee 
recruitment and selection procedures, incentive compensation and performance management 
systems, and extensive employee involvement and training.  It has been shown that these 
practices can improve the knowledge, skills, and abilities of a firm’s current and potential 
employees, increase their motivation, reduce shirking, and enhance retention of quality 
employees while encouraging nonperformers to leave the firm (Huselid, 1995). 

Evidence shows that implementing high performance management practices results in 
profitability gains, stock price increases, and higher company survival rates.  One study of 968 
firms found that a one-standard-deviation increase in high performance work practices is 
associated with a relative 7.05 percent decrease in turnover and, on a per-employee basis, 
$27,044 more in sales and $18,641 and $3,814 more in market value and profits, respectively 
(Huselid, 1995).  Likewise, a significant positive relationship was found between organizations’ 
use of human resource staffing practices and both annual profit and profit growth among a cross-
section of industries (Terpstra and Rozell, 1993). 

It has been found that employee skills, attitudes, motivation and behaviors mediate the 
influence of HRM policies and practices on organizational effectiveness.  More particularly, 
selection processes as well as training and development opportunities may be linked to 
performance due to their motivational effects.  A good number of studies have shown evidence 
of how such HRM practices have influenced organizational outcomes.  For instance, Terpstra 
and Rozell (1993) found a significant positive relationship between company profits and staffing 
practices such as the study of recruiting sources and the use of selection interviews and tests. 

 Studies have shown that HRM systems influence firm performance by shaping employee 
behaviors and attitudes at work.  ‘Bundles’ or configurations of HRM systems focusing on 
maximizing commitment have been found to be positively and significantly related to 
manufacturing performance in U.S. minimills (Arthur, 1994).  On the other hand, other studies 
show that the relationship results chiefly from the higher productivity, the reduction of direct 
labor costs and the decline in turnover that specific HRM practices induce.  For instance, there is 
a link between systems of high performance work practices and short- and long-term measures of 
corporate financial performance (Huselid, 1995). 

Supangco (2001) studied the relationship between sophistication of HRM plan and 
perceived organizational performance; the relationship between sophistication of HRM plan and 
the degree to which companies undertake practices with high strategic value; and the relationship 
between strategic value of human resource activities and perceived organizational performance.  
Her work focused on HRM systems that have great strategic value.  Her findings supported all 
the hypotheses that all three relationships were positive and significant. 
 

IV. Theoretical Framework and Hypotheses 

This paper sets out to find empirical evidence for whether there exists a positive 
relationship between traditional Human Resources Management (HRM) and firm performance, 
as shown below: 

 



 
 
 

 

 

 

 

Different from the work of Supangco (2001), the present study: (a) takes only traditional 
HRM activities, which include recruitment, selection, performance management, training, 
compensation, and employee relations; (b) collects data on organizational performance 
independently, that is, from companies’ financial statements, instead of self-reported survey data; 
and (c) the restriction of the study to just one industry. 

There is evidence that incentive compensation and performance management systems as 
well as training and development opportunities are highly valued and are linked to firm 
performance, most likely due to their motivational effects, and because they reflect a regard for 
empowerment and accountability (Denison and Fey, 2003). 

Hence, the following hypothesis: 

Hypothesis 1: There is a positive relationship between the existence of employee rewards 
and recognition systems and firm performance. 

Terpstra and Rozell (1993) find that there exists a significant positive relationship 
between organizations’ use of human resource staffing practices and both annual profit and profit 
growth among companies from different industries.  Likewise, specific HRM practices related to 
selection and tenure seem to influence firm performance by shaping employee behaviors and 
attitudes —for instance, by maximizing organizational commitment (Arthur, 1994).   

Hence, the following hypothesis: 

Hypothesis 2: There is a positive relationship between human resource management 
practices relating to recruitment and retention, and firm performance. 

