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Abstract  

 

The matter of human resources activities have been commonly used to observe organizational 

performance. One of the distinctive features of HRM is that better performance is achieved 

through the people in the organization. In recent years significant remarks have been recorded 

in identifying the Human Resources Management (HRM) – performance relationship. The 

relationship between HRM practices and organizational performance has been well 

documented by the previous studies. However, authors have called for the interrogation of the 

mediating role of HRM Outcomes such as employee retention in the relationship between 

HRM practices and organizational performance. Thus, the major objective of this study is to 

investigate the mediating effect of HRM Outcomes (employee retention) on the relationship 

between HRM practices and organizational performance. Based on the evidence derived from 

the literature, the paper concludes that employee retention is likely to mediate in the 

relationship between HRM practices and organizational performance.  

 

Keywords: Human Resources Management, Employee Retention, Human Resources 

Management Practices, Organizational Performance 
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Introduction 

Generally, organizations come in all shapes and sizes and more often exhibit differences than 

similarities. However, one common factor among these organizations is their “achieved 

success” which dependent on the skill, knowledge and experience of the employees in the 

organization (Development and Learning organizations, 2011). This is more reason the matter 

of human resources activities have been commonly used to observe organizational 

performance. This further demonstrates the distinctive feature of HRM in achieving better 

performance through the people in the organization (Guest, 1997). In the recent years, 

significant remarks have been made in identifying the Human Resources Management (HRM) 

– performance relationship. However, few studies have documented the special relationship 

between human resources practices and firm or organizational performance in different 

contexts. 

Abundant studies exist that documented the significant relationship between HRM practices 

and organizational performance. For instance, Katou (2008) noted that HRM practices have a 

direct influence or effect on subordinate attributes such as human skills, attitudes and 

behaviour, the so-called HRM outcomes, which in turn enhances organizational performance. 

Accordingly, Pfeffer (2000) observes that human resources have been essential in sustaining 

organizational performance.  

Although, it has been generally agreed that HRM is positively associated with organizational 

performance, however, there is still need for additional research to be undertaken to provide 

more evidence to support the HRM-performance relationship from different cultural context 

such as Libya and other developing countries. Another issue here, is that authors have faulted 

the relationship between the HRM practices and organizational performance (Katou, 2008; 

Gerhart, 2005). They argued that their relationship lacks transparency about what exactly 

leads to what.  Based on this, they suggested intervening or intermediary steps in the 

relationship between HRM practices and performance (Becker & Gerhart, 1996). This 

indicates that the introduction of mediator and moderator in the relationship between HRM 

practices and organizational performance. Relying on this argument, this study opts for 

intervening step where HRM Outcomes in particular “employee retention” would mediate the 

relationship between HRM practices and organizational performance. In the previous studies 

of HRM practices and organizational performance, employee retention, one of HRM 

Outcomes components has not been adequately covered (Bowen & Ostroff, 2004 and Collins 

& Smith, 2006).  Therefore, for adequate understanding on the relationship between HRM 

practices and organizational performance, Wright, Gardner, Moyiham & Allen, 2005; Purcell, 

Kinnie, Hutchinson, Rayton & Swart (2003) have called on subsequent studies to interrogate 

the mediating role of HRM Outcomes such as employee retention in the relationship between 

HRM practices and organizational performance. Therefore, the major objective of this study 

is to investigate the mediating effect of HRM Outcomes (employee retention) on the 

relationship between HRM practices and organizational performance. 
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LITERATURE REVIEW 

 

HRM Practices 

Experience has shown that some HRM policies and practices always do better than others, 

and thus all organizations or firms are implored to adopt the best practices. Although 

abundant studies may be claimed to exit in the HRM practices, however, a lot of these studies 

examining human resource practices issue only focused on certain variables. A review of 

literature conducted by Khan (2010) identified five key HRM practices, that is, training and 

development, recruitment and selection, compensation and reward, performance appraisal, 

and employee participation. Interestingly, these practices are part of the ten HRM practices 

that will be utilized in this study to evaluate the impact of these HRM policies on 

organizational performance. 

 

Organizational Planning 

Empirical research shows that the establishment of well defined organizational goals and 

objectives influence or shape employee retention and job productivity. For instance Kim et al. 

