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Abstract  
This study examines the contribution of high performance work system (HPWS) to organizational performance 

in the public sector in a developing country context. It relates HPWS to the human resource (HR) outcome, 
operational outcome, and financial performance of public enterprises in Ethiopia by focusing on the mediating 
effects of HR outcome and operational outcome. The results of the structural equation modeling (SEM) analysis, 
based on data gathered from a survey of 480 managers who work in nine public enterprises, demonstrate that 
operational outcome has a significant positive mediating effect in the HPWS-financial performance relationship. 
The research advises the public enterprises to design and implement HPWS practices as increased use of HPWS in 
the enterprises has a significant direct and indirect positive effect on financial performance. The paper suggests 
future researchers to examine the effects of high commitment work system (HCWS) and high involvement work 
system (HIWS) on the performance of public enterprises in a developing country context.  
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Introduc)on 
The influence of an organizaWon's HPWS on performance has generated considerable a0enWon within the 

academic and pracWWoner communiWes (Becker & Huselid, 1998). Most of the researches that have been carried 
out over the last decade show the existence of posiWve associaWon between the constructs (Armstrong, 2010; 
Hermans & Ulrich, 2021). The studies found out a posiWve associaWon between the HPWS pracWces of an 
organizaWon and objecWve (Guthrie, 2001; Huselid, 1995; MacDuffie, 1995) and perceptual (Delaney & Huselid, 
1996; Bae & Lawler, 2000) measures of organizaWonal performance; the research works agree that HPWS results 
in enhanced HR outcome, operaWonal outcome, and financial outcome.  

Although much has been known about the posiWve effect of HPWS on performance, deficiencies in knowledge 
sWll exist as the past literatures have not adequately addressed the problem (Guest, 2011; Jiang & Messersmith, 
2018; Wright & Ulrich, 2017). A literature review has exposed our gap in knowledge by idenWfying the existence of 
very few studies that demonstrate the mechanism through which HPWS impacts performance (Becker & Gerhart, 
1996; Boselie et al., 2005; Guest 2011; Jiang et al., 2012; Huselid, 1995; KloutsinioWs & Mihail, 2018). The greater 
part of the research works failed to demonstrate the process through which HPWS pracWces affect organizaWonal 
performance, which is usually referred by some human resource management (HRM) scholars as the ‘black box’ 
problem (Jiang et al., 2012; KloutsinioWs & Mihail, 2018; Wright et al., 1999; Wright et al., 2003; Messersmith et 
al., 2011).  

Therefore, the process through which an HPWS contributes to performance should be the main focus of future 
researches (Guest, 2011). There is a need for research studies that uncover the ‘black-box’ of what HPWS 
accomplishes and how (Björkman & Xiucheng, 2002; Guest, 2011; KloutsinioWs & Mihail, 2018); the intermediate 
linkages between HPWS and performance should be empirically tested by future HRM scholars (Way, 2002). The 
research works should first examine the effect of HPWS pracWces on immediate outcomes such as HR and 
operaWonal outcomes; and proceed to demonstrate the mediaWng effects of the immediate outcomes between 
HPWS and distal organizaWonal outcomes such as financial performance (Björkman & Xiucheng, 2002; Fey et al., 
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2000; Guest, 2011; Jiang et al., 2012; Jiang & Messersmith, 2018; KloutsinioWs & Mihail, 2018). This study, 
therefore, has addressed this issue by providing empirical evidence showing the process through which HPWS 
contributes to the performance of public enterprises using the behavioral perspecWve as a framework. 

Theore)cal background and hypotheses development 
This part discusses the appropriate theory that helps to understand how HPWS assists organizaWons to realize 

their performance objecWves. It also develops the hypotheses of the study showing the associaWon between 
HPWS, HR outcome, operaWonal outcome, and financial performance (see Figure 1). 

 
Behavioral Perspec)ve 
The resource-based view perspecWve mainly describes the reason why HRs and HPWS are essenWal for 

organizaWonal performance (Jiang & Messersmith, 2018). On the other hand, the behavioral perspecWve highlights 
how HPWS support organizaWons a0ain their goals (Jiang & Messersmith, 2018). The behavioral perspecWve argues 
that effecWve HPWS pracWces help to generate a compeWWve advantage by bringing forth posiWve workforce 
behaviors and aptudes that support firm strategy (Jackson & Schuler, 1995).  

