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Background: This study examined how human resource management (HRM) can directly
and indirectly influence sustainable organizational performance (SOP), with organizational
innovation (OI) as a mediator.

Research methods: For this quantitative study, a 31-item questionnaire was used to collect
data on HRM and SOP from 20 Shanghai branches of five Chinese banks. HRM was defined
as multidimensional, consisting of employee staffing, staff development, performance man-
agement, and compensation and benefits. Partial least squares structural equation modeling
(PLS-SEM 3.2) was used to estimate the effects.

Results: The HRM practices of performance management and compensation and benefits
showed a direct and positive influence on SOP. Looking at indirect relationships, all four
dimensions of HRM practices were positively related to OI (product, process, and knowledge
innovation), which, in turn, was positively related to SOP. Organizational innovation was
thus shown to play a mediating role between HRM and SOP.

Conclusion: The study emphasizes that the banking sector of China consists of many
employees who maintain old styles of working, alongside some who attempt to take on the
new innovative working mechanisms and engage with staff development programs. This
latter group of personnel make a valuable contribution to SOP. Moreover, the effect on
organizational dynamics of implementing HRM practices aids in bringing about innovations
in processes, products, and knowledge.

Keywords: human resource management practices, organizational innovation, sustainable

organizational performance

Introduction

Human resource development is a central part of restructuring organizations,
whether the aim is to develop organizational infrastructure, improve business
processes, or increase knowledge, innovativeness or other organizational para-
meters. In dynamic organizational environments, the rewards stemming from
investments in human resources are recognized by academics and practitioners.
This is especially true in the current era with its emphasis on innovative, knowl-
edge-based organizations. In this context, human resource development plays an
especially important role in achieving sustainable organizational performance
(SOP).! While there have been many attempts to determine the intervening
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constructs for this relationship, this study uses a more
synthesized framework to uncover new insights.

Since the inception of organizational human resources,
HRM practices have aimed at the acquisition, development,
and motivation of employees as a key to attaining SOP.
Barney (1991) argued that human resource practices are the
key to attaining SOP and that HRM practices should, there-
fore, be treated as a central part of organizational strategy.
Many theories in the extant literature support this notion that
staff are to be treated as an integral resource of any organiza-
tion; most importantly, the resource-based (RBV) and knowl-
edge-based (KBV) theories have both presented this
argument, and weighted human resources equal with other
organizational resources in generating SOP.? Organizational
managers have responded over recent decades by adopting a
range of human resource practices to support their business
performance, including in the areas of employee staffing,
performance management, staff development, and compen-
sation and benefits.® Analysis of these highlighted HRM
practices has provided many insights for the field of strategic
management, and led to developments in the economics of
organizations, firm competitiveness, and the working
dynamics of employees.

Organizational innovation (OI) is thought to be another
important contributor to SOP. Many researchers have
formed the view that encapsulating the attribute of innova-
tion, definitive of the current era of business, is critical to
SOP. As organizations are now strongly encouraged to
incorporate innovative processes into their business mod-
els, much research emphasis is being placed on identifying
the contributing factors of innovativeness. In particular,
the relationship between HRM practices, OI, and SOP
has recently received significant attention in management
studies.*® According to the literature, certain HRM prac-
tices have a positive relationship with sustained organiza-
tional innovations,7’8 which also enhance SOP.° On the
basis of these previous research findings, this study takes
innovation (in the realms of product, process, and knowl-
edge) as an intervening construct in attaining SOP.'°

Despite the strong interest among researchers and prac-
titioners, some gaps remain in establishing the interrela-
tionship of HRM practices, innovativeness and SOP. First,
most of the research focuses on the exercise of innovation
in developed countries, with studies undertaken in Europe,
the USA, Japan, Singapore, Korea, New Zealand, and
Russia.'' 2 Meaningful research results and insights are
in their infancy for emerging economies. Second, firms in
the banking sector, including financial institutions and

other related organizations, are showing an inclination
toward innovation, but are not a major focus of the litera-
ture. Third, a few studies have examined the direct rela-
tionship between HRM practices and OI or between HRM
practices and SOP,*'*? but the three-way relationship
between HRM practices, OI, and SOP is unexplored.
Especially, studies have not considered OI as an interven-
ing construct between HRM practices and SOP.

Based on the above-mentioned research impetus, the
purpose of this study is to address these gaps in the frame-
work of the RBV and KBV theories. This study empha-
sizes the intervening constructs of innovation to provide
new dimensions for subscribing to sustainable organiza-
tional performance. Within the developed research frame-
work the study addresses the following research questions:

RQ1. How do HRM practices (employee staffing, staff
development, performance management, and compensa-
tion and benefits) bring about sustainable organizational
performance (SOP)?

RQ2. How does organizational innovation (product, process,
and knowledge innovation) intervene in the relationship
between HRM practices and sustainable organizational per-
formance (SOP)?

The remainder of paper is organized as follows. Section 2
is devoted to the conceptual background. Section 3 frames
the hypotheses and outlines the theoretical framework.
Section 4 addresses the methodology. Section 5 presents
the results of the data analysis. Sections 6 and 7 conclude
the study and provide a discussion of the results and their
implications, and suggestions for future research directions.

