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Abstract

The increasingly important strategic role of human resource management (HRM)
in the competitive advantage of companies led to extensive research of HRM systems
and their impact on organizational performance in the last two decades. This paper,
therefore, aims to highlight current HRM practices in Macedonia compared to west-
ern HRM systems. Research findings suggest that rigorous selection, training and
performance-related pay are incorporated HRM practices in Macedonian companies.
However, they are not sufficient to construct a strategic HRM system. Thus, much
remains to be done for strategic integration of human resource management function
in Macedonian companies.
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Introduction

With the increasing importance of human resources in the modern business
world the HRM function gained strategic importance. Achieving competitive advan-
tage through human resources requires strategic perspective which has generated a
need for a formal, systematic and long term view of the management of human re-
sources. This has led to the development of the field of strategic human resource
management.

Strategic human resource management (SHRM) is a strategic approach to man-
aging human resources of an organisation and it is mainly concerned with the firm’s
choices associated with the effective use of labor to achieve business goals. SHRM,
however, is considered to be in its infancy in spite of the continuous development
over the past two decades, which is primarily due to the lack of consensus over the
various aspects of the concept. Despite the numerous ongoing debates, broad agree-
ment has been reached on SHRM basic function, which involves designing and imple-
menting a set of internally consistent policies and practices in line with the business
strategy, which subsequently ensures that firm’s human resources contribute to the
achievement of business objectives.

The assumption underpinning the strategic HRM is that people are the organiza-
tion’s most critical resource and that organizational success largely depends on them.
So, if an appropriate set of HR practices and processes is developed and implemented
in an organization it will subsequently lead to better organizational performance. Based
on this assumption, the last two decades has witnessed a number of waves of interest
in how to improve workplace performance, and substantial amount of research to
establish a clear positive link between HR practices and organizational performance.

Theoretical background of strategic human resource management

The underlying notion of SHRM is the resource-based view (Barney, 1991) of
competitive advantage which is firm-focused as opposed to the traditional strategic
paradigm. The basic assumption of the RBV is that competitive advantage can only be
achieved with firm resource heterogeneity and firm resource immobility. However,
firm’s resources can provide sustained competitive advantage only when four criteria
are met: resources must be (1) valuable, (2) rare, (3) inimitable, and (4) non-substitut-
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able. If the resources a firm employs cannot be easily imitated by another firm or
substituted by similar resources, the firm can take advantage of this to gain competi-
tiveness not simultaneously pursued by competitors. Some scholars (Wright, McMa-
han & McWilliams, 1994) have argued that human resources meet these four require-
ments. In addition, the fit of human resource practices and firm strategy cannot be
easily identified and imitated by other firms due to the social complexity and causal
ambiguity (Becker & Gerhart, 1996; Boxall 1996). Thus, the integration of human
resources with the appropriate strategy can generate a sustained competitive advan-
tage for the firm.

In line with human capital theory, resource-based theory emphasizes that in-
vestment in people adds to their value in the firm. Thus, the challenge to organizations
is, as Ulrich (1998) stated, “to ensure that they have the capability to find, assimilate,
compensate and retain the talented individuals they need“. A properly developed HR
system creates value when it is incorporated in the operational systems of an organi-
zation in a way that it enhances the firm’s capabilities. Such a system is difficult to
imitate due to lack of understanding of the precise mechanisms by which the interac-
tion of human resource practices generate value.

The strategic role that human resources can have in the success of an organiza-
tion has led to extensive research in this field, in an attempt to set theoretical frame-
works and empirical evidence of the impact of HRM on organizational performance.
However, the complexity of the mechanisms by which human resource management
creates and sustains value has led to an intensive debate on strategic HRM and per-
formance link.

The notion of ‘high-performance work systems’ (HPWS), the term being intro-
duced by Appelbaum & Batt (1994) and widely accepted by HRM researchers, is one
of the most important initiatives in recent time in the field of SHRM. High perform-
ance work systems aim to make an impact on the performance of the firm through its
people in such areas as productivity, quality, level of customer service, growth, prof-
its. The practices and systems that are identified as supportive of high performance
typically refer to more rigorous selection and better training systems to increase ability
levels, more comprehensive incentives (such as employee bonuses and internal lad-
ders) to enhance motivation, and participative structures (such as self-managing teams
and quality circles) to improve opportunity to apply the skills (Appelbaum et al, 2000).

