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Abstract 

Normative human resource management (HRM) literature offers an abundant and sophisticated 

picture on the ideal HRM practices leading to certain positive HRM outcomes. Explanatory 

empirical research has also confirmed positive relationships between HRM and organizational 

performance. This study approached SMEs HRM from a different perspective. We studied how 

HRM manifests itself in managerial perceptions concerning the important drivers of firm 

performance. A research strategy was followed that addressed HRM as it naturally manifests itself 

within holistic managerial thinking. A causal mapping technique was used to elicit causal maps 

for 37 CEOs of industrial SMEs. The findings indicate that HRM has a varying role as a 

mailto:rst@uva.fi
mailto:jve@uva.fi
mailto:timo-pekka.uotila@uva.fi


2 
 

performance driver in managers’ causal beliefs. As the main result we propose a categorization 

of SME managers’ thinking on HRM consisting of four types with different level of conceptual 

richness and cognitive complexity: Managers with mature, narrow, scattered and vague causal 

beliefs of HRM as a driver for organizational performance. 

 

Introduction 

 

Scholars of human resources management (HRM) recommend that it is important to develop 

efficient HRM practices to achieve positive HRM outcomes, which, in turn, improve the 

performance of the firm (e.g. Becker and Gerhart 1996; Guest 1997; 2011; Mitchell, Obeidat, and 

Bray 2013). Despite their potential, not all firms apply HRM practices widely. Previous studies 

have shown a considerable diversity in HRM practices particularly among SMEs (Aragon-Sanchez 

and Sanchez-Marin 2005; Cassell, Nadin, Gray, and Clegg 2002; Psychogios, Szamosi, Prouska, 

and Brewster 2015). One reason for this has been traced back to top management thinking 

concerning HRM as a driver of organizational performance (Arthur, Herdman, and Yang 2016). 

Managing director’s role as an HRM decision maker is especially important in SMEs because they 

rarely employ HRM experts (Kotey and Slade 2005; Marlow, Taylor, and Thompson 2010; 

Psychogios et al. 2015), and therefore, their beliefs and knowledge of HRM may critically 

influence the status of HRM in the firm (Cardon and Stevens 2004; Papadakis and Barwise 2002). 

Regardless of its importance little is known about managerial thinking concerning the importance 

of HRM as a success driver in general and concerning SMEs in particular. 
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While several statistical studies link HRM issues to firm performance (Huselid 1995; Boselie, 

Dietz, and Boon 2005; Combs, Liu, Hall, and Ketchen 2006; Subramony 2009), we do not yet 

know how SME managers actually see the connection or how they perceive the important elements 

of HRM and the dynamics between HRM and firm performance. Those studies addressing 

managerial thinking are usually comparative surveys focusing mostly on the HRM -related 

perceptions of managers or HRM experts in larger multinational companies (Allison and Hayes 

2000; Markoczy 1995; Sadler-Smith 1998; Budhwar and Sparrow 2002; Arthur et al. 2016). 

Especially qualitative research on HRM -related managerial thinking is scarce (Busenbark, Krause, 

Boivie, and Graffin 2016; Markoulli, Lee, Byington, and Felps 2016). 

 

We seek two kinds of theoretical contribution with this research. First, we bring new perspective 

to research on managerial thinking, which mostly addresses managerial cognitions of firm’s 

external environment (e.g. Barr & Huff 1997; Reger & Palmer 1996; Calori, Johnson & Sarnin 

1994; Daniels, Johnson & Chernatony 1994; Hodgkinson & Johnson 1994; Porac & Thomas 1990; 

Porac, Thomas & Baden-Fuller 1989; Reger & Huff 1993). So far, only a limited amount of studies 

have been made on managers’ thinking of internal factors of the firm in relation to firm success 

(Crilly & Sloan 2012; Eggers & Kaplan 2009; Kaplan 2008 Laamanen & Wallin 2009). Thus we 

aim to broaden understanding of managerial thinking of internal factors as performance indicators 

for the firm (‘the managerial success formula’), especially those related to HRM. Second, to our 

knowledge, only the study of Arthur, Herdman and Yang (2016) has so far focused on top 

manager’s thinking on HRM issues in relation to firm performance in SMEs. As a result of their 

empirical study they suggested managerial beliefs on HRM to be the decisive for making 

investments in human resources of a firm. They label this “HR cause-effect belief”. However, 
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when they explicitly suggested the potential HRM perspectives for managers to be considered, we 

try to find out, what issues and causalities the managers themselves present without any conceptual 

directing by the interviewer.  We particularly seek their spontaneous cause-and-effect explanations 

between, HRM practices, HRM outcomes and various success factors of a firm. That is to say, we 

did not want to spoon-feed HRM issues to our informants, and instead monitored if and how the 

topic of HRM emerged spontaneously among the manager’s overall perceptions of important 

performance factors for the firm. In such a way, our research offers a complementary and 

alternative view within the current body of knowledge dominated by normative literature and 

explanatory research. 

 

In this study we wish to open “the black-box” as it manifests in managers strategic HRM thinking 

by answering the next research questions 1) What HRM practices and HR outcomes do SME 

managers perceive to be important elements for performance of a firm? 2) What kind of causalities 

do SME managers see between HRM practices, HRM outcomes and organizational performance? 

and 3) Are there differences in managerial thinking concerning HRM and if so what kind of 

differences can be found? 

 

The empirical data consist of interviews with 37 SME managers in the same industry (mechanical 

manufacturing industry). The interview data were collected using the laddering technique (Bourne 

and Jenkins 2005; Eden and Ackermann 1998) and analyzed by combining content analysis and a 

cognitive mapping technique (Bartunek, Gordon, and Weathersby 1983; Laukkanen 1998).  We 

found SME managers differ significantly in terms of their HRM-related managerial thinking. The 
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differences made it possible to extract various HRM-related logics and compare SME managers 

in terms of cognitive complexity based on individual causal beliefs. 

