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Abstract

This thesis provides an explanatory account of HRM and performance in growth-oriented
SMEs. HRM rescarchers hold a relatively emaciated understanding of the generative
mechanisms and processcs at work between HRM and performance in SMEs. A rationalisation
of the employment relationship allicd with the predominance of a scientific approach has led to
a focus on what at the expense of undcerstanding how and why HRM influences small firm
performance. It is argucd within this thesis that a metatheorcetical reoricntation is required to

address the weaknesses of existing HRM and performance rescarch.

This study adopts a rcalist and pragmatic approach to social rescarch inquiry. A new
conceptual framework is designed that builds on prior contextual studics (e.g. Edwards et al.,
2006, Harncy and Dundon, 2006, Gilman and Edwards, 2008) to include the dynamics of
growth in SMEs. This allows for the exploration of how internal and external dynamics
intcract with performance and labour management practices in SMEs. The analysis begins by
exploring the patterns of HRM practices across SMEs through the lens of High Performance

Work Systems (HPWS), findings that inform a contextual analysis of five growing SMEs.

This thesis draws some interesting conclusions. First, SMEs do not score highly on measures
of HPWS take-up, particularly when one inquires into actual practice as opposed to initial
survey reports. No evidence is found of SMEs taking a high performance approach to
performance. Sccond, one cannot conclude that SMEs are deficient or that one should
condcmn them as failing in some way. Traditional HRM mctrics cannot be easily applied to
small firms; they are simply not scaled down versions of larger firms. Third, therefore, we find
that aspects of HRM are addressed in ways relevant to the small firm context. Fourth, the
notion that the application of HPWS results in increased levels of performance is too

simplistic; rescarchers must consider their relationship as mutually reinforcing.

The case studics demonstrate the relevant processes, notably the effects of shocks in relation to
business performance that led to responses which in turn implied changes to HR practices. An
HPWS modcl would have meant little to these firms. Though the second point is correct, it
does not follow that all is well at all times. The case studies demonstrate differing degrees
of effectiveness in dealing with external shocks, and point to the importance of leadership.
Ensuring the long term growth and sustainability of firms relies on more than

entreprencunial flair alone; it requires leaders to become effective champions of change.

.



Acknowledgements

It feels a long time ago now that I embarked on this doctorial journcy. As with any journcy
there have been many challenges to overcome, and if it were not for the encouragement,

support and inspiration of those closc to me it is unlikely this thesis would have been written.

I would first like to acknowledge the role of my first supervisor, Dr Mark Gilman. It is not
often that you mect an individual with whom you sharc a common interest and passion, but Dr
Gilman is onc of those rare individuals. I have thoroughly enjoyed every moment that we have
spent ‘chewing the fat” and our many discussions have helped me to grow and develop over
these past five years. Most importantly I am extremcly proud of the strong fricndship that we

have developed.

My sccond supervisor Professor Monder Ram (OBE) has also provided an important guiding
light to this picce of rescarch and he is an individual for whom I hold in grcat admiration. As

with Dr Gilman, Professor Ram shares our passion for research application and impact.

I would also like to thank Professor Paul Edwards and Professor Susan Marlow for providing a

constructive space within which to examine, explore and dcbate my work.

I would also like to acknowledge the Europcan Commission who funded a comparative
Intcrreg 1IA project on ‘Sustainable Business & Productivity Growth in SMEs’. As lcad
rescarcher on this project I am forever indebted for the opportunity to draw upon this rescarch

for my doctoral studics.

Special thanks go to the many rescarch participants working for SMEs across the Kent region,

as without you this picce of rescarch would not have been possible.

I would also like to thank my family and my parents Christopher and Vancssa. The many visits
home for *study camp® will live long in my memory and your continucd love and support has

been a welcome comfort throughout this challenging process.

Finally, I would like to dcdicate this thesis to my cousin, Clea, who died unexpectedly in
March of this ycar from a short illness. I am sad that you cannot be here to share in this

moment.

.n



Table of Content

Chapter I  Introduction.....ccccceeieevceniiiniienrireereereee e -1-
1 INETOQUCTION. ..ttt csecsasesesneesnesnassecntesosssssassnssnssassresasntensssassnssnsssessessensensanes -1-
1.1 Background to the research... ettt e sesseesessassasens -1-
1.2 The rationale for the rescarch and its contribution to knowledge....covevcvvecnnneesereennnnene -3-
1.2.1 Rescarch objective and rescarch QUESHIONS .....cceevreeeereerereenteenereeensenecnsenessessessessessens -3-

1.3 OVCEIVICW O the ThESIS .eeiuiiiiieiecicrnricenceeeseenecres e sesnsssssasssenessnsntentessesessassaesaesaessessans -4-
Chapter2  Literature ReVIeW.......ccccouirvrneneevenvennrceneeernereneennns -6-
2 INPOQUCION. .. e trenetccereeeeesaressneesnessseseesasassassrsssassenstessssssstesnnerasaasssesansensseennns -6-
2.1 Human resource management and SMES ... ieiirccecnccenreneressecenssnseesensesssnnsnsiessens -6-
2.1.1 Early (mis-)conceptions: a notion of hamony ..........cceeveerneneccneeccrenesesesnsesneneeens -7-
2.1.2 Restraining complexity? Size and formality ........cooveereereccenvrenncsrnnennenscssnensnees -9-