Literature Review
Background Of HRM Practices In China

Organizations in emerging countries are becoming aware of
HRM practices and their importance. In China, a number of
scholars have discussed the practical and theoretical issues
with the implementation of HRM practices in modern
Chinese firms. Wang® addressed the concept of HRM in
Chinese culture, borrowing the concept of HRM from the-
ories of organizational psychology, and presented his
insights to Chinese firms.** Many HRM practices were
also brought about in the mid-1990s by national changes,
such as greater concern with the welfare of employees and
changes in labor laws and regulations. Performance-based
compensation, fixed-term employment contracts, employee
relations and succession planning were introduced in this
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period. In the late-1990s, Chinese firms came to realize that
their HRM practices required several changes to promote
innovation.”> Since then, HRM practices have been exten-
sively applied in Chinese firms from the perspective of
innovativeness. However, the traditional economic systems
did not necessarily provide support to changes in the labor
market in China. Additionally, multinational organizations
started investing in Chinese organizations toward the end of
the 1990s, and these investments brought Western capital,
corporate cultures, and management styles to Chinese firms.
The organizational dynamism brought to China by organi-
zations from developed countries opened the door for
researchers to examine HRM in the Chinese context.”® At
the beginning of the 21st century, dynamic reforms in
HRM-practices were launched in the international market
that affected the Chinese labor market. China became a
member of the WTO (World Trade Organization) in
December 2001,>” which brought many reforms into the
Chinese economy and created a complex market and opera-
tional environment. These reforms further brought modern
HRM practices into Chinese firms.?®

Concept Of Human Resource
Management (HRM)

HRM can be defined as the policies and practices required
to perform the routines of human resources in an organiza-
tion, such as employee staffing, staff development, perfor-
mance management, compensation management, and
encouraging employee involvement in decision making.*
Foss and Lyngsie (2011) give the following reasons for
engaging in HRM practices: first, to assign duties to
employees and teams; second, to develop and publicize
incentives for knowledge sharing, individual achievements,
and benefit sharing; third, as a medium for intra-organiza-
tion information sharing about practices like job rotation
and knowledge sharing; fourth, to generate internal and
external training opportunities for employees; and last, to
carry out retention, recruitment, and promotion policies to
fulfill the organization’s HR needs. The last two of these
tasks are considered part of conventional HRM practice,
whereas the first three are more modern HRM roles.*°
HRM practices are considered significant to attaining an
organization’s goals and gaining a competitive advantage.”'
The success of any organization depends upon many fac-
tors, but RBV considers employees to be the most important
resource. Organizations can achieve SOP by encapsulating
the benefits of good HRM practices and innovation in

routine business processes.’” Past research has discussed
these practices in the perspective of VRIN (“valuable,
rare, imperfectly imitable and non-substitutable™) resources,
arguing that these qualities of human resources contribute to
SOP.**? This means that HRM implementations are becom-
ing critical to organizations. Management personnel are
taking a keen interest in their organization’s ability to exer-
cise HRM practices to positively shape the working conduct
of employees and fully utilize their capacity to deliver
innovative business processes, help to meet organizational
objectives, and ultimately realize SOP>*

Therefore, the authors believe that HRM practices play
a dual role in SOP. On the one hand, HRM practices and
policies are used to manage and to organize the work,
incorporating the organization’s basic structure. HRM
practices and policies serve to manage and employ people
by incorporating individual administration tasks and the
development of new procedures, either in consultation
with or communicated to individuals and teams within
the organization.*> On the other hand, diverse HRM
implementations can also be viewed as significant to sup-
port and stimulate creativity, primarily by empowering the
sovereignty of workers and consequently giving rise to
novel procedures.*® With this dual role of HRM practices
in mind, it is not just a question of managing work and
representing business structures, there is also the potential
for HRM to unlock the imagination of personnel.
Therefore, it is conceivable that HRM practices and poli-
cies could be utilized to bring about innovativeness and
thus create an innovation-driven path toward SOP.*’

Organizational Innovation (Ol)

Since the inception of the Industrial Revolution, innova-
tion has been considered an advantageous attribute for
many organizations. Ol provides a point of difference for
those organizations that can viably use innovative systems
to attain benefits and increase market share.*® OI has been
defined as “the acceptance of behavior or an idea to create

. . 9
value for the organization”.’

This entails that organiza-
tional advancement involves the appropriation of ideas
from outside the organization and the generation of ideas
within. Moreover, the literature suggests that organizations
not only create ideas but also develop, and ultimately
implements these ideas.*® Ideas need to be followed up
with implementation, which spans commencement, execu-
tion, and determination.*’ Damanpour (1996) therefore
argues that innovation in an organization means the suc-
cessful implementation of unique ideas for product
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development, processes development and knowledge
development.** Innovation also improves existing corpo-
rate practices through structural changes, improving orga-
nizational methods, and re-engineering management
strategies.*> OI applied to organizational design and struc-
ture can leads to improved intra-organizational coordina-
tion and cooperation instruments.**

In this study, we adopt the classification of OI by
Bruton & White*® into product, process, and knowledge
innovation. Product innovation introduces goods and
related tangible or intangible services that have signifi-
cantly new and improved characteristics or projected
usage.*® Process innovation is the implementation of sig-
nificantly new and improved means of delivering
production.*’” Knowledge innovation draws on the facts,
information, and skills acquired by employees through
their experiences and available resources.** Without crea-
tive ideas arising from employees, there is unlikely to be

any innovation in an organization.

Sustainable Organizational Performance
(SOP)

Sustainability, an ongoing concern for several developing
economies, enterprises and organizations, is an approach
to attaining organizational performance.** The United
Nations characterizes sustainable development as that
which “meets present needs without compromising the
ability of future generations to meet their own needs”.*
The SOP of an organization is mainly based on the execu-
tion of the firm’s plans of action, and involves the ideal
positioning of its services and products amongst its com-
petitors. Sustainability is seen as productive to the organi-
zation, such that sustainability is not just an idea but an
ideology that posits a congruity of ecological, societal, and
economic concerns.’’ Emphasizing sustainability through-
out an organization will have an influence on elements of
HRM 505!

encouraging OI (in terms of product, process, and knowl-

Firms accomplish sustainability partly by

edge innovation) and pursuing human development-based
business models. Organizations can make sustainable
plans of action by acquiring information about their mar-
kets, customers, competitors, and future advances. Given
that OI involves the acceptance of new ideas to create
value, it therefore serves as a pivotal factor for SOP.
Organizational performance (OP) is one of the most
highly researched outcome variables in the management
literature.”>>* Some researchers exclusively focus on the

narrow financial performance of the organization while
some focus on the larger economic performance of the
organization.”* However, in this study, we select SOP as
an outcome variable. Increasingly, sustainability in organi-
zations is being defined more broadly, and incorporates the
economic, social and environmental effects of the organiza-
tion’s production processes. SOP involves consistent finan-
cial success, maintaining the organization’s image, and
sustainability-related outcomes.” Furthermore, Wiggins
and Ruefli (2002) argue that SOP represents an organiza-
tion’s capacity to achieve and sustain competitive advan-
tages over time.