 

 Theoretical connections between HRM and the performance of a firm 

HRM is a broad area in management including a lot of HRM practices with many different goals 

in relation to personnel and human capital of a firm. According to the fundamental idea of strategic 

HRM, HRM practices (e.g., selection, training, and rewarding) are causally linked to HRM 

outcomes (e.g., commitment, quality, and flexibility), and further to behavioral outcomes (e.g., 

effort/motivation, involvement, and organizational citizenship), and to performance outcomes 

(e.g., innovations, quality, and customer satisfaction) and finally, to financial outcomes (e.g., 

productivity, profit and return on investment). (Guest 1997). Several comprehensive empirical 

studies offer evidence of the positive connection between the use of HRM practices and firm 

performance (Huselid 1995; Guthrie 2001; Evans and Davis 2005; Snape and Redman 2010; 

Ehrnrooth and Björkman 2012; Jiang, Takeuchi, and Lepak 2013). It has been estimated that 20% 

of the difference in performance between organizations can be explained by HRM practices 

(Combs et al. 2006, p. 517). 

 

According to the extensive literature review of Posthuma, Campion, Masimova, and Campion 

(2013) the most often cited HRM practices are: compensation and benefits; job and work design; 

training and development; recruiting and selection; employee relations; communications; 

performance management and appraisal; promotions; turnover, retention, and exit management 

(Posthuma et al. 2013). In HRM studies these are often conceptually categorized as “clusters” or 

“bundles” with slightly varying goals. One of the most relevant categorizations is the model of 



6 
 

three bundles: 1) empowerment-enhancing bundle, 2) motivation-enhancing bundle, and 3) skill-

enhancing bundle. It has been well described and tested in the meta-analysis of Combs, Liu, Hall 

and Ketchen, (2006) and Subramony (2009). Empowerment-enhancing bundle consist of HRM 

practices aiming to strengthen the agency of employees for example by facilitating employee 

participation in decision making.  HRM practices such as autonomous work-groups, employee 

participation practices, job enrichment, grievance procedures, as well as initiative and feed-back 

systems belong to this category, as well.  These can be used as means to strengthen autonomy and 

responsibility, as well as initiative among employees. Motivation-enhancing bundle consists of 

HRM practices seeking to direct employees to show high level of performance by motivating and 

directing them to concentrate and improve their efforts on tasks which are important from a firm’s 

perspective. HRM practices such as performance-linked rewarding, performance appraisal 

procedures, career mobility and planning and health care benefits are included in this bundle.  Skill-

enhancing bundle consists of HRM practices targeting to develop employee capabilities to 

successfully execute the tasks needed to meet organizational goals.  Recruitment and selection 

procedures, job and requirement descriptions, training and development practices are examples of 

HRM practices of this bundle. Subramony’s (2009) meta-analysis revealed a positive relationship 

between all the three bundles with various business outcomes. It also supported the fundamental 

idea of “bundle-theory” that the connection between different bundles and performance is stronger 

than that between single HRM practices and performance. Interestingly, it also showed that the 

connection is stronger in manufacturing than in service companies.  

 

Several studies have shown the connection between HRM and firm performance in SMEs 

(Carlson, Upton, and Seaman 2006; Sels, De Winne, Maes, Delmotte, Faems, and Forrier 2006; 
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Messersmith and Guthrie 2010; Razouk 2011; Sheehan 2013). For example, Carlson, et al., (2006) 

studied 168 SMEs and found five HRM practices (training and development, recruitment package, 

maintaining morale, use of performance appraisals, and competitive compensation) to be more 

important in high-performing firms than in low-performing ones. Sels et al. (2006) found that 

although wider use of HRM practices increased labor costs, it enhanced the profitability of the 

firm. Furthermore, Sheehan’s (2013) longitudinal study of 336 SMEs showed that the use of 

human resource practices enhanced profitability and innovativeness in firms. The findings also 

showed a longitudinal connection between HRM and performance in terms of not only achieving 

better performance but also maintaining it over a five-year observation period. Training and 

development was most significantly associated with performance indicators. Sometimes the causal 

mechanism was unexpected, as in Pajo, Goetzer, and Guenole (2010) who found training and 

development increased employee awareness of organizational support, and also affective 

commitment and job satisfaction, which again were connected to better performance. 

Managing directors play a distinctive role in the strategic decision making in a firm (Arendt et al. 

2005; Papadakis & Barwise, 2002).. Therefore it is understandable that research on managerial 

cognitions suggest that top managers’ cognitive processes related to scanning, sensemaking and 

interpretation are important factors when trying to understand their actions as decision makers and 

the strategic choices of a firm accordingly (Hodgkinson & Sparrow, 2000). The fact is that even if 

the prior research on the HRM–performance link seems to verify the role of HRM as a driver of 

firm-level performance, research-based view of top managers’ thinking of the topic is very scarce. 

Already 13 years ago Becker and Huselid (2006) suggested that we should try to understand better 

the variance in HRM “quality” across firms by investigating the level of HRM knowledge of 

managers. However, very little has been done so far. Arthur et al. (2016) are the few who have 
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approached top management’s perceptions on HRM as performance factor. Their empirical study 

in 204 franchise hotels in the USA revealed that managers’ value-based HR cause-effect beliefs 

significantly affected the adoption of HRM practices in their firms. They measured cause-effect 

belief by asking respondents (members of top management team) only to rank five performance 

factors (technology, improvements in the quality of materials, HR programs, physical plant 

improvements and customer service program) from 1 to5 based on “the degree to which 

investments in this area impact hotel performance” (ibid. p. 420). Their findings clearly supported 

the hypothesis that  managers’ cause-effect beliefs play a significant role in adopting HRM 

practices and also influence their efficiency in organizations. Our study is strongly inspired by the 

study of Arthur et al. (2016).  Our approach is, however, different as we apply more clearly the 

causal mapping procedure explained in more detail in the next section. 