One of the streams running through the literature on HPWS is that these prac-
tices work much better when ‘bundled’ together (Ichniowski et al, 1995; MacDuffie,
1995). In general, horizontal fit of HRM refers to the congruence of a bundle of HR
practices within the system. Specifically, horizontal fit refers to a high level of fit
among independent HR practices into an effective HRM system. HR policies empha-
sising the compatibility among a variety of HR practices facilitate a harmonious proc-
ess within the system. Only systemic interactions among these practices can increase
organizational performance. Adding only one of the practices is likely to ‘have no
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effect on performance’ (Ichniowski et al, 1995; Purcell et al. 2003).
The configurational approach or bundling conveys the assumption that compa-

nies with bundles of HR practices have higher level of performance. An organization’s
HR strategies, policies and practices are a unique blend of processes, procedures,
personalities, styles, capabilities and organizational culture. The idea is that practices
within bundles are interrelated and therefore reinforce each other having greater im-
pact on performance (Ichniowski et al., 1995; MacDuffie, 1995; Dyer and Reeves,
1995). The aim of bundling is to develop mutually reinforcing set of HR practices
which jointly contribute to the attainment of organization’s strategies.

Research has provided some evidence in favor of the configurational approach.
MacDuffie (1995) in the research of manufacturing plants that have flexible produc-
tion found that bundles of internally consistent HRM practices are associated with
higher productivity and quality. Dyer and Reeves (1995) stress that employee per-
formance is a function of both ability and motivation and that the logic of bundling is
to enhance both. Thus, best results should be obtained when there are several ways to
enhance employee abilities and skills and incentives to enhance their motivation.

While horizontal fit refers to the consistency among a variety of human re-
source practices, vertical fit refers to the alignment of HRM practice with the strate-
gic management process of the firm (Schuler & Jackson 1987). The compatibility
between HR practice and business strategy has been emphasised in studies related to
SHRM (Miles & Snow, 1978; Delery & Doty, 1996). Several conceptual frameworks
assert that the design of an HR system compatible with the firm strategy is imperative
to the success of businesses (e.g., Schuler & Jackson, 1987; Lengnick-Hall & Leng-
nick-Hall, 1988). There are also increasing numbers of empirical studies, conducted
in various contexts, on the relationship between strategic HRM and organisational
performance (Arthur, 1994; Huselid 1995, Youndt et al., 1996). Although the linkage
between HR practice and strategy has been in the focus of the academia, there is a
significant lack of rigorous empirical evidence of this linkage. Thus, it is argued that
this linkage is relatively weaker than the relationships among internal HR practices.
However, from the perspective of the resource based view (RBV) of the firm (Bar-
ney, 1991), researchers advocate that HR systems aligned with the firm’s strategy is
helpful for creating competitive advantage.

In general, vertical fit is viewed as an essential step toward achieving the organ-
isational goals through systematic implementation of human resource activities that
are aligned with firm objectives, whereas horizontal fit is essential effective deploy-
ment of these resources. Consequently, both types of fit contribute to the competi-
tiveness of a firm and this combination of both vertical and horizontal alignment was
a significant step in explaining how HRM could contribute to the accomplishment of
strategic goals of companies.

The last two decades were characterized by an intense research on high per-
formance work systems, including HR practices as rigorous selection, formal contin-
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uous training of employees, pay-for-performance policies, career promotion, employ-
ee participation, which significantly improve organizational performance by increas-
ing productivity, quality, growth, profits, etc. In general, about 60% of Fortune 1000
companies that implement at least one HR practice for improved organizational per-
formance in their operational processes show increased productivity, while 70% of
companies show improved quality (Lawler et al., 1992).

A significant cross-sector research on the relationship between HR practices
and organizational performance is conducted on a sample of 855 firms (Huselid, 1995).
Namely, human resource practices, classified in two indices as ‘motivation of em-
ployees’ and ‘staff skills and organizational structures’, positively affect the increase
in sales per employee. Practices show a positive correlation with productivity and
financial performance of companies. Also, Ichniowski (1990) presents similar results
i.e. significantly higher sales per employee in those companies that have practices
such as flexible job design, formal training of employees, performance-based promo-
tion, formal mechanisms of communication between employees and management.

Other studies on high performance work systems show increase of productiv-
ity (Arthur, 1994) and quality (Ichniowski et al., 1995) in the steel production indus-
try, and increase of productivity and quality (MacDuffie, 1995) in the automobile
industry. A number of studies on the effects of individual HR practices show close
correlation between rigorous selection (Terpstra & Rozell, 1993; Collins & Han, 2004),
training of employees (Bartel, 1991; Holzer et al., 1993; Dearden et al., 2006), per-
formance-related pay (Kaufman, 1992; Gerhart & Milkovich, 1990), job security
(Brown et al., 1992), different forms of employee participation (Arthur, 1994; Wagn-
er, 1994; Wallace, 1995) and increased performance of companies.