Although there are strong evidences that support the associaWon between HPWS and different organizaWonal 
outcomes, a lot remains hidden regarding the process through which HPWS influences the outcomes (Jiang et al., 
2012). Therefore, various scholars have started to use the behavioral perspecWve theory of HPWS to study the 
mediaWng mechanisms of the associaWon between HPWS and organizaWonal outcomes to suggest that HPWS 
influence firm performance by affecWng workforce behaviors (Jiang et al., 2012; Jiang & Messersmith, 2018). In 
addiWon, the behavioral perspecWve has also extended the criteria used to evaluate the success of HPWS by 
including other organizaWonal effecWveness measures such as operaWonal outcome and financial outcome while 
evaluaWng the associaWon between HPWS and firm performance (Kessler, 2013).  

Hence, this study used the behavioral perspecWve to examine the role of HR and operaWonal outcomes in the 
link between the HPWS and financial performance of the public enterprise in Ethiopia. 

 
HPWS, HR Outcome, and Organiza)onal Performance 
OrganizaWon performance may not come out from the HPWS pracWces themselves but from the HR outcomes 

that are consequences of using the HPWS pracWces. The effecWveness of HPWS pracWces, therefore, is measured 
by the extent of their posiWve impact on employee saWsfacWon, commitment, and empowerment which ulWmately 
results in the realizaWon of essenWal organizaWon outcomes (Messersmith et al., 2011). Various empirical studies 
also demonstrate the role of HR outcome in the associaWon between HPWS and firm performance. Rogg et al. 
(2001) invesWgated the effect of organizaWonal climate in the associaWon between HPWS and customer saWsfacWon 
in 351 small enterprises that were operaWng in similar industry context. The study found out that organizaWonal 
climate mediates the HPWS-customer saWsfacWon link of small businesses. While the indirect impact of HPWS 
through organizaWonal saWsfacWon on customer saWsfacWon was significant, the direct influence of the pracWces 
on customer saWsfacWon was insignificant and close to zero.  

By taking 101 mulWnaWonal organizaWons operaWng in Russia, Fey et al. (2000) also assessed the effect of HPWS 
on organizaWon performance. The mediaWng effect of HR outcome in the associaWon between HPWS pracWces and 
the foreign organizaWons performance was also invesWgated; the study found out some support on the mediaWng 
effect of HR outcome in the link between the HPWS and the mulWnaWonal organizaWon subsidiaries performance 
that were operaWng in Russia. Moreover, Meyer and Smith (2000) invesWgated the mechanism through which 
HPWS affect organizaWonal commitment by surveying 281 employees from various organizaWons. The authors 
found that support from an organizaWon and procedural jusWce mediate the link between HPWS and employees’ 
normaWve and affecWve commitment; this finding shows that organizaWons can impact the level of their 
employees’ commitment posiWvely through their HPWS pracWces. 

  The results of the studies are consistent with the argument that HR outcome mediates the HPWS-
organizaWonal performance relaWonship. That is, broader use of HPWS creates employees with be0er behavior 
and aptude, and having employees with posiWve aptude and behavior is reflected in enhanced financial 
performance in the public enterprises. Consistent with the aforemenWoned discussion, this research hypothesizes 
that: 

Hypothesis 1: HR outcome mediates the relaWonship between HPWS and financial performance in public 
enterprises in Ethiopia. 
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HPWS, Opera)onal Outcome, and Organiza)onal Performance 
HPWS helps an organizaWon to enhance its operaWonal outcomes such as be0er quality, Wmely delivery, low 

cost, and innovaWon, which in turn, increases the financial performance of an organizaWon (Ahmed & Schroeder, 
2003). Quality, innovaWon, producWvity, and shrinkage forecast the financial performance of an organizaWon 
(Wright et al., 2003). For example, by surveying 968 organizaWons, Huselid (1995) discovered a significant 
associaWon between HPWS and turnover, profit, and market value in USA. Similarly, Guthrie (2001) invesWgated 
that HPWS was significantly related with immediate organizaWonal outcomes and profitability of organizaWons in 
New Zealand. By taking data from 74 organizaWons in China, Zheng (2001) found out that organizaWons that had 
HPWS that focuses on incenWve and compensaWon management were able to secure be0er immediate 
organizaWonal outcomes; on the other hand, enterprises that focus on free market selecWon and performance 
management obtain be0er financial performance.  

Richard and Johnson (2001) also examined the influence of HPWS effecWveness in the banking sector; the 
authors conducted a survey of banks that are located in California and Kentucky and found that HPWS effecWveness 
decreases turnover and enhances market performance.  

This shows the mediaWng effects of operaWonal outcome in the HPWS-financial performance associaWon. The 
results illustrate how HPWS impact operaWonal outcome, which subsequently result in enhanced financial 
performance. Hence, 

Hypothesis 2: OperaWonal outcome mediates the relaWonship between HPWS and financial performance in 
public enterprises in Ethiopia. 