Hypotheses Framing And

Theoretical Framework
In this study, the proposed model highlights that HRM
practices can bring about an advancement in SOP through
OI (product, process, and knowledge innovation). HRM
practices and OI have long been major concerns among
researchers and practitioners for their role in producing
OP. HRM practices are being treated as an agent of com-
petitive advantage,’® and diverse effects on OP have been
claimed by researchers in the field of HRM.?”>® The RBV
contends that the execution of HRM-practices may make a
significant difference to OP.>* In dynamic business envir-
onments, HRM practices have an impact on the innova-
tiveness of firms and constitute essential tools for firms to
improve their SOP. Therefore, the authors of the present
study contend that OI mediates the connection between
HRM practices and SOP, and seek to explore the mediated
effect of OI on the relationship between several HRM
practices and SOP. The current study analyzes these rela-
tionships empirically and highlights the impact of HRM
practices on SOP through OI in an emerging nation. This
study also complements previous work by clarifying the
role of HRM practices in shaping the OI that lead to SOP.
It is well established that firms can attain SOP by
expanding their financial status when contrasted with
their competitors. In fact, SOP has been defined as “the
ability of a firm to generate a higher amount of economic
worth than the economic worth of their competitors.”®
However, SOP might also be evaluated in relation to the
human resources of a firms’ competitors. It is now com-
mon practice for organizations to painstakingly analyze
their HRM-practices against their competitors due to help
them to achieve SOP.°! It is a challenging task for organi-
zations to sustain their performance through human
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resources, but an inclusive strategy can enable organiza-
tions to face this challenge.®” SOP needs to be considered
with the end goal of making it one of a kind for a parti-
cular firm; otherwise, opponents can duplicate the business
processes, thus opening the door for a loss of SOP. As
Barney” argues, SOP requires VRIN resources, and the
persistence of these traits ought to be confirmed to make
SOP feasible.

Existing literature explains that HRM practices have a
significant relationship with OI (product, process, and knowl-
edge innovation) and sustainable outcomes for an
organization.””®> The key purpose of HRM practices is to
achieve organizational goals through personnel and generat-
ing competitiveness within the organization.** However,
firms are also in dire need of inventive employees who are
flexible, risk taking, quick to make decisions and tolerant of
different kinds of uncertainty.®> Based on RBV and KBV
theory, some scholars claim that workers’ observations of a
firm’s high commitment to HRM practices have deep-rooted
influences on employees’ productivity in working toward
organizational performance.®® Furthermore, employee crea-
tivity enhances OI, which can then help the organization to
improve SOP.%” Based on these ideas, the proposed research
model of the study is shown in Figure 1, which demonstrates

all of the hypotheses.

HRM Practices And SOP

A large number of HRM researchers have highlighted the
positive relationship between HRM practices (employee
staffing, staff development, performance management, and
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Figure | Proposed research model.
Note: Arrows indicate hypothesized positive relationship. Solid arrows suggest a
direct relationship and dashed arrows suggest an indirect relationship in the model.

Practices

compensation and benefits) and SOP.*"**%° Multiple studies
have also been designed and published on the specific topic
of effective HRM practices and their effects on SOP; these
also support the existence of a positive relationship.”” RBV
theory also supports the notion that organizational resources
are very important for sustainable success, and HRM is key
among all resources of an organization.”' Furthermore, RBV
states that different capabilities and organizational resources
positively affect the sustainability of organizational
outcomes.”” Some scholars with a universalistic approach
have argued that HRM practices collectively improve
SOP,” and recommend the use of HRM practices to enhance
financial, operational, and organizational performance.'*
Others suggest that particular forms of HRM practices pro-
mote SOP, such as profit sharing and result-oriented perfor-
mance appraisals,”* or selective recruitment and the practices
of staff development and compensation and benefits.'* These
findings have greatly helped in understanding the relation-
ships between various HRM practices and SOP. Thus, the
positive relationship between HRM practices with SOP is
predicted with the following hypothesis:

Hla. Employee staffing positively influences sustainable
organizational performance

H1b. Staff development positively influences sustainable
organizational performance

Hle. Performance management positively influences sus-
tainable organizational performance

H1d. Compensation and benefits positively influences sus-
tainable organizational performance

HRM Practices And Organizational

Innovation

Human resources are a set of knowledge, skills, and expertise
that people have, and are an important source of competitive
advantage and organizational performance.”” Chen and Huang
(2009) suggest that HRM practices are effective in changing
the attitudes, capacities, and behaviors of employees to attain
the organizational goals in more efficient and effective ways.
However, they argue that when companies are involved in
innovative activities, they encounter relatively more uncer-
tainty in the practice of innovation. According to the contem-
porary view of theory in management studies, different
approaches are taken to innovation in human resources
through managerial skills, attitudes, and abilities.”® These
skills include attitude, education, and interpersonal attributes,

Psychology Research and Behavior Management 2019:12
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such as social behavior and assertiveness. Further, it is ulti-
mately the ability to innovate that gives the HRM framework
the capacity to generate value for the organization.>
Organizational outcomes emerge from HRM practices that
push people towards creativity and sustainable organizational
development.”® This literature indicates that HRM practices
and OI both have a positive and significant relationship
to SOP.

