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This paper aims to discuss differences between human resource management (HRM) and strategic human resource
management (SHRM), and aims to discuss convergence or divergence between American and European HRM.
Therefore, research question is what the similarities and differences are between European and American HRM.
Research methodology is based on critical review of HRM literature. Therefore, this study aims to increase
conceptual ability of human resource (HR) professionals. Major result is that HRM is related with employee
performance, and SHRM is related with firm performance. Secondly, European HRM is becoming similar to
American HRM. The difference between European and American HRM is social context and social partners.

European HRM considers social partners in management of HR.
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Introduction

Management of human resources started with industrial age after establishing big firms, and scientific
management of HR began with Frederick W. Taylor (Uysal, 2012). He advised to practice some personnel
management techniques to firms. There are three HR methods in firms to manage human resource-related
issues. They are personnel management (PM), human resource management (HRM), and strategic human
resource management (SHRM). Focus of those methods is different but they complete each other in firms to
manage HR. PM focuses on organizational jobs. It aims to increase efficiency of jobs in firms to increase
organizational performance. HRM focuses on employees. It aims to increase employee efficiency to enhance
performance of business departments and firm performance. SHRM focuses on firm. It aims to increase firm

performance through HRM practices (see Figure 1).

PM =) job

HRM =) cmployee
SHRM =) f{irm
Figure 1. HR methods.

HRM concept is developed in USA in 1960s and 1970s. Therefore, HRM is American concept. So, HRM
is spreading in global economies by American multinational corporations (MNCs) and foreign direct
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investment (FDI). Because American headquarters insist on applying home country practices in HRM.
However, there are convergence and divergence between American and European HRM. Therefore, this study
aims to discuss HR methods, and American and European HRM.

HR practitioners may call human resources in SHRM as capital. Practitioners call human resources as
personnel in PM, and as employee in HRM. Individual performance of employees is important to achieve firm
performance in SHRM. Therefore, employees are perceived as intellectual capital or human capital to increase
firm performance. Because it is expected that intellectual or human capital increases performance of individuals.
Human capital can be defined with employee’s knowledge and experience in their field. Therefore,
organizational learning is accepted as a SHRM practice in firms. Because it is related with human capital or
intellectual capital. Organizational learning increases knowledge of employees. Organizational learning is that
employees learn occupational knowledge in their career field.

First article of SHRM is published in 1981 in Organizational Dynamics Journal. Then numerous articles
are published in academic journals about SHRM. However, those articles become theoretical. Articles do not
have hypotheses and so, are not practical for firms. If firms apply SHRM in their organizations, academic
researchers establish hypotheses in their research. Firms do not have SHRM departments and managers. Firms
may apply interrelated HRM practices and HR systems in their organizations to practice SHRM.

Two Questions of SHRM in Literature

There are two questions in literature related with SHRM:

(1) How does HRM have an impact on firm performance? What are the moderators between HRM and
firm performance?

(2) How can SHRM be put into practice? How do HR practitioners apply SHRM in organizations?

First of all, moderators in HRM-firm performance link are positive organizational attitude and behaviours,
individual performance, and business departments. Positive attitudes and behaviours are important in American
HRM. American style of HRM aims to develop positive organizational attitude and behaviours in employees so
that employees work for organizational goals.

Those moderators also describe theory of HRM in this study (see Figure 2).

Positive attitude and behaviours

7 T~

HRM  —— Individual performance E—— Firm performance
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Figure 2. HRM and firm performance link—moderators.

Business departments

In this model, HRM practices lead to positive organizational attitude and behaviours in employee side.
Those attitudes and behaviours are commitment behaviour, motivation, trust, citizenship, satisfaction,
absenteeism etc.. Positive attitude and behaviours increase individual performance to which it is very important
in American HRM. Therefore, American HRM aims to increase positive attitudes and behaviours in employees
to increase their performance. This is the theory of HRM in this study, which is that applying HRM practices
results in positive organizational attitude and behaviours; and positive attitude and behaviours increase

individual performance.
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Secondly, SHRM can be put into practice by establishing SHRM departments in organizations. HRM
departments apply traditional HRM practices. However, SHRM departments apply modern HRM practices
such as performance management, human capital practices, organizational learning, HR governance, HR
systems, and interrelated HRM practices. However, role of SHRM departments and managers might be
advisory. SHRM departments and managers can be advisor of HRM managers in management of human
resources in organizations.

