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Abstract — Investigations of the relationship between human resource management and foundation performance
have leading up to now kept tabs on the manufacturing sector. Utilizing an interesting longitudinal dataset
gathered through site visits to branch operations of an expansive bank, the creator amplifies that research to the
service sector. On the grounds that branch managers had impressive tact in managing their operations and
employees, the Hrm environment could change extraordinarily crosswise over branches and over the long run.
Site visits furnished particular samples of managerial practices that influenced branch performance. An analysis
of reactions to the bank's employee disposition overview that controls for surreptitiously branch and manager
aspects shows a positive relationship between branch perfor- mance and employees’ fulfillment with the nature
of performance assessment, input, and distinguishment at the branch—the "incentives" measurement of a high-
performance work system. In some altered impacts particulars, fulfillment with the nature of correspondences at

the branch was likewise essential.

INTRODUCTION

A growing assortment of exploration, incorporating both
industry-particular studies and cross- industry studies,
researches the effect of human resource management
(Hrm) on firm performance. Then again, with not many
exemptions, the earlier industry studies center just on the
manufacturing sector, notwithstanding the way that most
employees work in service-preparing commercial ventures.
The Hrm environment could be a considerably more
essential determinant of productivity in the service sector
than in the manufacturing sector, given the much bigger
impart of aggregate processing expenses represented by
livelihood, and the substantially more broad administer
contact between employees and clients, in services.

This paper grows the analysis of the relationship between
the human resource management environment and station
performance to the service sector by analyzing the branch
operations of a huge Canadian bank. Past investigations
of productivity in the banking industry show the vitality of
getting "inside the black box" (Berger and Mester 1997),
which can just be carried out through point by point
analysis at the plant level, that is, the branch. To advance
persuading gauges of the impact of Hrm on performance, |
gathered an exceptional branch-level data set through site
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visits to the bank's central command and its branches.

Numerous characteristics of the data utilized for this study
help make gauges of the impacts of Hrm on performance
particularly persuading. To start with, since the branches
are transforming the same items utilizing the same
handling process, it is conceivable to gauge the effect of
the human resource management environment while
extraordinarily constraining the perplexing effect of
unmeasured properties of the creation process, an issue
that torment cross-industry studies. Second, | gathered
performance and Hrm data for two diverse time periods in
every branch, which considers settled impacts estimation
to control totally for any unmeasured branch-particular
impacts that may be corresponded with the nature. Third,
the in all probability time-differing variable that may be
connected with Hrm and along these lines inclination
assessed impacts of Hrm is "manager quality” or "manager
style." | have gathered data on the personalities of all
branch managers in both time periods and have evaluated
models that control for this conceivably paramount time-
shifting element. Fourth, branch managers are given
significant watchfulness in how to supervise their branches
and their employees, so the Hrm environment can change
significantly crosswise over branches and over the long
run.
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To depict the human resource management environment
at every work site, | utilize employee recognitions of
human re-source approaches and work practices. This
approach has two points of interest over that utilized by
most past investigations of human resource management
and organizational performance. Initially, an employee
study gives data straightforwardly from the people working
at a site, as opposed to a manager's portrayal of what he
or she observes as nature, or, more terrible still, a glorified
depiction of the earth. The higher the level of the manager
who finishes the review, the more constrained his or her
learning of what is really event at the work environment.
Second, since an employee overview fields numerous
reactions from every worksite, one individual's peculiar
assumption or translation of the inquiries is less inclined to
multilate the outcomes.