Employee staffing and retention policies assure the
flow of valuable high-standard employees into advanced
organizations.”* Human capital is the backbone of any
organization that seeks to add creativity through employee
staffing. Ol and organizational knowledge also have a
close relation. It is evident that OI is reliant upon the
firm’s knowledge, which starts by recruiting talented
employees.”” If the firm recruits the right people for the
right jobs, they will play key roles in innovation. Thus,
successful organizations establish a pool of innovative
teams that carefully recruit employees and make the com-
petitive recruiting network environment work for sustain-
ably developing the organization.”® Past literature shows
that employee staffing has a positive and significant rela-
tionship with OI (product, process, and knowledge
innovation).>* In this spirit, we hypothesize the following
in relation to employee staffing practices:

H2a. Employee staffing positively influences product
innovation

H2b. Employee staffing positively influences process
innovation

H2c. Employee staffing positively influences knowledge
innovation

According to RBV, OI (product, process, and knowledge
innovation) is central to achieving SOP.”® Organizations that
offer advanced products to their target markets, capture new
customers and enhance employee performance generate sus-
tainable competitive advantages.*® If HRM practices support
OI and innovation supports SOP, then OI has a direct con-
nection or nexus with employee performance management.®’
Studies have repeatedly shown that performance manage-
ment as positively associated with OL”""** Hence, a positive
association of performance management with Ol is predicted

in the following hypotheses:

H3a. Performance management positively influences pro-
duct innovation

H3b. Performance management positively influences pro-
cess innovation

H3c. Performance management positively influences
knowledge innovation

Employees with extensive expertise, skills, and knowl-
edge bring innovation to organizations.®* OI therefore
requires the broad application of staff development
techniques.® Laursen and Foss (2003)found that OI had
a positive relationship with internal and external staff
development practices. A number of researchers have
shown that staff development practices are positively con-
nected with OI, but that characteristics of the employees
moderate this association. For example, it has been sug-
gested that not all employees will respond to staff devel-
opment initiatives in the same way: employees who plan
to remain for longer in the organization will participate
more positively than those who are temporary.®® Thus, the
positive relationship between staff development practices
and Ol is predicted in the following hypotheses:

H4a. Staff development positively influences product
innovation

H4b. Staff development positively influences process
innovation

H4c. Staff development positively influences knowledge
innovation

Compensation and benefits practices affect the beha-
vior of employees and OI (product, process, and knowl-
edge innovation). According to abilities, motivation, and
opportunities theory (AMO), compensation and benefits
form a part of the motivation goal of HR practices, affect-
ing attitudes at work and bringing creativity to
organizations.®® Firms attract skilled workers through
attractive compensation and benefits packages and innova-
tive rewards systems.' The compensation and benefits
system affects innovation in three ways: first, by attracting
innovative employees to the organization and retaining
them; second, by giving employees a general sense of
motivation that then makes them more likely to engage
in creative behavior; and third, by offering specific moti-
vators, such as recognition, special incentives, and merits
for creative ideas.’® In line with these three ways that
compensation and benefits practices can have a positive
and significant association with OI, the following hypoth-
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H5a. Compensation and benefit positively influence pro-
duct innovation

H5b. Compensation and benefit positively influences pro-
cess innovation

HS5c. Compensation and benefit positively influence
knowledge innovation

Organizational Innovation And

Sustainable Organizational Performance
A large number of scholars have developed theoretical models
and concepts to bring out the relationship between OI (product,
process, and knowledge innovation) and SOP. There is clear
evidence that O has a positive relationship with SOP.”#4871
The literature consistently argues that innovation in firms
affects financial and administrative performance.”” Also, new
product development and new services deployment can
increase profitability and SOP.*® OI is strong in organizations
that strive to break through, change the status quo, and develop
new products, processes, and knowledge.”> These arguments
suggest that each of the three forms of OI (product, process,
and knowledge) are positively related to SOP, which leads to
the following hypotheses:

Hé6a. Product innovation positively influences sustainable
organizational performance

He6b. Process innovation positively influences sustainable
organizational performance

Héc. Knowledge innovation positively influences sustain-
able organizational performance

Mediating Effect Of Organizational

Innovation

Most of the studies reviewed above indicate that OI has a
direct effect on OP. However, Volberda, Van Den Bosch,
and Heij’* suggest in their study that OI plays a mediating
role between HRM practices and SOP. Similarly, Tsang
and Zahra (2008) confirm that organizational innovations
are influenced by HRM practices, and then in turn enhance
SOP.”® Extant literature demonstrates that OI serves as a
key mediator between HRM practices and SOP.”® Hence,
the following hypothesis is put forward:

H7. Organizational innovation (product, process, and
knowledge innovation) mediates between the relationship

of HRM practices (employee performance, staff develop-
ment, employee staffing, and compensation and benefits)
and sustainable organizational performance

Research Methods

The banking sector in the emerging country of China is
selected as the site of this study for the following reasons.
Most studies related to this subject have been conducted in
advanced countries, with relatively very few studies con-
ducted in emerging countries with different OP perspectives.
Recently, China has undergone much development in HRM
practices, which creates an impetus for this research. While
there is extensive utilization of modern HRM practices
across Chinese companies, the banking sector is a major
domain for innovation and constitutes a good site for this
research, as well as being readily accessible to the authors.

Questionnaire Design

A questionnaire survey was used for this study, which is a
common methodology to collect a wide range of responses in
empirical research. Thirty-one items were included in the
questionnaire, each offering respondents choices from a 5-
point Likert scale. The items used in this research were
adapted from related literature. With the exception of process
innovation, each of the HRM practices (employee staffing,
staff development, performance management, compensation
and benefits) and fields of innovation(product innovation and
knowledge innovation) were measured with four items, in line
with the literature. >>*°*-*+9%9 SOP was measured with three
items.®® A pilot test of 20 participants with similar demo-
graphics as the final sample was performed to test the usability
of the questionnaire. After making some minor corrections, it
was confirmed that all of the items were well understood and
the respondents had filled out the questionnaires successfully.
The detail of the questionnaire (research instrument) and factor
loading of each item is showing in the Appendix.