 

Data and Methodology 

 

Research on managerial thinking can be classified into five separate approaches: managerial 

attention, categorization, causality, argumentation, and schemas (Huff 2013). The current study 

addresses managers’ causal beliefs on the link between HRM practices, HRM outcomes, and firm 

performance. Causal beliefs are important means by which individuals can organize the 

complexity of the world and thus make decisions more easily. Danks, for example, (2009) 

described humans as causal cognizers, who tend to learn the causal structure of the world, use 

causal knowledge to make decisions and predictions, and use their beliefs to generate explanations 

of causalities. We addresses causal beliefs of managers holding a CEO position in an industrial 

(metal and engineering industries) SME. Common denominators for the interviewed managers 
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were the industry and CEO position of manager in a SME.  According to previous studies, both 

the industry and the size of the firm influence the emphasis placed upon HRM policies (Choo, 

Halim, and Keng-Howe 2010. Restricting contextual differences is recommended as a means of 

making individual managers’ cognitive maps comparable when the individuals share a cultural 

closeness (Jenkins and Johnson 1997; Eden and Ackermann 1998).  

 

We started gathering theinterviewees by listing suitable firms in five provinces using internet-

based regional business directories and companies’ homepages. We contacted the managing 

directors of the firms by telephone and explained the idea of our study and the protocol of the face-

to-face interview. In this phase the usual reaction of contacted managers was curious and positive, 

but some of them refused to participate because of their tight timetables. At the end of the day we 

found 37 managers, who volunteered as informants in our study.  

Several features were common for the informants. All the managers had an engineering education 

except two with business education.  All but two of the interviewees were men, and the age of the 

group ranged from 37 to 62 years old. All had considerable experience within the industry and had 

been in their current positions for periods ranging from 1 year to 18 years. We assume the managers 

interviewed represent typical managers in industrial SMEs in Finland. Our aim was not to make 

any educational or other personal comparisons between the managers, not to speak about 

comparisons between the companies they represent. However, in order to understand the context, 

also some details of their companies are worth noticing. They represented SMEs with 50–250 

employees and the annual turnover of the firms varied from EUR 1,500,000 to EUR 20,000,000. 

All the firms had both domestic and international customers. The performance of the companies 

differed; during the previous five years the average EBIT % for the companies varied between -
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1,5% to 21,7%; and the growth % varied between -37,4% to 69,3%. The companies’ were 

foundries, machine shops, manufacturers for heavy industry, and other technological competence 

requiring companies. However, we did not investigate actual performance of the firm in relation 

to top manager’s thinking of HRM as performance factor and thus the above remains only as 

background information.   

 

The key idea of our study was that we wanted to see how managers relate HRM to firm 

performance as embedded in the overall set of managerial means to achieve high organizational 

performance. Therefore, we did not ask anything about HRM or any other specific managerial 

issue in the interviews; all the content on HRM was produced inductively by the interviewees. The 

interviews were conducted using the laddering technique (Bourne and Jenkins 2005) starting with 

the question: “What do you consider the most important performance factors of a firm?” The 

subsequent questions started the path toward understanding each manager’s causal beliefs on firm 

performance: “What are your main managerial means to achieve the goal?” The process continued 

using back (what causes it) and forth (what are its effects) questions within those managerial areas 

the interviewee raised. We consciously avoided suggesting the interviewees consider any HRM 

(or other) topics and stressed that their responses should not be confined to the context of their 

current firm, but should address success factors on a general level. 

 

The interviews were conducted face-to-face in the manager’s office or in a meeting room of the 

firm and lasted between one hour and two and a half hours, with the average being 90 minutes 

long. They were tape-recorded and transcribed verbatim for analysis. The interviews produced 467 

pages of material comprising around 180,000 words. The explanations or examples that managers 
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gave when justifying their causal beliefs varied in length and style. The next examples illustrate 

the nature of the material: 

I would say that first, you need the right strategy and ability to follow through on that strategy. And the 

thing that ensures you have the ability to follow through on that strategy is the organizational culture. 

Organizational culture is the biggest success factor. When I’ve read how organizational culture is 

defined, well, I think that it’s 100% true that it is the reason why a company succeeds. (Manager 36) 

 

Yeah, I think it’s a basic requirement that people enjoy it and like it in the firm. Like, of course this is 

all dependent on what attitude people come to work with. (Manager 24) 

 

Visualizing the informant’s thinking is important with the chosen method (Eden and Ackermann 

1998). We tested the practicality of various tools to present the input visually (post-it notes, a white 

board, and IT applications) in three pilot interviews before the actual interviews. After piloting 

and analyzing the pros and cons of the techniques among a group of researchers, we found the 

simple pen-and-paper technique to be the most relevant technique to gather the data. The 

interviewer sketched a visual map on paper during the interview, and showed the map to the 

informant at the end of the interview with a summarizing discussion intended to confirm the 

interviewer’s interpretations. Each of the causal maps was drawn and interpreted more thoroughly 

afterwards based on the transcribed interview, and was sent to the interviewee to be complemented 

or confirmed. 

 

The starting point of empirical analysis was a dataset consisting of 37 interviews concerning 

managers’ causal beliefs on factors they regard as important for the high performance of firm 

(Figure 1). This entire data is not the primary source of information for the current research, but 
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we were able to make an overview of what kind of general managerial themes the interviewees 

raised up and what was the relative position of HRM –related issues in managers’ thinking. The 

analysis was continued by selecting all HRM –related texts in the data, which set of data formed 

the main source of overall descriptive analysis for the purposes of this study. This overall data was 

content analyzed by using N’Vivo 10 software in order to find out the appearances of HRM –

related constructs (practices and outcomes) in the data. This analysis makes it possible to give an 

answer to the research question 1 (What HRM practices and HR outcomes do SME managers 

perceive to be important elements for performance of a firm?) 