 

V. Methodology  

The operationalization of the variables shall be as follows: 

Rewards and Recognition: Human Resource Management (HRM) practices have been 
shown to be an important cultural element that relates to performance (Fey and Björkman, 2001).  
The rewards and recognition practices shall be measured through responses to twelve Likert-type 
items on the Measurement Instrument (see items 1 to 12 of Appendix I).  These items comprise 
such important elements as compensation, benefits, praise and recognition (Bellingham, Cohen, 
Edwards, and Allen, 1990), training, opportunities for growth, and career planning (Fey and 
Björkman, 2001), as well as concern about employees’ well-being and satisfaction (O’Reilly, 
Chatman, and Caldwell, 1991). 

Recruitment and Tenure: Organizational effectiveness depends to a large extent on the 
development of superior human resources which, in turn, requires careful planning, hard work, 
and evaluation (Ivancevich, 2003).  Recruitment and tenure issues involve such important 
elements as the administration of employment tests (Huselid, 1995), the use of performance 

Human Resource 

Management practices 

Rewards and 

Recognition 

Recruitment 

and Retention 

Firm 

Performance 



appraisal systems (Huselid, Jackson and Schuler, 1997), and fair and objective tenure rules 
(Bellingham, Cohen, Edwards, and Allen, 1990).  The recruitment and retention practices shall 
be measured through responses to six Likert-type items on the Questionnaire (see items 13 to 18 
of Appendix I).   

Performance: Performance shall be limited to financial performance, namely: (1) total 
assets; (2) bank capital, (3) amount of deposits, and (4) return on equity. 

Industry: The survey in this study shall be limited to the Banking and Financial Services 
industry.  The Banking industry is being chosen for the following reasons: (a) Confining the 
study to the respondents belonging to one industry is an attempt to control as many other 
effectiveness-related determinants as possible.  This sampling design, thus, reduces other sources 
of variance that would most likely occur when using non-comparable organizational units; and 
(b) The banking sector is Human Resources-intensive.  Thus, similarities in jobs, career paths, 
and occupational and job orientations in the banking sector would allow for more meaningful 
comparison.  Likewise, the assumption that banks have similarities in the nature of their services, 
tasks and operations, procedures, technology, and structures, and are experiencing similar 
opportunities and external environmental challenges and threats, will provide better comparative 
analysis (Marzan, 1997). 

Statistical Methods: The analyses shall use statistical methods that exploit the 
correlations existing between data on HRM and firm performance.  Factor analysis will first be 
performed on the responses to the questionnaire. This shall reveal the latent factors defining the 
characteristics of the HRM systems of the respondent banks. Regression Analysis will 
subsequently be done on each of the HRM Factor scores vis-à-vis the financial measures of firm 
performance. 

None of the foreign studies reviewed used factor analysis of the HR variables prior to 
regression analysis.  While the study by Supangco (2001) factor analyzed the firm performance 
variables, the HR management variables were not factor analyzed either, as these consisted of 
HR indices constructed by summing each HR component that is present in the HR plan.  Thus, 
the present study is the first to use factor analysis of HR variables prior to regression analysis. 

 

VI. Results and Analysis 

Descriptive Statistics: Appendix II sets forth the List of Banks in the Sample.  Table I 
below summarizes the description of the banks surveyed: 

Table I: 

Sample of Banks 

Bank Type  Number  Number TOTAL 

Commercial Banks Local 12 Government 3  

 Foreign 2  Private 11 14 

Thrift/Rural Banks Local 14 Government 3  

 Foreign 5 Private 16 19 

TOTAL     33 



Results of Factor Analysis: Table II below shows the Factors to which the eighteen 
Human Resource (HR) variables can be reduced.  The Table explains the HR survey questions 
composing each of the five (5) resulting factors. 

Table II: 

Factor Analysis Results 

Factor Question # Survey Question 

FACTOR 1 Question 2 In my bank, employees are paid fairly for their work. 

 Question 4 In my bank, employees are recognized for a job well done. 

 Question 12 The bank cares about workers’ overall satisfaction at work. 

 Question 5 In my bank, employees receive praise for good performance. 