In addition, there is also third question in literature. What is the effect of HRM practices on human
resources of firms? Answers might be positive organizational attitude and behaviours. This is the theory of
HRM. HRM practices increase positive organizational attitude and behaviours; and positive attitude and

behaviours increase individual performance.

HRM practices Positive attitude and Individual
' behaviours

Figure 3. Theory of HRM.

performance

Therefore, firstly, HRM can be defined as applying HRM practices in organizations. Secondly, the theory
of HRM is to produce HRM outcomes. Because HR outcomes contribute to achieving firm performance. Most

prominent outcome of HRM might be positive organizational attitude and behaviours.

American SHRM: Perspectives of American Scholars in SHRM

Firstly, American scholars tend to system theory in SHRM. They identify SHRM with HR systems. Major
prominent of HR system is interrelated HRM practices. Secondly, American scholars identify SHRM with
HRM-firm performance link. Thirdly, American SHRM pays more attention to fit notion in SHRM. Because
internal fit is necessary to develop interrelated HRM practices and HR systems, and external fit is necessary to
achieve HRM-firm performance link in organizations. Fit is the third dimension in American SHRM. The first
one is performance and the second one is HR system. For example, HR system is a mediator between HRM and
firm performance, according to a literature study in Indonesian firms. HR system has an impact on individual
performance. MacDuffie (1995) suggested HR systems perspective for firms in his article in Industrial and
Labor Relations Journal.

Fit is goal congruent of various organizational variables. Individual performance may establish external fit
between HRM and firm performance. Because individual performance has an impact on firm performance
through business departments. Therefore, individual performance may become external fit tool between HRM
and firm performance. Fit perspective is important to establish SHRM in organizations. Because fit develops
interrelated HRM practices in firms through internal fit; and fit attaches HRM practices with firm performance
through external fit.

Performance management may become internal fit tool. Because performance management is interrelated
HRM practices. Performance management is to apply training, compensation, performance appraisal, and carrer
planning together to improve employee’s individual performance. Therefore, performance management
practices can be internal fit tool to establish HR systems and interrelated HRM practices.

In order to become strategic partner HR may establish external fit between HRM and firm performance.
HR directors may become strategic partner by having a chair in board of directors in firms. They can influence

management decisions in employment decisions such as dismissal, reward, promotion, rotation etc.. If HR has
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an effect on employment decisions, HR becomes strategic partner of firms. Thirdly, HR may become strategic
partner of firms by working together with line managers. HR managers may become advisor to line managers
in HRM practices. HR managers become advisor to line managers in HRM practices such as performance
evaluation, carrer planning, and determining compensation.

Internal fit is to establish interrelated HRM practices in organizations. Interrelated HRM practices can be
achieved through understanding correlations between HRM practices. For example, HR managers are to
recognize correlation between staffing-training-performance appraisal, and correlation between performance
appraisal-promotion-compensation.

Finally, Devanna, Fombrun, and Tichy (1981) defined SHRM with corporate strategy and competitive
advantage. Wright and McMahan (1992) defined SHRM with firm performance. Huselid (1995) suggested high
performance work systems (HPWS) and HR systems. HPWS has an impact on human capital of employees.
Delery and Doty (1996) explained SHRM with “fit” notion. Because HR systems thinking in SHRM requires
internal fit and external fit notions. Schuler and Jackson (1987) tend to contextual perspective in SHRM. They
say that regulations are context in HRM in contextual perspective. In addition, European scholars put impact of
institutional settings on the shaping of HRM. Institutional settings are such as trade unions, work councils,
labor legislations and government. Further, Lepak and Snell (2002) advised “human capital”. Lepak (2003) said
that human capital has an impact on employee and firm performance. Lepak and Snell also discussed “HR
architecture” notion. HR architectute is to build HR systems in organizations through interrelated HRM

practices.