 

Empirical analysis was continued by the final formation and graphical presentation of all the 37 

maps of managerial beliefs on HRM as a performance factor. As pointed out earlier, preliminary 

maps were already sketched during the interviews. In this final phase we used the interview data 

to further verify that the maps drawn correspond interviewees’ actual opinions and sayings. When 

doing the closer analysis concerning HRM-performance causalities in managers’ thinking, we 

carefully re-red each of the interview transcripts. We also drew more detailed manager-specific 

maps on the perceived connections between HRM and firm performance. Following the 

recommendations by Eden and Ackermann (1998), each researcher in the group participated in the 

analysis by individually drawing the maps of each manager. The maps used in the later analysis 

were a result of mutual negotiations and comparisons between the maps, sometimes verified by 

re-reading the interview texts. That step was followed by the analysis of the general patterns of 

causal beliefs encompassing HRM practices, outcomes, and firm performance. Following the 

procedure suggested by Tyler and Gnyawali (2009) and Laukkanen (1998) we developed 

standardized concepts based on initial idiosyncratic concepts in order to enable a comparison of 
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manager-specific cause maps. We paid particular attention to the emergence of core HRM 

constructs in individual manager’s maps to understand the dynamics of managerial thinking. Core 

constructs are the most central nodes through which other nodes are connected (Eden and 

Ackerman 1992). 

 

After the above procedure the data was in a case data format consisting of 37 graphical maps of 

managers’ causal beliefs. This data is the primary data in this study and it was used to answer the 

last two research questions. First, we compiled causal maps into one general map showing the 

general patterns of SME managers’ thinking consisting of (1) the most common HRM practices, 

(2) the most common HRM outcomes and (3) the most common organizational performance 

criteria, and the observed links between these nodes. This analysis makes it possible to answer to 

the second research question (What kind of causalities do SME managers see between HRM 

practices, HRM outcomes and organizational performance?). The study was continued by a 

comparative analysis of managerial thinking on HRM. We categorized managers into four groups 

by using three indicators reflecting their HRM thinking: 1) the amount of all the nodes related to 

HRM issues (incl. HRM practices, HRM outcomes and performance criteria connected to them), 

2) the links/nodes ratio of each map and 3) the centrality of HRM core construct in a causal map 

The first indicator reflects the abundance of HRM related issues in manager’s thinking. The second 

indicator, again, reflects the cognitive complexity (Bartunek et al. 1983) of managers’ HRM 

thinking, which is a result of manager’s ability to link HRM issues together (between practices 

and outcomes) as well as between HRM issues and various performance criteria. The third 

indicator reflects the quality of managers’ HRM thinking by focusing to the centrality of core 

HRM construct(s) (Eden and Ackerman 1992). 
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Findings 

In the following three sections, we first present an overview of the appearance of HRM practices 

and HRM outcomes (RQ1), followed by the findings concerning general patterns of managers’ 

causal beliefs about different HRM issues and performance (RQ2), and finally the results of the 

comparative analysis of SME managers categorizing them in four groups according the abundance 

and cognitive complexity of their thinking related to HRM issues as firm performance drivers 

(RQ3).  

 

As a short overview on the basis of the whole data, the interviewed managers considered customer 

relationships, production and technology, and products and product development most frequently 

as means to high organizational performance. Compared to other themes human resource 

management get equal attention with themes like supply chain management and partnerships, 

organization and process development, and strategy and goal setting. As an overall finding we can 

say that HRM –related means to high organizational performance are not the most common ones 

in SME managers’ managerial arsenal. However, all managers except one did recognize HRM as 

a performance driver in a way or another and with varying magnitude.  

 

The Appearance of HRM Practices and Outcomes in Managerial Thinking 

 

The managerial HRM arsenal varied greatly among the managers: nine of them mentioned 10–17 

different practices or outcomes, 16 raised between five and nine, and 11 named fewer than five 

HRM-related issues. In total, managers mentioned 22 different HRM practices (Table 1). We 
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used the categorization presented in Posthuma et al. (2013) to group all the mentioned practices 

and found two new categories of HRM practices: promoting well-being, health, and safety and 

resourcing. The HRM-practice category turnover, retention and exit management, identified by 

Posthuma et al. (2013) was completely absent from the data. As many as 21 managers named at 

least one practice related to training and development as a mean to improve performance. The 

most often mentioned specific practice was traditional training (14), whereas work-based learning 

(7), developmental discussions (5), peer learning (3), and knowledge mapping (2) were mentioned 

by only a few managers. Job and work design was mentioned by (20) managers referring most 

often to specification of tasks and roles (9) of employees. 

 

>Insert Table 1 here< 

 

The most commonly mentioned HRM outcome was job satisfaction and motivation as 28 

managers mentioned it in one form or in other (see Table 2). More specifically, they talked about 

work engagement (14), job satisfaction (12) and work motivation (10) as the key outcomes of 

successful HRM. The category knowledge and skills, as well as the category performance of 

employees were mentioned by 20 managers. The category commitment of employees was identified 

in one form or another by 15 managers; dynamics of workforce (referring to the attitudinal and 

skill-based flexibility of employees) was raised by 12 managers; and organizational culture and 

climate was mentioned by 11. Four of the managers viewed employer image as an outcome of 

HRM as an important performance factor of a firm. 

 

>Insert Table 2 here< 
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Patterns of Causal Beliefs between HRM Practices, HRM Outcomes, and Organizational 

Performance 

 

In order to get an overview of the causalities recognized in the group of 37 managers, we combined 

the detailed information of causal connections between HRM practices, HR outcomes and 

organizational performance presented by each manager.  The most often mentioned connection 

linked training and development to knowledge and skills: 19 managers raised it up explicitly in 

their performance explanations. Eight managers explained that job satisfaction and motivation 

could be influenced by promoting health and safety and seven of them thought that it can be 

promoted by means of job and work design. Also seven of managers presented job and work design 

as a means for fostering performance of employees and five of them thought that it can be done 

mainly by careful recruitment and selection. All of the other causalities were mentioned by only a 

few managers. 