(2005) cited in Morncaz, Zhao & Kay (2009) found that organizational direction and support 

impact on employee job satisfaction including the overall organizational commitment. 

Accordingly, empirical study by Susskind et al. (2000) noted that perceived organizational 

support strongly influences job satisfaction and employees’ commitment to their 

organizations. Another study by the US Department of Labor (1993) on high performance 

work practices showed that including employees in decision-making, goals and the 

organizational direction via team participation would assist to produce job satisfaction and 

decrease turnover. Also many other previous studies found that “other work practices, such as 

total quality management and result in productivity gains have positive impact on motivation 

and commitment to the organization” (Huselid, 1995; MacDuffie, 1995; Osterman, 1994; 

Pfeffer, 1994). It is therefore not surprising that organizations which incorporate 

high-performance work practices such as  employee participation or engagement, and total 

quality management are more likely to experience lower turnover rates for non-managerial 

employees because they help to induce job satisfaction (Huselid, 1995; Pfeffer, 1994; Cho et 

al. 2006). 

 

Staffing  

The staffing selectivity process plays essential roles in the workforce planning process. 

Although, the selectivity process is one of the difficult tasks to perform, however, it has a 

major influence on organizational performance. The organizational performance also will 

depend on the right number of workers, the proper required skills and motivated workers with 

positive behaviour to increase organizations performance (Größler and Zock, 2010). Wilk and 

Cappeli (2006) have noted that not all the staffing selectivity process are suitable to apply 

because some of the selection tools are costly and some are suitable only for certain 

organizations. Proper choices or selection tools in staffing selectivity process is very 

important in order to get correct information about candidates for correct positions within 

organizations. Hagan et al. (2006) noted that staff selection depends on the understanding the 
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job, sufficient performance and outcomes, and motivated individuals. Although, for this to be 

effective, the whole process of selecting candidates should also be based on the compatibility 

between workgroup in term of values, goals, personality, behavior and as well as skills 

(Levesque, 2005).  

 

Training and development 

Training and development deals with the skills and competencies of the employees acquired 

through series of training and development programmes.  In today’s competitive 

environment driven by the knowledge economy, certain attributes and competencies of 

personnel are an integral component of organizations’ competitiveness. There is no doubt that 

highly knowledgeable and skilled subordinates or employees will enhance productivity, 

improve quality of goods and services, bring positive changes in processes and help to deliver 

quality service to clients. In other words they enhance an organisation’s competitiveness and 

performance. In essence, training and development yields tangible outcomes such as 

enhanced productivity, superior quality of products and services, and resource maximization 

or optimization. It also generates intangible results such as: high self esteem, enhanced 

morale, and satisfaction of subordinates which is as a result of additional skills, knowledge 

and abilities gained during the training and development programmes(SKAs). Due to the 

importance of training and development, Kundu (2000) has advised that firms should invest 

heavily in training their employees for effective implementation of customer-oriented 

strategies. Similarly, Blair and Sisakhti (2007) established that investments on training and 

development produce enormous benefits. Authors like Bitner & Zeithmal (2004) have 

affirmed that expenditures on training and training yields strategic competitive advantage to 

firms and organizations. Jarventaus (2007) also affirmed that a dynamic business 

environment requires organizations that invest heavily on the training of their employees as 

this helps to develop organizational ability which enables them to positively respond to new 

challenges. Other studies have also found that comprehensive training and development 

programs are positively related to staff retention, productivity, and organizational 

effectiveness (Lee & Bruvold, 2003; Arago’n-Sa’nchez et al. 2003). Jarventaus (2007) and 

Delaney & Huselid (1996) have reaffirmed the presumed positive relationship between 

training and development, and organizational performance. Overall, training and 

development is significantly related to organizational performance. 

 

Performance appraisal 

The performance appraisal process is an activity that ensures mutual understanding between 

the subordinate and the supervisor through the process of evaluating directly the subordinate 

job specific performance priorities and expectations, communication, and assigned 

responsibilities. It is also a process of providing episodic and scheduled feedback that seeks 

to enhance teamwork and promote greater efficiencies and abilities.  