Data Collocation

The data were collected from 20 Shanghai branches of five
Chinese banks that exercise modern HRM practices and
have incorporated modern innovation mechanisms into
their businesses. Due to data confidentiality, we report
the selected banks as Bank A, B, C, D, and E. The author
distributed 365 questionnaires among banking employees,
15 of which were rejected because the banks were not
proven to be appropriate for the survey. The final sample
consists of 350 responses.
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Measures

The items for employee staffing (ES) were adopted from
Ngo, Lau, and Foley (2008).> Four items were used
marked on a 5-point Likert scale (ranging from 1=strongly
disagree to 5=strongly agree). Sample items included “Our
organization staff selection process is rigorous,” and “Our
organizational selection is based on the expertise and skills
set of potential candidates.” Cronbach’s alpha for
employee staffing was 0.805 (see Table 2).

Staff development (SD) items were adopted from
Lu et al’® and Chen and Huang (2009).>* Four items
were used marked on a 5-point Likert Scale (ranging
from I=strongly disagree to 5=strongly agree). Sample
items included “In our organization, on-the-job training
is more important than formal,” and “Our organization
has formal training activities.” Cronbach’s alpha for
staff development was 0.717 (see Table 2).

Performance management (PM) also used four items,

100

adapted from Ali et al, Molleman and Timmerman, " and

Ngo et al.

All items were marked on a 5-point Likert scale
(ranging from I=strongly disagree to S=strongly agree).
Sample items included “Employees behavior is an important
factor for performance appraisal,” and “Employees who per-
form insufficiently carry less salary.” Cronbach’s alpha for
performance management was 0.783 (see Table 2).

Compensation and benefits (CB) used four items devel-
oped by Molleman and Timmerman.'® All items were
marked on a 5-point Likert scale (ranging from 1=strongly
disagree to 5=strongly agree). Sample items included “Our
compensation package is more competitive than other
organizations in the same industry,” and “Our remunera-
tion package is intended to promote employee retention.”
Cronbach’s alpha for compensation and benefits was 0.810
(see Table 2).

Product innovation (PDIn) used four items developed by
Chen and Huang®* and Prifti and Alimehmeti (2017).”° All
items were marked on a 5-point Likert scale (ranging from
I=strongly disagree to S=strongly agree). Sample items
included “In comparison with competitors, our organization
has introduced more innovative products and services dur-

)

ing the past three years,” and “We manage to cope with
market demands and develop new products and services
quickly through innovativeness.” Cronbach’s alpha for pro-
duct innovation was 0.766 (see Table 2).

Process innovation (PCIn) was measured by three
items adapted from Chen and Huang (2009).>* However,

the measurement of work productivity was modified

according to the needs of this research. Work productivity
was calculated by averaging the items to ensure higher
scale values represent higher levels of productivity.
Sample items included, “New or significantly innovative
processes improve of organizational services,” and “Our
organization facilities new innovative processes to
improve quality and cost reduction.” Cronbach’s alpha
for process innovation was 0.843 (see Table 2).

Knowledge innovation (KIn) used four items devel-
oped by Akram, Goraya, Malik, and Aljarallah (2018).°°
All items were marked on a 5-point Likert scale (ranging
from I=strongly disagree to S5=strongly agree). Sample
items included “Our organization has knowledge-based
processes,” and “There exist formal processes in our orga-
nization to share the best practice among the different
fields of activities.” Cronbach’s alpha for knowledge inno-
vation was 0.917 (see Table 2).

Sustainable organizational performance (SOP) is the
dependent variable, for which we used three items devel-
oped by Akram et al (2018).°° All items were marked on a
5-point Likert scale (ranging from 1=strongly disagree to
S=strongly agree). Sample items included “Our creative
products/services incorporate the concepts of environmen-
tal sustainability and organizational knowledge,” and
“During production and service supply, our operational
cost is low compared to our competitors.” Cronbach’s
alpha for SOP was 0.791 (see Table 2).

Demographics

The selected banks were already exercising modern HRM-
practices and aware of the innovation mechanisms that these
practices bring about in achieving SOP. The majority of the
respondents were male (54.6% males and 45.4% females);
30% of respondents had less than five years of work experi-
ence, 31.9% had 5-10 years, and 31.1% more than ten years;
16% of respondents were senior managers, 44.3% were mid-
dle managers, and 38.9% were administrative staff; 30.6%
were under the age of 35 years, 28.3% were 3544 years
old, and 9.7% were aged more than 44 years; 41.7% had
completed undergraduate studies, 45.7% graduate, and
12.6% post-graduate. Five major Chinese banks were consid-
ered for this study, with the distribution of the sample being as
follows: Bank A, 21.7%, Bank B, 18.9%, Bank C, 20%, Bank
D, 19.1%, and Bank E, 20.3%. The data are sufficient to run a
path analysis in SmartPLS. Previous studies have had compar-
able sample characteristics.”>"'*! Table 1 displays the demo-
graphic statistics of respondents. A comprehensive research
methodology flowchart is shown as Figure 2.
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Table | Demographics

Measure Item Frequency | Percentage
Gender Male 191 54.6
Female 159 454
Working Less than five 105 30
Experience years
5-10 years 136 389
Above ten years | 109 311
Position Senior Managers | 59 16.9
Middle Managers | 155 443
Administrative 136 389
Staff
Respondent Age Less than 25 107 30.6
years
25-34 years 110 314
3544 years 99 283
Above 44 years 34 9.7
Education Undergraduate 146 41.7
Graduate 160 457
Post Graduate 44 12.6
Banks A 76 21.7
B 66 18.9
Cc 70 20
D 67 19.1
E 71 20.3

Analysis And Results
A partial least squares structural equation modeling (PLS-
SEM 3.2) approach was used to analyze the relationships
drawn from the theoretical framework.'®* The reason for
selecting a variance-based structural equation modeling
(SmartPLS) approach is that it is comparatively less sensitive
to sample size when compared to covariance-based SEM
approaches like AMOS.'”* We first examined the reliability
and validity of the scales.'® Table 2 presents the results of
testing for the reliability and validity of all constructs. The
reliability measures (i.e., Cronbach’s alpha, tho A, and com-
posite reliability) for all constructs were found to be greater
than the threshold of 0.7,'% and the AVE of each construct
was greater than the threshold of 0.5.'%°

To further test the reliability of constructs used and their
specified convergent validity, discriminant validity was
checked.'® For this purpose, the square root of the AVE
for each construct should be higher than the shared variance
among constructs. Table 3 shows the diagonal values in bold
to be higher than the inter-construct correlation values. The
discriminant validity was therefore recognized.