 

HRM was seen merely as a source for exploitation rather than exploration as the most usual 

performance factors were effectivity or productivity type of indicators.  Regarding the appearance 

of exploitative pursuit, it is noteworthy that in our sample of 37 managers, only two suggested 

innovativeness as a strategically important outcome of HRM. This result may stem from all the 

interviewed managers working in the industrial context at the time. Here is one example of this 

kind of reasoning where the manager explains how health and safety activity is connected to 

efficiency: 

We have an initiative scheme, but you know, it didn’t give us a single development idea. And then we 
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had a competition supposedly for health and safety, like who notices the most health and safety issues. 

We had 70 a month! There was a huge desire to develop things from a health and safety perspective. 

No one can say that’s a bad goal. So, for example, you do a risk analysis about the most critical events 

that could occur during welding. So, they notice that, hang on, if we improve this here, it’ll actually 

also improve the efficiency of our work procedures. So, through health and safety, we started getting a 

lot of good stuff for efficient and functional work processes as well. (M31) 

 

When managers talked about HRM practices and outcomes, they rarely very explicitly spoke about 

causalities between them and firm-level performance. They might say, for example, that “we do 

not have any performance-based rewards or bonuses” (M19) but stop short of explaining any 

influences of the policy. Even if they were asked “why so?” or “what influences that?” the causal 

chains they presented were often short and superficial, for example: training salesmen on products 

> (leads to) better sales (M25). More detailed, longer, and more cohesive argumentation chains 

leading from HRM practices to HRM outcomes and, further, to firm performance were quite rare, 

but some were discernible: Developmental discussion (leads to) > goal and strategic awareness > 

(increases) trust in management > leads to better work motivation > (leads to) better efficiency > 

(leads to) better customer value (M5). The longest HRM -related causal chain included seven links, 

while the average chain had three links. The most typical causal chain for performance was: 

training employees > (leads to) better knowledge and skills > (leads to) good performance of the 

firm. In fact, most of the causalities were presented as common truths that did not need further 

explanation. The findings indicate certain managers had a poor understanding of both the “toolkit” 

of HRM and its potential to drive performance. 

 

Further, when we analyzed and compared the individual cause maps more thoroughly, we noted 
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that for 14 managers the HRM practice knowledge and skills appeared to be the core HRM 

construct through which several HRM practices were interpreted as affecting firm performance. 

As an example of rich HRM thinking, the input of M7 indicated “competent personnel” plays a 

central role in her causal logic. Her means of improving the knowledge and skills of personnel 

were systematic knowledge reviews, training, recruiting, and engaging personnel. With regard to 

training, her causal chain started from a developmental discussion > (leading to) training plan > 

(making it possible to get) effective training > (resulting in) competent personnel. Generally, the 

most common HRM practices behind knowledge and skills were training, work-based learning, 

and recruitment. 

 

The HRM outcome job satisfaction was a core HRM construct in six cause maps. The thinking of 

M1 exemplifies rich managerial thinking centered around job satisfaction as the core HRM 

construct: he believed that if teams are empowered, the work environment promotes health and 

safety, communication is open, the common rules are clear, employees can participate in 

recruitment processes and industrial relations are managed well, employees are satisfied and that 

drives firm success. Six managers thought that job satisfaction and motivation could be influenced 

by promoting well-being, health, and safety, and five of them thought that it could be promoted by 

means of job and work design. Three thought that training and development, employee 

participation, communications, and compensation and benefits promote job satisfaction. 

 

We found employee performance (referring to performance in general, development activities, and 

low levels of sickness absence) to be a core construct only in two managers’ thinking. Of those 

two, M37 thought that innovativeness among employees is the most important factor for firm 
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success and it could be promoted by empowering people, by work-based learning designed for 

multiskilled employees, by encouraging a good organizational climate, and by recruiting people 

representing different skills and experience from different kinds of businesses. The whole group 

of managers who mentioned it, suggested that it can be promoted by job and work design (7), 

recruitment and selection (4) and participating employees (5).  

 

Categorizing Managers with Regard to HRM related thinking 

 

The analysis resulting in the categorization presented in the Table 3 proceeded as follows: 1) all 

the nodes and all the links in each of the causal maps were counted, 2) the resulting raw data was 

standardized, 3) links/nodes ratios were counted, 4) core HRM constructs of each causal map was 

defined and all the links to and from a construct were counted, 5) the categorization of managers 

in four groups was conducted by a two phase analysis. In the first phase the cases were grouped 

according to the first two indicators by taking the indicator average as a cutting point. Cases with 

above average were marked as (+) and cases below average as (-). Double plusses and minuses 

refer to an indicator score that deviates over 1 standard deviation from the indicator average. After 

this fairly mechanistic categorization the HRM core construct of each causal map was studied 

more thoroughly by checking its centrality (the links to and from it). By setting the limit to 5 links 

differentiating the more developed HRM thinking form others it was possible to ‘correct’ the first 

phase analysis. This last procedure changed the categorization of the cases 1, 6, 8, 17 and 33. The 

above analysis procedure resulted in a categorization of managers in four groups: managers with 

mature, scattered, narrow or vague HRM thinking. 
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>Insert Table 3 here< 

 

 

Managers with mature HRM thinking (n = 9 in this sample) connect several HRM practices and 

outcomes with firm performance and did it with coherent logic. In other words the HRM arsenal 

manifested in their performance explanation was rich and they presented clear thinking on the 

meaning and importance of most HRM issues they mention. As an example, causal map of M27 

(Figure 2), who builds his causal understanding of HRM through four core HRM-outcome 

constructs: high work morale, job well-being, highly motivated people, and good knowledge and 

skills. A notable characteristic of this particular map is the appearance of job well-being activities 

and the manager’s ability to further elaborate on those activities by highlighting several HRM 

practices. The core HRM construct of highly motivated people is particularly central in his 

thinking. In common with many other managers, he also evaluates firm success through efficiency. 