 Question 3 In my bank, employees’ compensation is competitive. 

 Question 18 In my bank, length of service is the deciding factor in advancement when 
skills and ability are equal. 

 Question 11 The bank cares about its employees’ well-being. 

 Question 1 In my bank, employees receive high pay for good performance. 

FACTOR 2 Question 7 In my bank, employees are offered opportunities for professional growth. 

 Question 10 The bank assists in career planning. 

 Question 15 My bank carefully studies recruiting sources (e.g., direct applications, 
employee referrals, college recruiting, want ads, etc.) to determine which 
sources yield high-performing employees. 

FACTOR 3 Question 9 In my bank, employees regularly receive non-technical training. 

 Question 6 In my bank, employees receive satisfactory benefits (e.g., health, 
vacation, sick, etc.). 

 Question 17 In my bank, merit or performance rating alone is the basis for promotion 
decisions. 

 Question 8 In my bank, employees regularly receive technical training. 

FACTOR 4 Question 14 My bank recruits only from the best, topnotch schools in the country. 

FACTOR 5 Question 13 My bank always administers an employment test prior to hiring. 

 

Regression Results: Regression Analysis was subsequently done on each of the five (5) 
HRM Factor scores vis-à-vis the financial measures of firm performance.  Table III on the next 
page presents the regression results of the correlational analysis between each of the HRM factor 
scores and each of the financial performance variables.  Table III also indicates the results when 
dummy variables are added into the model.  The basic model is extended to consider such 
control variables as Bank Size, private vs. government banks, and local vs. multinational banks, 
because the banking sector as characterized by major differences in performance depending on 
(a) whether the bank is “private” or “public”, (b) whether the bank is “big” or “small”, and (c) 
whether the bank is local or foreign (Marzan, 1997).  It is to be noted on Table III that only the 
control variable Bank Size has any influence on the financial performance variables. 

Analysis: Given the empirical findings on Table III, the two hypotheses of this study 
receive modest support, as not all HR factors were found to have positive, significant influence 
on the financial performance variables of the banks. 



Table III: 

Results of Regression Analyses
a
 

Independent Dependent Variables 

Variables Assets Capital Deposits Return on Equity 

Model 1:     

Factor 1 -0.244 -0.209 -0.084 0.100 

Factor 2 0.473 0.478 0.159 0.053 

Factor 3 -0.133 0.026 -0.138 0.266 

Factor 4 1.126*** 1.140*** 1.169*** -0.278 

Factor 5 0.934** 0.704** 0.881** 0.236 

Model 2:     

Bank Size 3.138**** 2.858**** 3.292**** 0.575 

Factor 2 (w/ 
Bank Size) 0.488* 0.492** 

 

0.175 

 

0.068 

*Note: Entries are regression coefficients.     *p<0.10;   **p<0.05;   ***p<0.01;   ****p<0.001 
a Heteroskedasticity tests show absence of heteroskedasticity for Assets, Capital, and Deposits as 

dependent variables, while for ROE as dependent variable, there is heteroskedasticity among the 
variables.  Hence, Newey-West statistics (standard errors) have been selected for the latter. 

Model 1: One of the hypotheses in this study is that there is a positive relationship 
between human resource management practices relating to recruitment and retention, and firm 
performance.  This hypothesis receives modest support, as only the variables related to 
recruitment from topnotch schools and the administering of employment tests were found to 
have a significant, positive relationship with organizational performance.  In any case, this result 
corroborates literature that explains that recruitment and tenure issues, such as the administration 
of employment tests (Huselid, 1995) and the study of recruiting sources (Terpstra and Rozell, 
1993), have a significant positive relationship with financial performance.  It is to be noted, 
however, that these recruitment issues have a significant positive relationship with bank Assets, 
bank Capital, and bank Deposits, but not with Return on Equity.  A possible explanation is that 
profitability of banks may not exactly be a function of HR practices and effectiveness, but of a 
host of other factors.  For instance, bank profitability is chiefly influenced by the ability to 
maximize bank spreads, which in turn is influenced by the financial and marketing acumen of 
taking advantage of arbitrage opportunities. 