PRODUCTIVITY IN THE BANKING SECTORS

The economic writing on productivity in the banking
industry has centered basically on how scale influences
bank or branch effectiveness. These studies normally
utilize the quality included or creation approach, which
sees banks as "handling” request stores, time and
investment funds stores, commercial credits, land
advances, and portion advances, utilizing capital, work,
and materials to do so.2 The best sample of a branch-level
productivity study is Berger, Leusner, and Mingo (1997) .s
Using data on 760 branches in a vast U.s. commercial
bank for the time period 1989-91, the creators discovered
that most branches fell significantly short of the optimally
effective size however their aver-age cost bends were
moderately even. Stand out paper by economists has
recognized different relates of proficiency, and it was
directed at the bank (organization) level, not the branch
level. Berger and Mester (1997) utilized data from 6,000
U.s. commercial banks to gauge the performance impacts
of bank size, bank age, organizational structure and
legislation, showcase attributes, and state geographic
limitations on rivalry. They discovered that the greater part
of the fluctuation in measured effectiveness remained
unexplained, and they ascribeed this to unmeasured
components, for example contrasts in managerial capacity;
they reasoned that the sources of the variety in bank
productivity remain a "black box."

HRM AND ORGANIZATIONAL EFFICIENCY

The "black box" in the banking industry may indeed be the
human resource management policies and practices used
by managers. A large body of research has documented
the link between human resource management and
organizational performance, primarily in the manufacturing
sector. These studies typically fall into one of two
categories: (1) national cross- industry studies (Black and

Lynch 2001; Bresnahan, Brynolfsson, and Hitt 2002;
Cappelli and Neumark 2001; Huselid 1995); or (2) intra-
industry studies (Kleiner, Leonard, and Pilarski 2002; Batt
1999,2002; Boning, Ichniowski, and Shaw 2001,
Appelbaum et al. 2000; Ichniowski, Shaw, and Prennushi
1997; Kelley 1996; Delery and Doty 1996; Youndt et al.
1996; Dunlop and Weil 1996; MacDuffie 1995).

In their reviews of this literature, Becker and Gerhart
(1996) and Delery (1998) -cautioned researchers to
develop a theoretical basis for the human resource
management constructs they use in their empirical analy-
sis. The widely accepted theoretical basis for the
relationship between human resource management and
organizational performance is the high-performance work
system framework provided by Appelbaum et al. (2000). At
the core of a high-performance work system, according to
Appelbaum et al., is an organization that enables non-
managerial employees to participate in substantive
decisions. The high-performance work system also
requires supportive human resource practices that
enhance worker skills and that provide incentives for
workers to use their skills and participate in decisions.
Appelbaum et al. (2000) showed how these three
elements of a high- performance work system—
opportunity to participate, skills, and incentives—contrib-
uted to productivity in three manufacturing industries.

THE SERVICE SECTOR SETTING

With the special case of Batt (1999, 2002), Banker et al.
(1996), and Delery and Doty (1996), the greater part of the
earlier look into on human resource management and
organizational performance has concentrated on the
manufacturing sector, notwithstanding the way that today
most employees work in service sector commercial
ventures. Services contrast from merchandise in three vital
ways: they are impalpable, they have a tendency to be
transformed and depleted concurrently, and they have a
tendency to include the buyer in their handling and
conveyance (Bowen and Schneider 1988). The concurrent
conveyance and receipt of services in the vis-a-vis service
sector carries employees and clients shut one another,
smudging the verge between the two assemblies
(Parkington and Schneider 1979). The immediate contact
that exists between the employee and the client in the
service sector prescribes that human resource
management may be considerably more critical in the
service sector than in the manufacturing sector.

In her investigation of telecommunications call focuses,
Batt (2002) contended that the high- performance work
system is prone to have a vital effect on organizational
performance in client service settings on the grounds that
"high association practices help employees advance the
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sort of firm-particular human capital—information of the
association's items, clients, and work processes—that
empowers them to interface adequately with clients."
Indeed, associations that contend in deals and service
conveyance regularly utilize a "relationship management"
techniqgue in which they try to construct long haul
associations with clients by giving high caliber service.4
Heskett et al. (1997) furnished confirmation in backing of
what they called a "service benefit chain." Using data on
six organizations, they considered that organizations
furnishing brilliant service have fulfilled and reliable clients
and fulfilled and devoted employees; they contended that
fulfilled clients accelerate fulfilled employees and the other
way around. Further, they discovered that organizations
whose clients are fulfilled by service quality display income
development thus the "service benefit chain." A key
connect in the "service benefit chain" is a high-
performance work system (Batt 1999).