Managers with well-developed thinking on HRM commonly share the idea that people are the 

most important factor for firm success and a resource that can be nurtured by systematic HRM. 

Many of the managers with mature hRM thinking referred to a HRM -related issue at the very 

beginning of the interview. For example, M27 put it this way: “Yes, it is so…all begins with our 

staff, which is the backbone of our success.”  

 

>Insert Figure 2 here < 

 

 

Managers with scattered HRM thinking (n=8) were able to list several HRM –related issues, but 
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their causal understanding or ability to connect them into a coherent whole was somewhat lower 

than managers with mature HRM thinking. Their links/nodes ratios were low and their HRM core 

construct(s) was typically not as central as in the case of more mature thinking. Manager 35 (Figure 

2) shows a good example of scattered HRM thinking. He is able to mention quite a lot of different 

HRM –related issues, but cannot present thinking, which connects the separate HRM –related 

thoughts into a coherent one. Any of the HRM issues he mention cannot be regarded as a core 

construct that brings issues elegantly together. A notable feature in his thinking is also the fact that 

he does not link HRM issues explicitly to any performance factor, but treat the connections as 

implicitly linking to ‘performance’. 

 

Managers with narrow HRM thinking (n=7) included only few HRM related issues in their causal 

maps of firm success. However, these few things form a relatively coherent whole and these 

managers can make sense about the meaning of those issues. Manager 24 represent a typical 

narrow approach in his HRM thinking (Figure 2). According to his coherent but narrow logic 

employee participation and continuous development activities affect positively to personnel job 

satisfaction, which again has a positive link to work which becomes high in quality and effective. 

This outcome has a straight impact on firm’s profit.  

 

Managers with vague HRM thinking (n=13) were able to mention only few HRM related issues 

when discussing firm success drivers. Moreover, they more or less listed things without connecting 

them meaningfully to each other or to any performance factor of a firm. For many of these 

managers it was not possible to raise any HRM construct as a core construct because any HRM 

construct mentioned did not have two or more links (Table 3). Manager 25 (Figure 2) is one 
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example of those leaders whose HRM thinking was vague if not completely non-existent. The only 

HRM –related issue he mentions during the long interview was product training, which he sees as 

a means for improved sales. 

 

Typically, managers with vague or narrow causal maps highlighted flawless performance, right 

attitude of employees (referring to hardworking and responsible orientation) or experience as the 

main HRM -related concepts, and training on the job and participating (in production 

development) as the HRM practices likely to achieve expected outcomes. They emphasized hard-

working, skilled, and punctual (essentially harmless) workers as being an important resource for a 

firm. Such managers tend to think of HRM as an activity that does something to employees, and 

not for them.  

 

 

Discussion 

 

Managerial decision is usually done with limited information making rationality bounded. In such 

general circumstances managerial beliefs on the effect of certain alternative choices becomes 

important. Managers, as humans in general, are causal cognizers (Danks, 2009), who use causal 

knowledge to make decisions and predictions, and use their beliefs to generate alternative choices 

for successful management. From that point of view, research on managerial causal beliefs offers 

an excellent viewpoint to enlarge theoretical understanding of the behavior of the firm. In this 

study, we have focused on industrial SME managers’ causal beliefs on HRM as an organizational 

performance driver. By the chosen research theme and with the inductive research approach we 
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are able to contribute to the theoretical understanding of SME management, particularly 

concerning the role of HRM. As we have shown, there seems to be a clear gap in knowledge 

concerning both SME managers’ thinking in general and their HRM –related thinking in particular.  

With this study we broadened understanding of managerial thinking concerning internal factors 

for performance of the firm (called ‘managerial success formula’), especially those related to 

HRM. Our study complements existing knowledge of SME managers’ HRM perceptions, which 

has rarely approached so far.  Below, we discuss in more detail the theoretical contribution of this 

study on the basis results obtained by the analysis conducted through the three research questions.  

 

SME managers’ overall managerial arsenal of HRM. Our study revealed a big gap between 

normative and ideal descriptions of strategic HRM systems (e.g. Guest 1997) and HRM related 

thinking of SME managers. In general, the range of HRM practices that managers raised 

spontaneously on HRM – performance logic was rather narrow compared to detailed lists 

presented in normative and research oriented HRM papers (e.g. Posthuma et al. 2013), HRM 

business books (e.g. Ulrich & Brockbank, 2005) and textbooks (eg. Leopold, 2002). The number 

of different HRM practices named by a single manager was 10 at most, while, for example, 

Posthuma et al. (2013) listed 61 different HRM practices (clustered into nine broad categories) 

used in HRM studies. The managers referred rather self-evident HRM practices such as  training, 

recruitment, and participation of employees, in a flat way, and any other more specific illustrations 

of HRM practices, such as cross-functional or multiskilled training, multiple tools used to screen 

applicants, or job enlargement and enrichment (see Posthuma et al. 2013), were mostly missing. 

For example autonomous job design, internal promotions and performance appraisals, which 

were “served” to be considered among hotel managers in the survey conducted by Arthur et al. 
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(2016), emerged only seldom in the thinking of managers in our sample. SME managers’ HRM 

arsenal, thus, appeared to be rather unsophisticated if compared to its’ versatility and potential 

described in HRM literature. It may be unfair to compare SME managers’ thinking to the 

sophisticated HRM theories presented in the literature, or the knowledge and thinking of HRM 

specialists. However, the result strengthens the understanding that SME managers cannot be 

experts in all managerial fields. From SMEs point of view, normative managerial literature offers 

perhaps too sophisticated view on HRM.   Rather, it would be important to develop stage models 

that gradually enlarge HRM practices as the firm grows. That kind of models would better serve 

SME managers to adopt HRM thinking relevant enough for their purposes. However, as the above 

draws an overall picture of the status of SME managers’ HRM thinking, the variation between 

managers was substantial, and it was possible to found real HRM thinkers amongst the managers 

interviewed. This finding is consistent with the finding of previous studies showing variation both 

in regard to adoption and intensity of using HRM practices in SMEs (Aragon-Sanchez and 