European SHRM

European SHRM can be defined with “strategic personnel management”. In addition, American SHRM is
defined with HRM. Because personnel management is originated in Europe after industrial age. PM is
originated in Europe, and HRM is originated in USA. Therefore, European firms have tradition (organizational
culture) in personnel management. Therefore, European SHRM might be to apply strategic dimension of
personnel management. Strategic PM is that PM has an influence on organizational performance. It is similar to
the definiton of SHRM in American literature. It is HRM-firm performance link. PM focuses on jobs in
organizations. While HRM focuses on employees. Employees are persons that implement jobs in firms in PM.
Therefore, strategic PM may have an impact on firm performance through organizational jobs. On the other
hand, HRM has an impact on firm performance through employee performance. In HRM theory, HRM
practices have an impact on employee performance and individual performance is expected to increase
performance of business departmants and it is expected that performance of business departments increase
performance of firm. Similarly, strategic PM can be described with relationship between job performance and
firm performance. Job performance can be defined with job outcomes such as customer satisfaction and job
efficiency.

PM is interested with job efficiency, HRM is interested with employee efficiency. Major sign of employee
efficiency is individual performance. Major sign of job efficicency is to achieve job targets, which are set by
managers and departments. If PM has an impact on job efficiency, it gains strategic dimension on firm
performance. PM may increase job efficiency via job analysis, job flow chart, job departmentation,
on-the-job-training, job definition, and coaching.
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Convergence or Divergence Between European HRM and American HRM'

This part of paper discusses convergence and divergence issue in European and American HRMs. Firstly,
American HRM is based on configurational perspective. It makes up HR system in management of HR in firms.
For example, Huselid (1995) advocated HPWS, HR systems, and HR architecture in HRM theory. Secondly,
American HRM has shareholder perspective. Because USA is shareholder economy. Therefore, American
HRM has firm performance targets to provide more value to shareholders. Thirdly, American HRM considers
employees as a resource. This is aligned with resource-based theory of Barney (1991).

Firstly, stakeholders are important in European HRM. Therefore, European HRM has stakeholders
perspective. Stakeholders are such as involvement of state, institutions, their regulations, trade unions, and
social partners. Therefore, European firms consider stakeholders in management of HR. Secondly, European
HRM head for adopting American HRM but they have social context and environment. Therefore, European
HRM can be formulased as European HRM = American HRM + social context.

Firstly HRM is developing field in Europe. Secondly American MNCs deploy American HRM in
European market. Thirdly, European HRM is adopting firm performance target similar to American HRM.
Major difference between American and European HRM is state regulations such as regulations in staffing,
dismissal, industrial relations. Fourthly, European HRM has contextual perspective—role of state, institutions,
trade unions, social partners, labor legislations build social environment in European HRM.

Chris Brewster, Paul Sparrow, A. Hegewisch, Wolfgang Mayrhofer, and Paul Gooderham are leading
researchers in Europe in European HRM. Most citations are given to Chris Brewster in European HRM
research. Brewster (2007) claimed that there is a European HRM. On the other hand, Sparrow (2004) said that
there is “HRM in Europe” notion. European HRM is between American HRM and social context. HRM in
Europe concept adopts American HRM practices.

The major difference between American and European HRM is organisational autonomy. American HRM is
more autonomous in management of HR. While European HRM is restricted by stakeholders and regulations in
HRM. This difference may emerge difference of economic systems in both markets. The USA is liberal market
economy, and firms are free in management of HRM. EU economy is coordinated market economy, and EU is
regulated economy. Therefore, firms have restrictions in HRM by state and regulations. Because regulated market
economy take into consideration social awareness of market outcomes. Finally, firms are autonomous in
American HRM to protect state. Americans aim to protect their state; therefore, firms are aoutonomous in HR.
However, Europeans aim to protect their society and social rest. Therefore, firms have restrictions in HR.

Convergence between American and European HRM may be achieved through MNCs. Because American
MNC s insist of applying headquarter’s HRM practices in local subsidiaries. This spread American HRM
accross European market. Divergence may be achieved through social context. Because there is economic
system difference between two markets. The USA is shareholder economy, and EU is stakeholder economy.
EU aims to protect stakeholders. Therefore, they have state interventions, institiutional impact, and regulations
in European HRM. To conclude, European HRM is becoming similar to American HRM. Difference is social
context. European HRM adopts American HRM practices and European HRM adopts firm performance

variations. Finally, Europe is becoming deregulated economy, and firms are becoming autunomous in HR.