Existing literature has shown that performance appraisal is positively related to 

organizational performance. Lee and Lee (2007) established that successful performance 

appraisal systems enhance quality and productivity. Accordingly, Sang (2005) found that a 

comprehensive, transparent and client-based performance appraisal system enhances firm 
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performance. Similarly, Rahman (2006) established that a comprehensive performance 

appraisal system increases subordinates’ commitment. Brown and Hewood (2005) contended 

that the process of performance appraisal system has a positive association with enhanced 

productivity of firms. Cook & Crossman (2004) affirmed the relationship between employees 

and supervisors which is facilitated by performance. From the above, there is a clear 

indication that performance appraisal is an important instrument to base career development, 

recognition, and promotion of employees (Larsson et al. 2007). Supporting this, Hanley 

(2005) argued that performance appraisal is a more productive process that influences 

organizational performance. Conclusively, Ahmed & Shroedrs (2003) and Chang & Chen 

(2002) in their individual research established a strong positive link between organizational 

performance and the process of performance appraisal.  

 

Compensation and Reward 

Generally, it is argued that a comprehensive compensation blend complemented by an 

effective disbursement system plays a valuable task in attracting the best applicants. Previous 

studies in HMR have documented the importance compensation and reward. For instance, 

most of these studies have found that an effective compensation and reward process enhances 

productivity, sales and overall organizational performance (Delaney & Huselid, 1996; Dreher 

& Dougherty, 2005). Accordingly, Chiu et al. (2002) stated that rewards and compensation 

considerably affect organizational outcomes. Equally Jyothi and Venkatesh (2006) established 

that competency-based rewards and pay enhances the quality of goods and services, improves 

subordinates’ behaviour, and decreases accidents rates in organizations, thereby improving 

organizational performance. Milkovich & Newman (1999) noted that the activity of 

compensation encompasses all forms of monetary returns and related services provided to 

subordinates or employees. Certainly, employee competencies improve organizational 

performance by inference enhances effectiveness. No wonder Berndardin and Russel (1993) 

noted that reward planning and compensation are key dimensions of potent HRM practices. 

In support of this, Mathis and Jackson (2004) posited that a balanced, transparent and 

competitive reward and compensation system influence the retention of talents. Therefore, 

there is clear evidence that compensation and reward effectively affect organizational 

performance.  

 

HRM Outcome (Employee Retention) 

Retention according to (Chaminade, 2007) is a voluntary move by an organisation to create 

an environment which engages employees for long term”. Therefore, employee retention is a 

voluntary effort by any organization to provide an environment which tends to keep or retain 

employees for a long period. Similarly, Kyndt, Dochy, Michielsen and Moeyaert (2009) 

defined employee retention as the practice and method or whatever organization does to have 

and retain skilled employees. 

 

In the recent times, researchers and scholars have found that though human resources 

management does influence performance, however, “there is little understanding of the 

mechanisms through which HRM practices influence effectiveness” (Delery, 1998, p. 289). 
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Boselie et al. (2005) has labeled some aspects of HRM-performance as a “black box” due to 

the fact that they have been neglected. 

 

As a result of this, authors like (Katou, 2008; Paauwe and Richardson, 1997) have conducted 

research with attendant concepts and models so as to adequately comprehend and untangle 

the puzzle that underpins the HRM-performance relationship including intermediary factor 

like employee retention. Notably, the intermediary stage of this relationship, usually comprise 

the HRM outcomes of motivation, satisfaction, social climate, retention, involvement, loyalty 

and trust (Paauwe and Richardson, 1997). Within the context of this discussion, Boselie et al. 

(2005) has identified the little attention which extended to exploring the linking mechanisms 

or mediating effects of crucial factors in the HRM- performance relationship. Although, there 

are many components of HRM Outcome as indicated earlier, however, this is study focuses 

on one aspect of HRM Outcomes that is, employee retention.  

 

Since the mid-1990s, empirical studies have concentrated not only on finding why employees 

or workers desert organizations but also looking at those factors and aspects that could 

significantly impact on employees to remain in the organization and the benefits associated 

with retaining workers (Moncarz, Zhao, & Kay, 2009). In the recent time, Bairi, Manohar & 

Kundu (2011) have acknowledged that employee retention has emerged as the focus point of 

many researches in the field of HRM, particularly as part of talent management programs in 

which many of the human resources practitioners have integrated into the program (Law, 

2003; Gallagher et al. 2006). On the contrary, Huang, Lin, & Chuang (2006) in their studies 

have observed that despite the emerging importance of employee retention, only few studies 

have examined the concept.  Furthermore, Huang et al. (2006) argued that most existing 

studies tend to focus more on turnover than on retention, itself.   