Methodology and Approaches of the study

Quantitative approach, Questionnaire survey approach

I

Questionnaire Design

e Total of 31 items were used

in the questionnaire
e The items are adapted from
prior studies

Sampling and Data Collocation

e Five main banks of China
1 .

Pilot Study/Pre-testing of
Questionnaire .

Due to the data confidentiality, we
renamed the selected banks as Bank
A.B.C.D,and E.

Senior managers, middle managers,

e 10 academic professors administrative staff

e 10 professional managers e Among target papulation 365
completed surveys, 15 have been
j rejected because these banks were not

proven atypical cases to conduct the
Measures N -
survey. However, the final sample
e Five-point Likert Scale consists of 350 responses.

The response rate was 95 %

e Ranging from 1 strongly .

disagree and 5 strongly

e The majority of the respondents were male (54.6% males and 45.4 % females).

agree

Demographics

e Working experience-30 % of respondents are Less than 5 years, 38.9 % have 5—
10 years and 31.1 above 10 years.

e 16% of the respondents were senior managers, 44.3% were middle managers, and
38.9% were administrative staff

e Respondent ages — 35 years were 30.6% and 28.3 % respondents were between
35-44 years, and 9.7 % are more than 44 years.

e Education- Undergraduate 41.7 %, Graduate 45.7 %, Post Graduate 12.6 %.

e Bank A 21.7 %, Bank B 18.9%, Bank C 20%, Bank D19.1%., and Bank E 20.3%

Figure 2 Research methodology flowchart.

Hypotheses Testing

Hypothesis testing was done through the bootstrapping
mechanism in SmartPLS.'" Table 4 demonstrates the direct
effects in the theoretical framework along with t-values and p-
values. The results indicated that PM and CB positively influ-
ences SOP (=0.278, p<0.000; p=0.098, p<0.016), but ES and

Table 2 Construct Reliability And Validity

Constructs Alpha | rho_A | CR AVE
Employee staffing (ES) 0.805 0.802 0.873 | 0.634
Staff development (SD) 0.717 | 0.714 0.826 | 0.545
Performance management (PM) | 0.783 0.786 0.860 | 0.606
Compensation and benefit (CB) | 0.810 0.822 0.875 | 0.636
Product innovation (PDIn) 0.766 | 0.769 0.851 | 0.588
Process innovation (PCln) 0.843 0.853 0.895 | 0.68I
Knowledge innovation (Kln) 0917 | 0.921 0.942 | 0.802
Sustainable organizational 0.791 0.792 0.878 | 0.706
performance (SOP)

Abbreviations: Alpha, Cronbach’s alpha; CR, composite reliability; AVE, average
variance extracted.
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Table 3 Discriminant Validity Of Contructs
CB ES Kin PCin PDIn PM SD SOP

CB 0.798

ES 0.331 0.796

Kin 0.392 0.44 0.895

PCin 0416 0.461 0.584 0.825

PDIn 0.407 0.534 0.48 0.597 0.767

PM 0.426 0.614 0.498 0514 0.577 0.778

SD 0.424 0.39 0.433 0.414 0.524 0.553 0.738

SOP 0.449 0517 0.568 0.579 0.596 0.637 0.462 0.84

Notes: Diagonal elements are the square root of AVE, whereas off-diagonal values are inter-construct correlations. The values appearing in bold indicate significance at 0.05

level.

Abbreviations: ES, employee staffing; SD, staff development; PM, performance management; CB, compensation and benefits; PDIn, product innovation; PCln, process

innovation; Kin, knowledge innovation; SOP, sustainable organizational performance.

Table 4 Path Model Results (direct Effect)

Hypothesis Paths Estimate | T-Values | P-Values
Hla-HId ES -> SOP 0.057 1.143 0.253
SD -> SOP 0.000 0.008 0.994
PM -> SOP 0.278 5.409 0.000
CB -> SOP 0.098 2416 0.016
H2a-H2c ES -> PDIn 0.256 4.780 0.000
ES -> PCIn 0.201 3.226 0.001
ES -> Kin 0.183 2.941 0.003
H3a-H3c SD -> PDIn 0.244 4799 0.000
SD -> PCIn 0.119 2.096 0.036
SD -> Kin 0.169 2.736 0.006
H4a-H4c PM ->PDIn | 0.235 4.067 0.000
PM -> PClIn 0.241 3.216 0.001
PM -> Kin 0.222 2.828 0.005
H5a-H5c CB -> PDIn 0.119 2.177 0.030
CB -> PClIn 0.196 3.598 0.000
CB -> Kin 0.165 2.837 0.005
Héa-Héc PDIn -> SOP | 0.179 3.163 0.002
PCIn -> SOP | 0.148 2.841 0.005
Kln -> SOP 0.190 3.761 0.000
Control Variables
Experience -> —0.009 0.243 0.808
SOP
Gender -> 0.062 1.675 0.094
SOP

Abbreviations: ES, employee staffing; SD, staff development; PM, performance
management; CB, compensation and benefits; PDIn, product innovation; PCin,
process innovation; Kin, knowledge innovation; SOP, sustainable organizational
performance.