 

Research Methodology  
QuanWtaWve research approach with cross-secWonal survey research strategy was employed to examine the 

mediaWng effects of HR outcome and operaWonal outcome in the relaWonship between HPWS and financial 
performance. The research populaWon consisted of 1691 managers from nine organizaWons.  

DeterminaWon of sample size is generally governed by the level of certainty that we want to have in our data, 
the margin of error that we are willing to tolerate, the type of analysis we undertake, and the populaWon size from 
which we select our sample (De Vaus, 2002; Saunders et al., 2012). According to Saunders et al. (2012), 
management researchers normally work with a 95 per cent confidence level and a margin of error that is within 
plus or minus 3 to 5 per cent. Therefore, the 480 sample size for this study was determined by using a 95 per cent 
level of certainty, a 5 percent margin of error, and an expected non-response rate of 20 per cent (De Vaus, 2002). 

The data were collected using validated five-point Likert scale items that were modified from prior studies on 
HPWS. As part of the measurement model analysis, confirmatory factor analysis (CFA) was performed (Table 1); 
based up on the results of the CFA, indicators with factor loadings below 0.60 were dropped (Collier, 2020). In 
addiWon, the construct reliability assessment result of the scales showed a composite reliability and Cronbach’s 
alpha that were above the 0.70 threshold value. Moreover, the Heterotrait-Monotrait raWo and average variance 
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extracted tests that were performed to see the discriminant validity and convergent validity of the scales 
demonstrated values that were under the 0.9 and above the 0.5 recommended values respecWvely.  

    
Table 1: CFA 

Construct Item Standardized Factor Loading 
HPWS Item1 0.635 

Item2 0.757 
Item3 0.791 
Item4 0.730 
Item5 0.704 
Item6 0.668 
Item7 0.632 

HR Outcome Item1 0.845 
Item2 0.801 
Item3 0.858 
Item4 0.785 
Item5 0.665 
Item6 0.609 

Operational Outcome Item1 0.827 
Item2 0.857 
Item3 0.712 

Financial Performance Item1 0.854 
Item2 0.859 
Item3 0.843 
Item4 0.795 

    The model fit staWsWcs such as χ2, CFI, IFI, TLI, SRMR, and RMSEA were also computed to determine the 
measurement and structural models overall goodness of fit. Accordingly, the observed fit indices either met or 
exceeded the recommended threshold values. 

Hypothesis Tes)ng 
To test the mediaWng effect of HR outcome and operaWonal outcome, a bootstrapping approach was used. 

Bootstrapping approach to mediaWon analysis provides the best combined esWmated coefficients by selecWng a 
large number of subsamples (Hair et al., 2019). By yielding be0er levels of staWsWcal power, the approach provides 
a more accurate assessment of the mediaWng effect as compared with the Baron and Kenny approach and the 
Sobel test (Hair et al., 2019). Therefore, the full structural model of the study simultaneously examined the 
mediaWng effects of HR outcome and operaWonal outcome in the relaWonship between the HPWS and financial 
performance of the public enterprises. This simultaneous analysis of all the mediators in one model helps to get a 
be0er understanding of the mechanism by which HPWS affects financial performance in the public enterprises; 
the combinaWon of mediaWon in a more general framework helps to capture the full picture of relaWonships and 
provides a valuable perspecWve on interpreWng mediaWon (Hair et al., 2019). 
The results of the two hypothesized indirect relaWonship tests are summarized in Table 2. The table includes the 
direct and indirect effect coefficients, confidence intervals, p-values, decisions on the hypotheses that tested 
mediaWng relaWonships, and conclusions of the hypotheses tesWng. The study used unstandardized coefficients to 
interpret and present the mediaWon tesWng analysis results. The unstandardized indirect effects were reported for 
mediaWon analysis because unstandardized coefficients are normally reported by most studies that perform 
mediaWon analysis; therefore, it is appropriate to use the unstandardized indirect effects as it is customary to see 
them with most mediaWon analysis (Collier, 2020).  
Table 2: Test for MediaWon Using a Bootstrap Analysis with a 95% Confidence Interval 

Hypotheses and paths 
 

Direct 
Effect 

Indirect 
Effect 
 

Confidence 
Interval 
Low/High 

p-value Decision 
 

Conclusion 

HPWS → HR Outcome → 
Financial Performance 

0.412 .083 -.003/.195 .056 H1 not 
supported 

No Mediation 

HPWS → Operational 
Outcome → Financial 
Performance 

0.412 .209 .057/.410 .005 H2 
Supported 

Partial 
Mediation 
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Note: Unstandardized coefficients reported. Bootstrap Sample = 5,000 with replacement. 