 

To enhance organizational performance and improve the relationship between HRM practices 

and organizational performance, organization must develop retention strategies such as 

rewards, autonomy and image (Development and Learning in Organizations, 2011). In this 

case, they should be an integrated set of human resource capabilities or assets to address 

employee retention challenges (Bairi, Manohar & Kundu (2011). Accordingly, factors such as: 

incentive, compensation, competitive and fair wages etc would encourage or motivate 

employees to stay in organization for longer time (Sigler, 1999). Finally, it is being argued 

here that employee retention would mediate the relationship between HRM practices and 

organizational performance. We therefore, proposed that the presence of employee retention 

will enhance the organizational performance and further improve the relationship between 

HRM practices and organizational performance. 

 

Organizational Performance 

Commonly, researchers and scholars have utilized both non-financial and financial metrics to 

measure firm or organizational performance (Dyer & Reeves, 1995; Khan, 2010). Thus, both 

non-financial and financial measures are most used by the researchers. Some of the financial 

measures are sales, profit, and market share while non-financial measures also may include 
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the followings: efficiency, quality, productivity, and the behavioral and attitudinal measures 

such as satisfaction, intention to quit, and commitment. Hoskisson et al. (2000) has argued on 

the difficulties pertaining to the measurement of financial dimensions in developing 

economies. They noted that factors such as: lack of market-focused financial reporting, lack 

of fairness in financial reporting, insufficient regulatory mechanism and enforcement about 

financial reporting, and provision of fabricated financial information are key issues 

confronting developing countries in which Libya upon which the present study is being 

conducted is not left out. In the case of non-objective measure, it usually compels decision 

makers to take into consideration organizational goals when assessing its performance.  

In a HRM studies, both financial and non-financial measures of performance have been well 

utilized. However, the arguments about what elements or components which are to be 

included as the indicators is still not clear.  For instance, Boselie et al. (2005) pointed out the 

importance of both internal and external factors.  Furthermore, factors such as: productivity, 

absenteeism, employees turnover intentions, job satisfaction, subordinates’ stress level, 

quality of product and service, trust in management, commitment etc have been included in 

the performance measure (Boselie et al. 2005; Huselid, 1995; Chang & Chen, 2002; Guest, 

2003; Batt, 2002; Lowe et al. 1997; MacDuffie, 1995; Whitener, 2001; Tsui et al. 1997; 

Ramsay et al. 2000; Youndt et al. 1996; Delaney & Huselid, 1996; Powell, 1992 and  

Geringer & Hebert, 1991). 

 

In view of the above discussion, this study conceptualizes organizational performance from 

multiple dimensions encompassing satisfaction, employee relations, turnover intention and 

organizational climate. Tseng and Lee (2009) noted that integrating multiple dimensions will 

no doubt improve the environmental fit of the study and adaptive organizational strategies.  

 

 

 

 

 

 

 

 

 

 

Figure 1: Proposed Research Framework 

 

The study is based on the above framework that is developed through the extensive literature 

review and information from several dimensions. For the independent variable (HRM 

practices), five dimensions are being identified and they are based on the previous work of 

Rizov and Croucher (2008), Katou & Budhwar (2006); Paul and Ananatharaman (2003), 

Harel and Tzafrir (1999). For employee retention, it is adopted from the works of Katou (2008) 

and Paauwe and Richardson (1997), it stands as the mediating variable and it mediates 

between the independent and the dependent (organizational performance) variables, that is, in 
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the relationship between HRM practices and organizational performance. 

The study used the “Resources Based View theory” by Penrose to underpin the framework. 

According to Priem and Butler (2001), organization resources include: "all assets, capabilities, 

organizational processes and attributes, HRM practices, and most importantly, the employees 

in the organization. These employees must be hired and retained at all cost to enable the 

organization achieve a better organizational performance. The RBV theory gives the 

organization a competitive advantage through strategy such as “employee retention” strategy. 

Thus, organization must conceive of and implement strategies (e.g employee retention) that 

would improve its efficiency and effectiveness in particular organizational performance. 