SD does not positively influence SOP ($=0.057, p<0.253;
=0.000, p<0.994), therefore Hlc and H1d were accepted,
and Hla and H1b were rejected. The direct effects of ES,
SD, PM, and CB on PDIn were all shown to be positively

significant ($=0.256, p<0.000; p=0.244, p<0.000; B=0.235,
p<0.000; B=0.119, p<0.030), thus H2a, H3a, H4a, and H5a
were all accepted. Similarly, the direct effects of ES, SD, PM,
and CB on PCIn were all shown to be positively significant
(B=0.201, p<0.001; P=0.119, p<0.036; B=0.241, p<0.001;
$=0.196, p<0.000), thus H2b, H3b, H4b, and H5b were all
accepted. Moreover, the direct effects of ES, SD, PM, and CB
on KlIn were also shown to be positively significant (3=0.183,
p<0.003; B=0.169, p<0.06; p=0.222, p<0.005; B=0.165,
p<0.005), thus H2¢, H3c, H4c, and HSc were all accepted.
Furthermore, the direct effects of PDIn, PCln, and Kin on SOP
were also found to be significant (=0.179, p<0.002; =0.148,
p<0.005; B=0.190, p<0.000), thus H6a, H6b, and H6c were
accepted. Two control variables, namely experience and gen-
der, were also tested. Of these, only gender showed a signifi-
cant impact on SOP ($=0.062, p<0.094) (see Table 4).

Mediated Effects

In order to test the mediating effects of PDIn, PCIn, and KIn
we first checked the indirect effects of ES, SD, PM, and CB on
SOP, with the results shown in Table 5. Indirect effects were
found for ES on SOP (= 0.110, p<0.000), SD on SOP (=
0.093, p<0.000), PM on SOP (= 0.120, p<0.000), and CB on
SOP (B= 0.082, p<0.000). Thus, PDIn, PCIn, and KIn mediate
the relationship between ES, SD, PM, CB and the dependent
variable (SOP). To identify the type of partial or full media-
tion, we observed the change in the effect size of ES, SD, and
PM, CB on SOP through direct and indirect effects. In all
cases, the total effects of ES, SD, PM, and CB on SOP
(B=0.057, p<0.253; p=0.000, p<0.994; B=0.278, p<0.000;
B=0.098, p<0.016) provided variated significance effects
(Table 4). ES and SD were found to be not directly significant
which translates to fully mediated effects of ES and SD on
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Table 5 Indirect Effects
Relationship Original Sample (O) T-Values P-Values Upper Lower
ES -> SOP o.10 4.523 0.000 0.069 0.165
SD -> SOP 0.093 3818 0.000 0.049 0.144
PM -> SOP 0.120 4.380 0.000 0.073 0.182
CB -> SOP 0.082 3.760 0.000 0.043 0.129

Abbreviations: ES, employee staffing; SD, staff development; PM, performance management; CB, compensation and benefits; SOP, sustainable organizational performance.

SOP through PDIn, PCIn, and KIn. However, the direct effects
of PM and CB were found to be significant through both direct
and indirect effects, which translates to partially mediated
effects of the said constructs on SOP through PDIn, PCln,
and KlIn. Hence, Hypothesis 7 was accepted. Figure 3 demon-
strates the theoretical constructs with R* values.

meaningful results based on a synthesized model framework.
Prior to this study, most similar work has focused on cases in

developed countries;'*'¢17-2

only a limited amount of find-
ings have been presented on emerging countries like
China."*'* Additionally, the limited studies that have been
made in emerging countries reveal a scarcity of attention to

the banking sector, belying its significant role in the socio-

Discussion economic development of a country. To the best of the author’s
With its analyses of the interactions between HRM and inno- ~ knowledge, this study is among the first to investigate the
vation in affecting SOP, this research effort has ascertained impact of HRM practices on SOP in the Chinese
Employee a
Staffing / Product
Innovation
/ Experfence
Ao -0.009
Performance
Management
Process
Innovation Sustainable
| tional
Knowledge Gender
Innovation
Compensation
and Benefit
Figure 3 Theoretical constructs with R? values.
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organizational context, particularly in considering OI as a
mediating construct.

We first focused on the direct relationship between
HRM practices and SOP, with the results showing that
two HRM practices (performance management and com-
pensation and benefits) significantly influence SOP, par-
tially supporting our intuitions in hypotheses Hla-H1d.
Prior studies have shown that HRM practices, including
performance management and compensation and benefits,
have a positive and significant relationship with
SOP.**107:198 1y the Chinese context, (Law, Tse, and
Zhou (2003)) conducted a large-scale survey of HR man-
agers in China and found that HRM practices have a
significant relationship with sustainable firm performance.
However, in this study, the relationships of employee
staffing and staff development to SOP are insignificant.
A plausible reason for this result could be the ideology
persisting among older employees in the Chinese banking
sector, who often prefer to maintain traditional workplace
practices and are reluctant to embrace modern work prac-
tices. These employees may also be unaware of, or uncom-
fortable with, technological devices and their use in
today’s organizations; an ambivalence toward such tech-
nologies might deter participation in technology-based
staff development programs.

Second, this study found positive and direct effects of
OI on SOP. Terziovski'% showed in his study that OI has a
positive and significant direct relationship with SOP.
Moreover, Jimenez-Jimenez and Sanz-Valle®® drew on a
sample of 173 Spanish firms in finding that product and
process innovations lead to SOP. They concluded that
product and process innovation are resource building
mechanisms in modern organizations and must be care-
fully treated in uplifting organizational performance.
Additionally, in our study, the impact of knowledge inno-
vation was ascertained. Based on the concept of knowl-
edge-based economies, with the insights provided by the
KBY, the findings of our study verify the impact of knowl-
edge innovation on SOP. This points to the value of firms
working to create by-products of their knowledge capabil-
ities for the benefit of long-term organizational stability,
competitive advantage, employee satisfaction, research
and development, and other organizational goals.