Model 2: In this model, we bring in the control variables, viz.: (a) whether the bank is 
foreign or local, (b) whether the bank is government-owned or private, and (c) Bank Size 
(commercial banks are considered big, rural/thrift banks are otherwise).  When the five HR 
factors are simultaneously run with one of these control variables, only Bank Size turns out to 
have a significant positive relationship with financial performance —only bank Assets, bank 
Capital, and Deposits.  In addition, Factor 2 is the HR variable that turns out having a significant 
positive relationship with financial performance.  The Bank Size effect seems intuitive, as the 
size of the operation is practically endogenous to the equation that has assets and capital as 
dependent variables.  That Factor 2 —assistance in career planning and offering opportunities for 
professional growth— turns out to be highly correlated to financial performance in this Model 
may be explained by the possibility that Bank Size exerts a mediating influence in the impact of 
rewards and recognition systems on bank performance. 



Further Exploration of Interactions Among Variables: When all the HRM variables are 
taken together, along with their simultaneous interactions with the control variables, an 
interesting web of relationships results (see Appendix III).  Private banks seem to exert some 
influence on the relationship between the practice of recruiting from the best, topnotch schools 
and firm performance defined as Return on Equity.  This result seems to jibe with the traditional 
notion of private firms in the local banking industry as “better-performing” and endowed with 
“higher-quality human resources”.  Likewise, the provision of technical and non-technical 
training appears to be linked with the banks’ asset base and equity base in big, private banks.  
Finally, the provision of training as well as meritocracy are significantly linked to the deposit 
base of the bigger-sized banks. 

VII. Conclusion 

Human Resource Management (HRM) practices have been shown to be an important 
element that relates to firm performance.  This study has provided some evidence for the 
positive, significant relationship that exists between financial performance —the case of banks— 
and HRM practices.  In particular, this study has found a significant positive link between 
organizational performance and the following: recruitment from topnotch schools, the 
administering of employment tests, assistance in career planning, and provision of technical and 
non-technical training and of growth opportunities. 

Among the control variables having a link with HRM and organizational performance, 
Bank Size turns out to have a significant positive relationship with bank Assets, bank Capital, 
and Deposits.  This result seems intuitive, as the size of the operation is practically endogenous 
to the equation that has assets and capital as dependent variables.  Along with Bank Size, 
assistance in career planning and offering opportunities for professional growth turn out to be 
highly correlated to financial performance: this may be explained by the possibility that Bank 
Size exerts a mediating influence in the impact of rewards and recognition, training programs 
and performance-based evaluations on bank performance.  Likewise, private banks seem to exert 
a mild influence on the Human Resource-Firm Performance relationship. 

VIII. Limitations and Areas for Further Study 

There are several limitations to this study: (a) The sample size of 33 banks is quite small; 
as this is a work in progress, effort shall be made to collect more data. (b) Human Resource (HR) 
Management is just one among the myriad of possible influences on organizational performance; 
future studies in this area could possibly include other variables that potentially have an impact 
on performance on the basis of existing literature. (c) Statistical methods can be employed to 
reduce the performance-related variables to a single (or fewer) performance measure. (d) No 
attempt has been made in this study to do a longitudinal analysis, that is, to explore the influence 
of HR on performance over a period of time. (e) The direction of the relationships may not 
exactly be causal, as is implied in this study: there is potential for simultaneity or even for 
reverse causality.  (f) There are several methodological issues, for instance, the use of the survey 
method which relies heavily on self-reported data, instead of the in-depth clinical or 
ethnographic methods typically suggested in the field of sociology for this and similar topics.
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APPENDIX I 

MEASUREMENT INSTRUMENT 

 Greetings!  I would like to ask your help in filling out this questionnaire.  The results of this 
study will be used in my academic research in the University of the Philippines.  I would appreciate 
your frank answers to each of the questions below.  Your answers will be dealt with in strict 
confidence.  Thank you very much, 