! This part of paper is accepted for presentation at 9th Silkroad International Conference in Tbilisi, Georgia, held by International
Black Sea University on May 23-25th, 2014.
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Discussion

There are may be two differences between HRM and SHRM:

(1) HRM is interested with individual performance, and SHRM is interested with firm performance;

(2) HRM practices are individual in HRM, and HRM practices are interrelated in SHRM.

In addition, HRM may be towards shareholder value, and SHRM is towards stakeholder value. HRM has
shareholder value because HRM is interested with individual performance. Therefore, individuals are interested
with their individual earnings or outcomes. SHRM has stakeholder value because SHRM is interested with firm
performance. Because stakeholders of firms are interested with firm performance. Personnel management may
also possess stakeholder value because PM focuses on “job” in organizations and jobs have stakeholders in
organizations such as employees, customers, peers, and supervisors. All the people will pay attention to the
outcome of jobs.

For example, Becker, Huselid, Pickus, and Spratt (1997) studied an article entitled as HR as a Source of
Shareholder Value in Human Resource Management Journal. Because the USA is shareholder economy, and
the USA economy is based on liberal market view. In liberal economy, entrepreneurs establish firms to earn
profit. Therefore, they are interested with organizational results and firm performance such as market share,
profit, sales, and growth. Therefore, American HRM has sharcholder perspective to provide value to
shareholders. For example, American HRM applies individual performance appraisals, reward plans, and career

planning in management of HR.

Conclusions

The major difference between HRM and SHRM is to become efficiency and effectiveness. HRM is
efficicency, and SHRM is effectiveness. Efficiency is related with outcome of jobs, and effectiveness is related
with organizational goals. HRM aims to increase efficiency of employees in jobs and HRM applies HRM
practices to increase efficicency of employees. Major sign of efficiency in jobs is individual performance.
SHRM focuses on increasing employee effectiveness so that employees work for achieving organizational
objectives.

There are some SHRM phrases by managers in organizations. They are:

e HRM managers must be aware of performance of department managers in firm. Because performance of
managers has an impact on firm performance;

e Low turnover rate increases performance of business departments. Business departments which have low
turnover rate have 60% more profit than business departments which have higher turnover rate. Therefore,
HRM managers must be aware of turnover rate in their organizations to have an impact on firm performance
through business departments and employee performance.

Those phrases are related with performance of business departments in firms such as logistics department,
finance department, marketing department, stock department etc., because performance of individuals increases
performance of departments, and it has an impact on firm performance. Therefore, HRM theory is crucial to
SHRM theory, because, according to HRM theory, HRM practices develop positive organizational attitude and
behaviours in employees. Positive organizational attitude and behaviours results in increased individual
performance. Aligned with SHRM theory, individual performance has an impact on performance of business
departments, and this has an impact on firm performance. Therefore, individual performance and organizational
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attitude and behaviours are crucial in SHRM, Because they have an impact on performance of firm.

How is SHRM put into practice by firms? First of all, organizations may establish SHRM departments,
and they can appoint SHRM managers for those departments. Job definitions of SHRM managers are to
become advisor to HR managers in firms in employment decisions such as to apply interrelated HRM practices.

One of the duty of HR managers and SHRM managers in firms may be to become advisor to line
managers and top managers in employment decisions. HR may become advisior to management in employment
decisions such as promotion, transfer, dismissal, wage, and career planning.

To conlude, this paper argues the theory of HRM and the theory of SHRM. The theory of SHRM is that
HRM has an impact on firm performance through individual performance and business departments. HRM
practices have an impact on individual performance, and individual performance increases performance of
business departments, and performance of business departments has an impact on overall firm performance.
The theory of HRM is that HRM practices lead to positive organizational attitude and behaviours in employees.
and positive attitudes and behaviours have an impact on individual performance. Because HRM is related with
individual performance.

Secondly, HR methods are applied together in firms. HR methods are personnel management, human
resource management, and strategic human resource management. PM focuses on “job”; HRM focuses on
“employees”; and SHRM focuses on “firm”. Therefore, none of HR methods are ignored by firms, and should
be applied together in firms.
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