HRM IN THE BANKING SECTORS

A couple of researchers have examined the effect of
human resource management on performance in the
banking industry, yet these studies have critical
methodological confinements. Delery and Doty (1996) led
an overview of senior human resource executives in U.s.
banks so as to acquire data on the human resource
approaches utilized by the banks for their advance
officers.6 Using a cross-sectional structure that overlooked
the part of bank settled impacts, they discovered a positive
correspondence  between the bank's profits for
possessions and value and the presence of benefit
offering and job security for credit officers, regulating for
the size and time of the bank. Frei, Harker, and Hunter
(2000) have demonstrated that X- proficiency, or how well
management straightens innovation, human resources,
and different advantages for produce a given level of yield,
assumes an imperative part in the banking industry. It is
paramount to note that both of these studies utilized cross-
sectional data, and the likelihood subsequently remains
open that a longitudinal study regulating for bank-
particular settled impacts might handle diverse results. The
utilization of cross-sectional data likewise describes the
other work that has been carried out on the effect of
human re-source management in the service sector for
instance, Batt 1999,2002; Banker et al. 1996).

A second restriction of the two banking studies is that the
analysis was carried out at the level of the bank. While the
capability of the bank's managers at the firm or base camp
level can positively influence the bank's performance,
much of a bank's exercises happen at the branch level. In
retail banking, clients have peculiar needs, and the
associations between these clients and bank employees
occur at the branch level. Thus, the part that the manager

may play in making a high-performance work environment
that will help performance is best considered at the branch
level.

One study that utilized branch-level data is Schneider and
Bowen (1985), which examined data from employees and
clients in 28 branches of a U.s. bank and tried the theory
that branch employees' recognitions of organizational
human resources practices are emphatically connected
with branch clients' disposition about service. Schneider
and Bowen contended that the positive association might
exist on the grounds that employees who discern their
association as one that expedites performance, improves
vocation chances, and furnishes positive supervision will
be allowed to do the association's primary work of serving
clients. The study's fundamental finding was that clients'
state of mind about generally speaking service quality at
the branch were absolutely connected with employees’
evaluations of the branch on the nature of supervision,
work aid, and profession help. While this study had the
ideals of being led at the branch level, its data were just
cross-sec- tional, and the effects could vanish in a
longitudinal analysis that incorporates branch- particular
settled impacts. An alternate limit of the study is that it
didn't look at the effect of the employee recognitions on the
genuine performance of the branch; the main
"performance” measure that was utilized was the clients'
aims to leave the branch. Subsequently, to date no study
has utilized longitudinal data to break down the effect of
the human resource management environment on branch-
level performance in the banking industry. The present
paper fills this gap.

EFFECT OF HIGH-EFFICIENCY WORKING
PRACTICES ON BRANCH PERFORMANCE

These interviews demonstrated that in spite of the fact that
the organization has a set of formal human resource
arrangements for its branches, branch managers have
attentiveness in their requisition of these approaches. A
few branches have human resource management
situations that might be described as high- performance
work systems, while others have more accepted systems.8
The branch visits showed how branch-level performance
could be affected by the three sizes of a high-performance
work system. Branch performance is measured by the
offers of store and advance items, and, as in Heskett et
al's. (1997) service benefit chain, branches will make more
bargains if clients are fulfilled by the nature of service at
the branch. The branch visits showed that service quality
will be higher in a high-performance work system.

Initially, client necessities are less averse to be acceptably
tended to if employees have the best possible skills.
Employees require a careful comprehension of the
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characteristics of the bank's different items, and they
likewise require branch-level experience so as to
comprehend the particular needs of their clients.