Third, the mediated effect also shows significant
results, which constitutes an original contribution in the
context of an emerging or developing country like China.
OI mediates in the relationship between HRM practices
and SOP. The results showing the mediating role of OI

support the findings of past literature. Chowhan (2016)°
argued that new and improved product and process inno-
vation management strengthens the desire for innovative-
ness in an organization. Similarly, Zehir, Uzmez, and
Yildiz (2016) indicate that OI is a significant element for
gaining SOP.''® The specific conceptualization of innova-
tion used in this study maintains a distinction between new
and old organizational or administrative practices in emer-
ging countries; as a result, the multidimensionality of
innovation is not neglected. In this light, knowledge-
based innovation was also found to have an intervening
effect on the relationship between HRM practices and
SOP. The RBV suggests that knowledge innovation (inclu-
sive of employee knowledge, skills, and abilities) mediates
as a key resource for product and services development,
which brings about sustainable competitive advantage.'"
Lopez-Cabrales, Pérez-Lufio, and Cabrera (2009)"'? exam-
ined 86 Spanish organizations and their findings indicated
that HRM practices were not directly connected with sus-
tainable outcomes for the organization unless they took

knowledge-based innovation as a mediator.''?

Conclusions, Implications And
Future Research Directions

Conclusions
The research model of this study was developed by draw-
ing on insights provided by the previous literature and the
RBV and KBV theoretical approaches. Our results support
the link between HRM practices, Ol, and SOP in emerging
nations. The outcomes of this study indicate that two HRM
practices (performance management and compensation
and benefits) have a direct, positive, and significant influ-
ence on SOP. Two other HRM practices (employee staft-
ing and staff development) are not significant influences
on SOP when measured as a direct relationship. Moreover,
our results indicate that all HRM practices (employee
staffing, performance management, staff development,
and compensation and benefits) have an indirect, positive,
and significant influence on OI (product, process, and
knowledge innovation). The outcomes of this study also
testify that OI (product, process, knowledge innovation)
positively influences SOP, and that OI (product, process,
and knowledge) mediates in the relationship between
HRM practices and SOP.

Our findings could be interpreted as follows. 1) In the
banking sector, some employees prefer to hold on to
traditional styles of working, whereas others try to
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encapsulate the new innovative working mechanisms and
engages with staff development programs. Those employ-
ees who keep working with the traditional working ethos
may not make the contribution to SOP that is made by
those who are more open to change and likely to engage
with staff development. 2) Implementing improved HRM
practices is associated with the likelihood of bringing more
innovation to organizational dynamics, in the forms of
process innovation, product innovation, and knowledge
innovation. However, the magnitude of the impact of
HRM practices on innovation varies. Some practices cre-
ate more product innovation while some serve to enhance
the process and knowledge innovation but, as a collateral
benefit, all HRM practices contribute to the desire for
innovativeness in various spheres of the firm among man-
agement personnel. 3) Innovation is an essential resource
to any organization in achieving measures of long-term
performance such as SOP.

Implications

Since the aptness of HRM practices and an OI approach
are significant factors of SOP, the market conditions in
which Chinese organizations operate should be consid-
ered. China has made major efforts to promote innovation,
which is an important factor in SOP in a knowledge-based
economy. These efforts are favorable to the development
of the Chinese economy and can also be effective in other
developing countries. For example, the Chinese govern-
ment has developed National Innovation Systems (NIS)
and enhanced the research and development (R&D)
mechanisms for the banking sector.” In an environment
encouraging innovation, Chinese organizations are
required to enhance and maintain their competitiveness
by effectively fitting their HRM practices to OI needs.
Therefore, the role of HRM should shift from traditional
HRM practices into modern HRM practices.

The results of this study have numerous implications
for practitioners. HR managers are encouraged to recruit
knowledge-based employees to enhance knowledge-
based innovation. Many organizations have opted to
adopt new HRM practices (in, for example, employee
staffing) in their various competitive business domains.
HR managers may be encouraged to switch their HR
practices from traditional performance evaluation prac-
tices to new performance evaluation practices (e.g., HR
performance matrices and 360-degree performance eva-
luation). Effective performance management would con-

struct a roadmap of employee motivations that will

maximize their effort towards achieving sustainable
organizational goals. Moreover, at the time of the per-
formance appraisal process, providing opportunities for
feedback to employees will improve the gaps between
actual performance and desired organizational goals.
This study also finds that staff development had a posi-
tive effect on organizational innovation. Hence, employ-
ees ought to have access to extensive training
opportunities, continuously or periodically, based on
the requirement to meet global challenges. The knowl-
edge, skills, and abilities acquired via staff development
will enhance the product, process, and knowledge-based
innovation, which in turn will help to improve SOP.
Correspondingly, organizational managers should place
more emphasis on the development of direct and indir-
ect compensation methods for employees, because these
act as motivating agents among employees and bring
about improved performance.

Our results show that OI intervenes in the relationship
between HRM practices and SOP. This result highlights
the significance of OI. Thus, HR managers ought to
manage their organization’s employees through a variety
of HRM practices to encourage their competencies in
handling OI and its applications. Additionally, a higher
level of OI can rouse innovative thoughts and knowledge
that may eventually lead to an increase in SOP. As
previous research has noted, to facilitate the link between
HRM practices and favorable SOP, HR managers first
need to identify the importance of OI. Then they should
apply HRM practices to promote a sound level of OlI,
which in turn will result in favorable and sustainable

outcomes.>*

Limitations And Future Research

The findings of this study are limited by its focus on the
banking industry of China. Further research could be done
in other sectors, such as manufacturing and IT, to general-
ize the results or indicate a need to modify the concepts. A
further limitation of our study is the low response rate of
the survey respondents, a future study with a higher
response rate may provide more reliable insights. Last, a
future study could seek to enlarge the present framework
by merging RBV and KBV with other performance-based
theories. RBV and KBV both point out that, alongside
human resources, many other factors, such as IT capabil-
ities, organizational culture, and work-place environment,
also play a key role in SOP. Therefore, future research may
explore the relationship between these factors and SOP. In
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this study, the authors have considered OI as a mediating
variable. Other mediating constructs, such as motivating
agents, learning capabilities, or technological innovation
could also be usefully explored. We believe that future
studies which address these issues would provide further
insights to gain a better understanding of human resource
management practices and their effects on sustainable
organizational performance.
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