  Aliza 
Racelis 

 
 Strongly Strongly 

 Disagree Agree 

 Rewards and Recognition:      

1 In my bank, employees receive high pay for good performance. 1 2 3 4 5 

2 In my bank, employees are paid fairly for their work. 1 2 3 4 5 

3 In my bank, employees’ compensation is competitive. 1 2 3 4 5 

4 In my bank, employees are recognized for a job well done. 1 2 3 4 5 

5 In my bank, employees receive praise for good performance. 1 2 3 4 5 

6 In my bank, employees receive satisfactory benefits (e.g., health, 
vacation, sick, etc.). 

1 2 3 4 5 

7 In my bank, employees are offered opportunities for professional 
growth. 

1 2 3 4 5 

8 In my bank, employees regularly receive technical training. 1 2 3 4 5 

9 In my bank, employees regularly receive non-technical training. 1 2 3 4 5 

10 The bank assists in career planning. 1 2 3 4 5 

11 The bank cares about its employees’ well-being. 1 2 3 4 5 

12 The bank cares about workers’ overall satisfaction at work. 1 2 3 4 5 

 Recruitment:      

13 My bank always administers an employment test prior to hiring. 1 2 3 4 5 

14 My bank recruits only from the best, topnotch schools in the country. 1 2 3 4 5 

15 My bank carefully studies recruiting sources (e.g., direct applications, 
employee referrals, college recruiting, want ads, etc.) to determine which 
sources yield high-performing employees. 

 

1 

 

2 

 

3 

 

4 

 

5 

 Tenure:      

16 In my bank, the workforce receives formal performance appraisals. 1 2 3 4 5 

17 In my bank, merit or performance rating alone is the basis for promotion 
decisions. 

1 2 3 4 5 

18 In my bank, length of service is the deciding factor in advancement 
when skills and ability are equal. 

1 2 3 4 5 



 
 

APPENDIX II 

LIST OF BANKS IN SAMPLE 

 

 Bank Name Big / Small MNC / Local Private / Gov’t 

1 Asia United Bank Big Local Private 

2 Banco de Oro Big Local Private 

3 ChinaBank Big Local Private 

4 Citibank Big MNC Private 

5 DBP Big Local Gov’t 

6 EastWest Bank Big Local Private 

7 Export & Industry Bank Big Local Private 

8 LandBank Big Local Gov’t 

9 MetroBank Big Local Private 

10 PBCom Big Local Private 

11 PhilVeterans Big Local Gov’t 

12 SecurityBank Big Local Private 

13 The Bank of Tokyo Big MNC Private 

14 UnionBank Big Local Private 

15 AIG Philam Savings Small MNC Private 

16 Banco Parañaque Small Local Private 

17 Bank One Small MNC Private 

18 Centennial Savings Small Local Gov’t 

19 Citystate Savings Small MNC Private 

20 Country Rural - Taguig Small Local Private 

21 First Macro Small Local Private 

22 GSIS Family Bank Small Local Gov’t 

23 HSBC Savings Small MNC Private 

24 Marikina Rural Small Local Private 

25 Phil. Business Bank Small Local Private 

26 Pilipinas Savings Bank Small Local Private 

27 PlantersBank Small Local Private 

28 Postal Bank Small Local Gov’t 

29 Premiere Savings Small Local Private 

30 Rural Bank of Zapote Small Local Private 

31 RCBC Savings Small Local Private 

32 Sterling Bank Small MNC Private 

33 University Savings Small Local Private 

 
 



APPENDIX III 

ANALYSIS OF INTERACTIONS AMONG VARIABLES 

USING INTERCEPT DUMMIES 

 
Interaction Relationships with ROE: 

 
 
 

 

 

 

 
 
 
 
Interaction Relationships with ASSETS and CAPITAL: 

 
 
 

 

 

 

 
 
 
 
Interaction Relationships with DEPOSITS: 
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