Sanchez-Marin 2005; Cassell, Nadin, Gray, and Clegg 2002; Psychogios, Szamosi, Prouska, and 

Brewster 2015). Our study traces the firm level differences back to differences in managerial 

thinking. A manager in the CEO position in a SME must be more of a generalist than a specialist, 

and capable of considering several aspects of the firm simultaneously. The same concerns exist, 

of course, for CEOs in bigger firms, but the difference is that they usually have a separate HRM 

function that encourages the use of HRM in a sophisticated manner. SMEs do not possess such 

resources, which is why managers perform the central HRM role (Arthur et al. 2016). The CEO of 

an SME must often address several competing issues and this may lead to a situation where HRM 

issues are not recognized as important and where, therefore, the development of HRM is not among 
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the top priorities. This can be harmful for a firm, because it is the people who make the difference 

in SMEs (Combs et al. 2006). 

 

Patterns of SME managers’ causal beliefs. The causal chains between HRM practices, outcomes, 

and firm performance were most often both short and dispersed. Most of the causal chains 

managers mentioned specifically had only two elements, as in, flexibility with working times > 

(promotes) job satisfaction or enlarged job descriptions > (lead to) manpower flexibility. Even 

those managers who listed several HRM practices or HRM outcomes quite seldom explained how 

they are linked with each other or improving organizational performance.  When mirroring our 

results with the “HRM bundle-theory” (Guest 2007), even 20 of 37 causal maps of SME managers 

could be categorized in the skill-enhancing bundle. That was the case in all of the four categories 

of managerial thinking explaining HRM – performance causality. However, even if the HRM 

outcome knowledge and skills was the most usual core construct in the cognitive maps, means for 

developing knowledge and skills were typically explained by only a few HRM practices.  The 

same thing appeared in those nine causal maps, which resembled most motivation-enhancing 

bundle and in the four maps resembling the empowerment-enhancing bundle. Four of the elicited 

causal maps did not focus on any of the three bundles clearly. This observation indicates that even 

if managers see some HRM outcome very important for firm performance the causal linking of 

the outcome with means and performance goals was quite usually vague. This fact may exhibit the 

potential synergistic effect of a coherent set of HRM practices and outcomes, which is one of the 

basic assumptions in the HRM bundle theory (Subramony 2009).  
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Different types of managerial thinking on HRM. As pointed out earlier, managers’ causal beliefs 

on HRM differed substantially. Through the analysis procedure developed in this study, the causal 

beliefs of SME managers were categorized in four groups according to their conceptual richness 

and cognitive complexity. The resulting typology is a step towards a wider theorizing where 

managerial thinking can be analyzed against known areas of management. In this study we 

addressed HRM related managerial issues. The categorization makes it possible to analytically 

approach managerial thinking. Through the categorization it is possible to get a detailed and 

comparative picture of each managers’ HRM thinking. The value of the two dimensional analysis 

is based on the separation between conceptual richness and cognitive complexity, which are 

assumed to be independent of each other. This assumption and the result of empirical analysis 

make us to propose the appearance of four types of SME managers’ HRM thinking:  

- Managers with Mature HRM thinking recognize several HRM related issues as means 

for high organizational performance; characteristic to mature thinking is also 

manager’s ability to link HRM practices and HRM outcomes together and further to 

various factors of organizational performance; the appearance of one or more HRM 

related core constructs (usually HRM outcomes) is an important feature of maturity. 

- Managers with Narrow HRM thinking recognize a limited number of HRM related 

issues as means for high organizational performance; however they are able to 

relatively well link the few HRM issues with each other (practice – outcome link) and 

further to organizational performance (outcome – performance link). 

- Managers with Scattered HRM thinking typically name a lot of HRM related issues; 

however they do not connect them cohenently with each other with causal logic; this 

concerns both practice – outcome and outcome – performance links; the absence of 

HRM core constructs is typical for this type of thinking. 

- Managers with Vague HRM thinking can name only few HRM related factors having 

a connection to organizational performance, which also means the lack of connections 

between means and outcomes. 

 

Our study develops descriptive theory on SME managers’ thinking related to HRM as an 

organizational performance driver. As a typology based on empirical observations, our findings 

offer an alternative view to normative and explanatory studies on the role of HRM to firms in 
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general and SMEs in particular. In that way our results complement the existing knowledge 

concerning the role of HRM in SMEs by highlighting the role of the CEO and more precisely 

his/her causal beliefs on HRM as a performance driver of a firm. 

 

Practical Implications 

 

SMEs relatively poor HRM can be traced back to managerial preferences, or like in this study, 

managerial causal beliefs on the connections of HRM and firm performance.  

 

First, HRM should feature in the training of all experts who have the potential to reach managerial 

positions. This type of education is currently extremely rare in degree programs in technical 

schools and universities, despite many engineers being likely to have managerial positions during 

their careers. Second, the topic should feature in the ongoing management training of existing 

managers. Comprehensive reviews of HRM as a success factor are quite rarely found in the 

programs of leadership courses. Third, even in those companies where there are HRM 

professionals, there is a strong argument for training top managers to allow them to become more 

involved in HRM. This recommendation challenges HRM professionals to take on an educational 

role with respect to top managers and HRM issues. Without such training, there can be no real 

possibility of these managers adopting a strategic role. 

 

On more general level, the current study indicates the practice of causal thinking is relatively rare 

in managerial thinking as a whole. In fact, the interviewees struggled to explain their causal beliefs 

and several said spontaneously after the interview that this was the first time they had to explain 

explicitly their thinking on important aspects of business and their causal beliefs about 
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performance. Almost all of the interviewed managers assessed the causal mapping procedure to 

be an interesting and useful exercise that could help them clarify their own thinking on the complex 

causalities between different factors affecting company performance. We believe that managers 

would benefit considerably from training requiring them to enunciate causal thinking, either 

conducted on their own or with some coaching. We do not mean, that managers should try to force 

the picture of complex and fuzzy business environments as form of simple and linear causalities, 

but it would be important to consider, what are own beliefs of relations between different actions 

and outcomes.  