 
MediaWon Path 1: HPWS → HR Outcome → Financial Performance 
Hypothesis 1 invesWgated if HR outcome mediates the HPWS-financial performance link in the study 

organizaWons. It was hypothesized that HR outcome would mediate the associaWon between the two constructs. 
However, the result shows that HR outcome plays no mediaWng role in the HPWS-financial performance 
relaWonship (β = .083, p = .056). Therefore, Hypothesis 1 was not supported. 

 
MediaWon Path 2: HPWS → OperaWonal Outcome → Financial Performance 
Hypothesis 2 examined whether operaWonal outcome mediates the associaWon between HPWS and financial 

performance. It was hypothesized that operaWonal outcome would have a mediaWng role in the relaWonship 
between the constructs. The finding confirms a posiWve and significant complementary parWal mediaWon path (β 
= .209, p = .005). Hence, Hypothesis 2 was supported. 

 
Discussion 
The impact of HPWS on financial performance can partly be explained due to its influence on HR outcome and 

operaWonal outcome (Armstrong, 2009; Dyer & Reeves, 1995; Guest, 2011; Huselid, 1995). HPWS directly impacts 
the HR outcome and operaWonal outcome of an organizaWon. When HR outcome and operaWonal outcome show 
improvement, the organizaWon will have an improved financial performance (Armstrong, 2009; Dyer & Reeves, 
1995; Guest, 2011; Huselid, 1995). However, very few studies show the mechanism through which HPWS impacts 
firm performance (Becker & Gerhart, 1996; Boselie et al., 2005; Guest 2011; Huselid, 1995; Jiang et al., 2012; 
KloutsinioWs & Mihail, 2018). The greater part of the research works failed to demonstrate the process through 
which HPWS pracWces affect organizaWonal performance, which is usually referred by some HRM scholars as the 
‘black box’ problem (KloutsinioWs & Mihail, 2018; Messersmith et al., 2011; Wright et al., 2003; Wright et al., 1999). 
Hence, this study used the behavioral perspecWve theory as a framework to find out the role of HR outcome and 
operaWonal outcome in the relaWonship between the HPWS and financial performance of the study organizaWons.  

The results of the research demonstrate that operaWonal outcome had a significant complementary parWal 
mediaWon effect in the link between the two constructs. This shows that higher level of HPWS leads to enhanced 
innovaWon, quality, and customer saWsfacWon, which in turn, posiWvely impacts the financial performance of the 
public enterprises. The result is similar with prior studies such as Huselid (1995) and Rogg et al. (2001). However, 
HR outcome did not have a significant mediaWng effect at p<0.05 level. The finding contradicts prior research works 
such as Fey et al. (2000), Huselid (1995), and Messersmith et al. (2011). This does not, however, mean that having 
a saWsfied, commi0ed, and empowered manpower will not lead to improved financial performance in the public 
enterprises; it only shows that HPWS has a direct effect on the financial performance of the public enterprises and 
an indirect effect through the operaWonal outcome of the organizaWons.  

To sum up, this study used the behavioral perspecWve to examine the mediaWng roles of HR outcome and 
operaWonal outcome. The findings of the hypotheses tesWng demonstrated that operaWonal outcome plays a 
significant posiWve role in the HPWS-financial performance relaWonship. The finding supports the behavioral 
perspecWve as the theory includes organizaWonal effecWveness measures such as HR outcome, operaWonal 
outcome, and financial outcome while examining the associaWon between HPWS and organizaWonal performance. 
Nevertheless, the study was not able to find support for the mediaWng effect of HR outcome in the associaWon 
between HPWS and financial performance. 

 
Conclusions 
This research contributes to our understanding of the significance of HPWS in the public sector. The findings of 

the study open the black box by demonstraWng how HPWS influences the financial performance of public 
enterprises in Ethiopia. The results of the indirect relaWonship test show that operaWonal outcome parWally 
mediates the associaWon between HPWS and financial performance in the public enterprises; that is, the use of 
HPWS enhances the innovaWon, quality, and customer saWsfacWon level of the enterprises, which, in turn, helps 
them to get be0er financial performance. However, HR outcome did not have a significant mediaWon effect in the 
HPWS-financial performance relaWonship. The paper suggests future researchers to examine the effects of HCWS 
and HIWS on the performance of public enterprises in a developing country context. 
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