Second, an environment in which employees can
effectively correspond with colleagues or managers will
empower them to utilize their skills all the more
adequately. Simplicity of correspondence and also a more
helpful work environment will empower client contact
employees, for example bank branch employees to react
all the more rapidly and all the more adequately to client
requests.

Third, employees need to have an impetus to commit
exertion to helping. They are less averse to endeavor
provided that they feel that their performance is assessed
exactly and that their endeavors are distinguished and
compensated.

These three recognizable parts of the Hrm situations in the
two branches—skills, or particularly, item learning; nature
of interchanges; and distinguishment and prize are
fundamentally the same to the three measurements of a
high-performance work system portrayed by Appelbaum
etal. (2000). Review that Appelbaum et al's. three extents
are skills, chance to partake in substantive decisions, and
incentives to utilize skills and take part as a part of
decisions. The foremost and third components |
recognized are extremely close matches to the comparing
Appelbaum et al. variables, and my second thing is nearly
identified with Appelbaum et al's. second thing since a key
component of Appelbaum et al. 's "chance to partake"
scale is the degree of correspondences with associates
and with bosses. Consequently, we might hope to see
positive relationships between the three perceptible parts
of the branch-level Hrm administrations and branch-level
performance.

CONCLUSION

Empirical research on the relationship between human
resource management and establishment performance
has focused on blue-collar workers in manufacturing. This
paper extends the analysis to the service sector—where,
in fact, most employees work—by examining the retail
branch operations of a large Canadian bank, Aunique
longitudinal data set collected through site visits was used
to estimate the determinants of branch-level performance
and specifically to consider if the dimensions of a high-
performance work system contribute to performance.
Previous studies of branch performance have largely
focused on the role played by scale in determining the
efficiency of a bank branch, leaving most of the variance in
measured efficiency unexplained.

Interviews with managers and employees were used to
guide the specification of the branch-level production
function. Following the lead of Appelbaum et al. (2000), |
used three dimensions of a high-performance work system
to characterize the human resource management
environment at the branch: opportunity to participate, skills,
and incentives. To measure these dimensions, | used data
from the bank's employee attitude survey—an
improvement over the sole source manager survey re-
sponses on which other studies have relied.

The econometric analysis showed that, controlling for the
characteristics of the market in which the branch is
located, as well as unobserved fixed branch and manager
characteristics, employees' perceptions of the performance
feedback and recognition system at their branch—that is,
the incentives dimension of a high-performance work
system—had a positive and statistically significant
relationship with branch performance, as measured by its
sales of loans, that was robust under alternative
specifications. Some of the fixed effects results showed a
positive effect of the quality of communications between
the manager and the staff and among staff members, a
component of the "opportunity to participate" dimension of
a high-perfor- mance work system. The fact that the HRM
variables remained statistically significant even when
manager dummy variables were included in the
regressions indicates that the results are not due to
unobserved personality characteristics of particular man-
agers. The results were also unaffected by the inclusion of
a variable measuring the branch's performance prior to
any change in its human resource management envi-
ronment.

How confident should we be in interpreting these results
as evidence that a high-performance work system can
influence performance in the banking sector? Ideally, in
order to answer this question, we would want to have an
experimental design in  which human resource
management practices are randomly assigned across the
branches. In this way, the treatment and control groups
would not differ in terms of other organizational
characteristics that affect performance. As Ichniowski et al.
(1996) observed in their review of the literature on the
effects of management practices on organizational
performance, experimental designs in this arena are typi-
cally infeasible. The alternative approach, which is used
here, is to control for variables that affect performance and
that are likely to be correlated with a high-perfor- mance
work system. Specifically, controls for worker quality
(education and tenure), manager quality (tenure), market
characteristics, prior performance of the branch, and fixed
unobserved branch and manager characteristics were
used here. One remaining caveat is that unobserved time-
varying market attributes could play a role.
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