 

Limitations and Suggestions for Future Studies 

 

The approach of the study unmasks the position of HRM in its purest form and magnitude 

compared to deductive and thematically predetermined research on HRM. We believe, that by 

doing this, we have captured some essential features describing the SME managers’ HRM thinking 

and illustrating the variation in their cognitions as potential partial explanations for variety of HRM 

in SMEs. However, as we approached HRM-related issues within managers’ overall thinking on 

firm performance drivers, the appearance of HRM was always just one part of the complete 

storyline. We also noticed that in some cases, the managers talked very broadly and vividly about 

things that were urgent at the moment of the interview. It is possible that some managers 

interviewed may simply have neglected to mention a few HRM issues that they truly regard as 

important. Still we believe that given one and a half hours to answer the question “What factors 

contribute to the firm’s success?” they are unlikely to have failed to mention something they really 

believed in. 
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We also call researcher for leaning on and renewing the methodological tools of cognitive research, 

which flourished a few decades ago and has stayed more in the background recently. Because the 

business environments are more and more complex and fuzzy, it is even more useful to try 

understand the patterns and structures in thinking of decision makers in firms. 

 

It is important to bear in mind that our findings cannot be generalized to all SME managers in the  

mechanical manufacturing industry, not to speak managers in SMEs in general. Also the cultural 

context obviously manifests in findings of the study. Finland represents Scandinavian welfare 

society with strong work unions and strong job security of employees in firms, which naturally 

reflects in our data: some issues may be considered so self-evident that they are not explicitly 

worded in managers’ talk. Therefore we wish other researchers to further investigate managers’ 

thinking of HRM in other countries. In addition, it would be understand that what could be the 

reasons for variation in knowledge of HR practices and causalities between those and HR 

outcomes and performance. In our small sample it was not possible to observe the possible 

influences of education, previous career, examples of other managers etc. in their thinking.   

 

Finally we encourage academics to study the gaps between often idealistic pictures we build 

ourselves in research and in text book and the reality that manifests in practitioners thinking. Our 

approach without a predetermined thematic research agenda revealed a very different picture of 

the position of HRM in top managers’ minds compared to that presented in the normative HRM 

literature. These kind of observations are important when trying to find ways to offer some tools 

for practitioners to develop their management in reality.  
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Figure 1. Phases and outputs of empirical analysis 
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Figure 2. Examples of typical maps of causal beliefs in four categories found (central core HRM 

constructs bolded) 

 

 

Table 1. The appearance of HRM practices in managers’ causal beliefs (N = number of 

managers mentioning the issue). 

HRM PRACTICES N 

Training and development 21 
Training (14), Orienteering/induction (1), Work-based learning (7), Developmental discussions 
(5), Peer learning (3), Knowledge mapping (2)    

Job and work design 20 

Well-specified tasks and work roles (9), Flat organization structure (6), Organizational 
development (4), Flexible working times (3), Broad tasks (2)   

Employee relations 13 

Participation of employees (13)   

Promoting well-being, health, and safety 12 

Occupational safety activities (8), Activities that promote well-being (3), Employee surveys (3), 
Occupational health services (32)   

Recruitment and selection 10 

Compensation and benefits 8 

Promotions  4 

Resourcing 4 

Performance management and appraisal 2 

 

Table 2. The appearance of HRM outcomes in managers’ causal beliefs (N = number of 

managers mentioning the issue). 

HRM OUTCOMES N  

Job satisfaction and motivation 28 
Work engagement (14), Job satisfaction (12), Work motivation (10)   

Performance of employees 20 
Individual performance in general (9), Development and innovativeness (9), Health (6) 

  

Knowledge and skills  20 
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Organizational commitment 15 

Dynamics of workforce 12 
Flexibility (12), Good age structure (3)   

Organizational culture and climate 11 

Employer image 4 

 

 

 

Table 3. Classification of managers on the basis of their causal beliefs of HRM as a performance driver of 

a firm (core constructs with at least 5 links bolded) 
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Manager All 
nodes 

Links/nodes  
ratio 

Core HRM constructs 

Managers with mature HRM thinking 

1 + - job satisfaction 

7 ++ + knowledge and skills 

27 ++ ++ work motivation, job well-being, work morale, knowledge and skills 

28 + ++ knowledge and skills, work motivation and commitment 
29 + + work motivation and commitment 

31 + + participation 

32 + + knowledge and skills (cost consciousness) 

36 ++ + knowledge and skills, organization culture 

37 + + innovativeness 

Managers with scattered HRM thinking 

3 + - job satisfaction, mutual flexibility 

6 + + knowledge and skills 

8 + + participation, well-being 

15 + - well-being, personnel flexibility 

17 + + knowledge and skills 

21 + - knowledge and skills (experience –based) 

30 + - knowledge and skills, personnel flexibility 

35 ++ -- knowledge and skills 

Managers with narrow HRM thinking 

2 - + work motivation 

5 - + knowledge and skills (technical) 

11 - + knowledge and skills (multi-skilled personnel), personnel flexibility 

19 -- ++ togetherness 
24 -- + job satisfaction 

33 - - knowledge and skills 

34 - ++ knowledge and skills, job satisfaction 

Managers with vague HRM thinking 

4 -- - training and development 

9 - - commitment 

10 - - personnel flexibility 

12 - - knowledge and skills 

13 -- -- working towards the vision 

14 - - job satisfaction, knowledge and skills 

16 -- -- experience 

18 -- - experience 

20 -- -- attitude 

22 -- --  

23 -- - training and development 

25 -- -- product training 

26 -- - job satisfaction 

 