 

Based on the literature review and the proposed research framework above the following 

propositions are hereby formulated: 

 

Proposition 1:  HRM practices have a positive influence on organizational performance. 

Proposition 2:  HRM practices have a positive influence on employee retention. 

Proposition 3: Employee retention has a positive influence on organizational performance. 

Proposition 4: Employee retention mediates the relationship between HRM practices and 

organizational performance. 

 

Methodology 

 

Population and Sampling 

The population of this study will include all government organizations or agencies having one 

form of HR practices or the other in Libya, that is, any government organization with HR 

practices. The study intends to get the list of government organization with HRM practices 

from the government company directory. In total, the number of government agencies in Libya 

is 484. The researchers will use a systematic sampling technique to select 242 organizations by 

picking every n
th 

element from the population
 
of the study. Hence, the study intends to contact 

484 HRM managers of the selected companies. In other words, the unit of analysis for this 

study is organization with particular focus on the HR managers. 

 

Measurement  

To measure the variables in this study, a questionnaire survey will be utilized. The 

questionnaire will consist of two major parts: the respondents’ profiles and their organizations 

while the part two which deals with variables under investigation will contain questions on 

HRM practices (Fong, Ooi, tan, Lee, and Chong, 2011; Kyndt et al., 2009; NYS Report, 2002; 

Chang and Chen, 2002), HRM Outcome (employee retention) and lastly, organizational 

performance. All the variables in this study will be measured using a five-point likert-scale of 

1=strongly disagree to 5=strongly agree. It will measure the extent to which the respondents 

agree or disagree with each of the statement. The questionnaire will be adopted from the 

previous works of Antoncic (2011); Rogg, Schmidt, Shull and Schmitt (2001); Kang, Stewart 

and Kim (2011) and Guerrero and Herrbach (2009). 
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Analysis Techniques of Data 

Four major data techniques analyses will be applied to analysis the data to be collected from the 

field survey. First, the descriptive data analysis will be utilized to summarise the respondents’ 

profile and their organizational. Second, the factor analysis will be applied to reduce the data to 

the acceptable limit. In this case, a component factor analysis with a varimax rotation will be 

utilized. Items having low loading factors less than 0.3 maybe dropped while items with factor 

loading above 0.3 maybe accepted. To confirm the hypotheses (propositions) in this study, a 

correlation analysis technique will be applied, this will assist in checking inter-relationship 

between variables and their direction of their relationship and after this, the regression analysis 

will be used to test the hypotheses. This will help to establish the nature of their relationship. 

 

Conclusion 

The paper examines the mediating effect of HRM outcomes on the relationship between the 

HRM practices and organizational performance. In particular, it investigates the mediating role 

of employee retention on the above relationship. Therefore, four major propositions 

(Proposition 1:  HRM practices have a positive influence on organizational performance, 

Proposition 2:  HRM practices have a positive influence on employee retention, Proposition 

3: Employee retention has a positive influence on organizational performance and 

Proposition 4: Employee retention mediates the relationship between HRM practices and 

organizational performance) were advanced. As noted earlier, the significant positive 

relationship between HRM practices and organizational performance has been well 

documented. HRM practices have been noted to significantly affect organizational 

performance to a greater extent. Hence, it is a significant predictor of organizational 

performance. However, this relationship needs to be further improved. As a result of this, the 

study interrogated the mediating perspective of the relationship indicated above. In particular, 

the study used employee retention to mediate the relationship between HRM practices and 

organizational performance. Employee retention has emerged as one of the major focus in the 

recent years in HRM studies, particularly as part of talent management programs. The human 

resources practitioners have tried to integrate it into a talent program. To enhance 

organizational performance, organization must develop employee retention strategies such as 

rewards, autonomy and image. However, factors such as: incentive, compensation, 

competitive and fair wages etc should be considered in encouraging or motivating employees 

to stay in organization for longer time. It is only when this is done that employee retention 

would make a meaningful contribution in the relationship between HRM practices and 

organizational performance. 

Conclusively, the paper contributes to body of knowledge by providing a conceptual 

framework to examine the mediating role of HRM Outcome in particular, employee retention 

on organizational performance specifically in Libya and as such would be of benefit to both HR 

managers and government in particular HR policy makers. 
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