Despite the differences in previous research (in terms of HRM practices that
constitute the high performance work systems and their influence on performance)
and the current debate due to lack of consensus on several aspects, theoretical and
empirical research on SHRM show the positive impact of human resource practices
on organizational performance, highlighting the importance of strategic human re-
source management.

Human resource management in Macedonia

The transition to market economy and the increasing rate of unemployment has
led to a decline of the internal power of HRM function in the Macedonian companies.
High unemployment, which is one of the main features of Macedonian economy,
significantly reduced the impact of HRM function in companies. The large percentage
of unemployment directly affected HRM policies, i.e. labour surplus influenced re-
cruitment, training, compensation, and retention policies. Additionally, the results of
the privatization process, as for example job insecurity, have reduced the power of
unions.
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Also, the lack of HRM tradition additionally hampered the development of HRM
during and after the transition period. Namely, although compared to other socialist
countries, companies in centrally-planned Yugoslavia had more freedom in determin-
ing some HRM issues (such as job design, performance evaluation, selection, training
and development) yet, critical decisions related to HRM were defined at the national/
political level (Zupan & Kase, 2005). The dissolution of Yugoslavia and the transition
to market economy created new business climate for Macedonian companies. The
loss of traditional markets and the rapid development of globalization forced Macedo-
nian companies to seek new ways to improve their competitiveness and sustainability
in the market. However, while more developed economies focused on identifying new
sources for improving competitiveness, Macedonian companies were mainly focused
on resolving acute financial problems, renewal of obsolete technology, and reduction
of costs as a response to stronger competition. In this regard, HRM was completely
neglected and even today many companies do not considered HRM to be a significant
source of competitiveness.

The small percentage of medium and large companies that have developed for-
mal proactive policies of HRM does not contribute significantly to the development of
the HRM on strategic level. The literature confirms that the size of organizations
influences the development of HRM systems and practices at a national level (Spar-
row & Hiltrop, 1997). In this regard, the prevalence of extremely small companies,
specifically family-owned, in the Republic of Macedonia has restricted the develop-
ment of strategic HRM and its role in the companies. Reduced power of trade unions,
high unemployment rate, the long transition period, and the insufficient knowledge
and tradition in the HRM field negatively influenced the development of HRM in Mac-
edonian companies.

On the other hand, the foreign direct investments, although at a much lower
level compared to other transition countries in the region, had a positive impact on
HRM development. A more significant transformation of the HR function is observed
in foreign-owned companies that transfer their own HRM models and practices (Zupan
& Kase, 2005; Kiriazov et al., 2000). In the foreign subsidiaries of MNCs, the reforms
in selection procedures, compensation and performance management systems are the
first steps taken by HR departments, and are primarily used as instruments for creat-
ing a new corporate culture (Taylor and Walley, 2002). These western HRM models
are then often disseminated to the domestic sector thus influencing the HRM develop-
ment.

The survey on HRM practices and the degree of their development in Serbia (a
country similar to Macedonia in terms of economic and political conditions as well as
national culture) conducted on a sample of 38 companies shows that human resource
management is still underdeveloped compared with EU countries. The biggest draw-
backs of HRM identified in companies in Serbia are: 1) HRM as a function does not
have significant impact on strategy formulation in companies, 2) in most companies
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the general manager is responsible for decisions related to human resources manage-
ment, 3) low level of communication between management and employees, 4) low
level of employee participation in decisions and low impact on company policies, and
5) inadequate competence of HRM managers (Bogicevic et al., 2008).

Indeed, the development of these practices was cited as a critical difference in
HRM between Slovenia as an EU country and Serbia as a developing country. The
analysis of HRM practices and systems that are implemented in companies in Slovenia
and Serbia (Bogicevic & Janicijevic, 2009) point to the existence of differences in the
role of HRM in companies and in the strategy creation, the organizational level at
which important HRM decisions are taken, systematic planning and organizing em-
ployee training and development, performance management, pay-for-performance
system, employee participation, and the union power.

Overall, the above reflects the current development of human resource manage-
ment in companies in Republic of Macedonia. Recent research of the existing HRM
practices and their effects on organizational performance in 27 large and medium
private, domestic and foreign-owned, companies with formal HRM practices in Mac-
edonia (Piperkova Majovski, 2010) revealed that mostly developed practices are those
of rigorous selection and pay-for-performance. Indeed, the main HRM practices ob-
served in Macedonian companies are: rigorous selection in employment, built system
of performance-related pay (especially for managers and core employees), formal
training of employees in several areas, and career development opportunities. On the
other hand, companies are characterized by centralized decision making, low level of
employee participation and low impact on company policies. Decisions regarding HRM
issues are highly centralized i.e. line and middle management participates only in per-
formance evaluation and allocation of tasks.

In particular, the results of the study show that Macedonian companies imple-
ment rigorous selection techniques in the recruitment process. The majority of the
companies use external recruitment, specifically for core employees and junior man-
agement positions (middle management is internally recruited through promotion). In
the selection process, one-to-one interview and letters of reference are indicated as
mostly used techniques. However, the findings revealed significant differences in the
ability of the companies to attract applicants. In fact, while domestic companies re-
view on average less than 50 applications for core positions, foreign-owned compa-
nies review on average more than 550 applications for the same position. The differ-
ence is also significant with the applications for managerial positions. This indicates
the ability of foreign-owned companies to attract a larger pool of applicants. The
developed ‘organizational brand’ of foreign-owned companies enables them to easily
attract employees and thus increase the quality of selection choices.

Formal training of employees is highly present in companies in Macedonia. 95%
of the analyzed companies conduct formal training, however only 40% consider train-
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ing to be very effective. In general, more than 30 % of the employees in the sample
had formal training in last two years mainly on customer relations and technical skills.

 Regarding compensation and benefits, research findings in the selected Mace-
donian companies reveal that performance is highly important, specifically for manag-
ers. Namely, in 70% of the sample performance has an important role in determining
the compensation of managers, while in 67% of the companies performance is closely
related to the total reward package of core employees.

The degree of employee participation is relatively low in the surveyed compa-
nies. However, certain variations are noted relative to addressed aspects. The analysis
shows that employees have the greatest influence on decisions related to quality im-
provements and least influence on decisions related to technology investments and
new product/service development. Specifically, employee participation in quality im-
provement issues is relatively high (in 50% of selected companies employees have
significant impact on quality improvement). On the other hand, employees have little
say in issues related to work processes, new product development and technology
investment. In addition, 48% of the companies do not have any form of formal griev-
ance procedures.

Although the HRM research evidence (Purcell et al., 2003) emphasizes the vital
importance of middle and line management in implementation of HRM practices and
their outcomes, the findings reveal high centralization of management in Macedonian
companies. This is reflected in the findings of the study that show insignificant partic-
ipation of middle and line management related to HR decisions. In particular, middle
management participates only in decisions related to allocation of work (in 54% of the
analyzed companies), and in performance evaluation of employees (in 59% of the
companies). The decisions related to selection and recruitment of employees, pay and
rewards, and promotion of employees are taken by top management in the majority of
the analyzed companies.

In general, the level of development of HRM systems and practices in Macedo-
nia is far lower in comparison to the EU and US systems of HRM. Rigorous selection,
pay-for-performance systems and training, as one of the first HRM practices imple-
mented during corporate change are not sufficient to construct a strategic HRM sys-
tem. In other words, companies cannot derive all benefits from the human resources
and HRM as a function. The effectiveness of HRM systems is likely to be decreased
if certain practices are ignored. Indeed, the lack of employee participation and line
management participation in HR related issues make companies unable to use the
HRM benefits in all their ramifications. In particular, when companies emphasize some
aspects of the HRM system, as for example selection and training, over others, as for
example employee participation, the overall cohesion of HR practices will be reduced
thus generating higher costs to the organization and poorer performance.



29

Biljana Angelova, Irina Majovski : Developed human resource management practices in ...

Conclusion

Developing an HR system of internally consistent practices that is congruent to
organisational strategy is vital for the success of a firm in the increasingly competitive
business arena. The complexity of contemporary business has generated the need for
shaping new mindsets and proactive attitudes of the companies, as well as orientation
towards greater emphasis on effective deployment of human resources. In addition,
forecasted human capital shortage will increase the importance of HRM function in
the pursuit and retention of human resources.

Recent research on HRM practices shows, however, that there is much to be
desired in the field of HRM in Macedonian companies. Given the fact that only few
HRM practices are developed in Macedonian companies, one cannot expect that busi-
nesses substantially benefit from the human resources potential. High centralization,
related to organizational and HRM issues, reflects the incapability of Macedonian firms
to successfully implement HR practices. In addition, the lack of strategic insight has
disabled HR managers and especially line managers to develop strategic HRM.

On the other hand, although often the acceptance of western HRM systems and
practices by domestic companies can result in their inappropriate use and lack of
congruence with organizational strategy, it is undisputable that foreign-owned com-
panies affect the development of HRM as a function in Macedonian companies. There-
fore, it can be concluded that the development of human resources is in a positive
direction however much remains to be done for strategic integration of human re-
source management function in Macedonian companies. Effective deployment of hu-
man resources in achieving competitive advantage requires proactive systematic de-
sign of HRM practices. In this context, companies should concentrate on developing
HRM and improving the link between HR practices and company performance.
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