22 In scarch of high performance ... eenssssieseeas -11-
23 A critique of studics within the HRM-P paradigm .........c.ooececvnnivncnnncicncsenscnnenes -15-
2.3.1 HRM-P and SMES sttt esesenesestsssenssnesssssassnassessons -15-
2.3.2 Theoretical foundations of HRM-P: limits and lessons to leam.....c.ceceeerenennnncncnee -17-
2.3.2.1 The rationalisation of the employment relationship.......cccoeevereeviaescsencecens -18-

2.3.2.2 The (over-)reliance on scientific MOdCIS.....ueeereeererrecrenreeenreeccesnenceesarenes -19-

2.3.2.3 Towards a causal-explanatory account of workplace practices in SMEs ..- 22 -

24 Unpacking HRM-Pin SMES ...ttt ssstsssnssssssssenas -24-
2.4.1 Addressing questions Of ‘Why’ ... -24-
2.4.2 Rcaching agreement on an appropriate metathCory ... inncinvencsnneineeninssenns -26-
2.4.3 Developing a conceptual framework w.cvceicnennnensensnnestse s -29-

2.5 The contribution Of this thESIS ...ceceiieeineceriennrininiirentsseeieesstess st seesssssssesns -44 -

2.6 RESCATCH QUOSHONS..c.viiiiiiiiniirerenitene et snesesssesssissssse e sssssatssssssssassssssssasarassansasassans -44-

Chapter 3  Research Design and Methodology ... -47 -

3 INITOQUCTION.....eouverieteirereetessesseesesensssssssssessssessssnsiesbesssstsnsestsstsncessessontssssassansssnsensosaess -47-

3.1 Objectives Of the FESCANCH ...ttt sa e sons -47-
3.1.1 The rescarch problem...... it ssabes -47-



32

33

34

35
36

4.
4.1

3.1.2 Pnimary rescarch objective & rescarch questions re-stated........oeeienienceecenrnncnne.
3.1.3 Decsigning a suitable Mcthodology .......ccoevvuiivecicnecinivniennsiiennessenesressesteneenene
3.1.4 Justification for using a mixed-mcthods approach ......ccoevveeceeeeccnsccvrnennesnneeeens
3.1.5 Exploring the mixed-method Strategy ......cceiiveecviiiiniinnninnensiiinisiesissesnessesnes
Stage one = SUNVCY @PPrOaCh ....uiviciiciiicicirtene et se st s e sasenes
32,1 SUIVEY dOSIBN et neeenestsissesstsssns s eessassistssesnsnssssasesbenssnssssassensnsssans
3.2.2 Sampling MCthOd ..ottt e sasassenes
3.2.3 Mcthod of adminiStratiON.....cuceereeeeeeescienssssennennsesesessessesesessesesssessssscsnssssessssssasass
3.2.4 Responsc rate and sampling CITOT .....ccovieininentenccntninnsnteesesesssessessesasnnesennes
3.2.5  ANALYSIS .eeriereecericeriereerirsacseseassassssssassassssessessnssssasmssasasesssssentsssantsssssessastesaesaesaensensen
Stage two - Personal intervicW approach....ccvieccninincisscniasiesssnsesssesnenes
3.3 INICIVICW dCSIZN.cnnrireriiierrcerecineeitesaesessessasasssnsssessesssssessssassasasessesssssensassassessassans
3.3.2 Sampling METhOd ...ttt eete s e st aeae e snessese s et anessannessanen
3.3.3 Mcthod of adminiStratiON.....ccccuiiiiciennnrenessssisisnnsneensssssesessssssesssesessesssesssssasssssness
3.3.4 Rcsponsc rate and SamPpling CITOT.......uivicireeceireennnrernisesscsassesnssesessssssssossesssassasnessases
3.3.5 DAt @nalysis ..ccccienieieirieeieeeernenienanreeesessae s s nestasssessessaestaeseesane st e s s aesaeesras s e nsesaans
Stage three — Detailed case study approach.......eiccceeneienininsnsseseeiiienens
3.4.1 Data cOllCCHON SOUICES ....uvitiviniinieenieinssensressessesensansesesssersssssssssssersnssessssscsssssenes
3.4.1.1 DOCUMCRIAON ...ttt seenesseesaseesasasnasesessosssmnssesinsensassssssns
3.4.1.2 Archival TeCOTAS ..uuuiiiiieeeeinerineeeecaeneunisnsessesecssesesssssessssassesssssassesessaes
3413 INICTVICWS.uutiriienincintie e niensessaensrsaeseaeasaresssassstacsenssessssnsssnssnssasnsssnssnes
3.4.1.4 Dircct ObSCIVALION ....cucuumieercenicenenreneneaereraseesnenseseessassssssssesseserssessassnses

3.4.2 Data @nalysis..iiiniiiennitiiiieiascsisesiesissessistssisestssisssesiasasasesassasssssasasesssanas
Ethical CONSIACTAONS .....cuimimiitieriaeriitraesiecnesaessetsssesiassiseseresesssssasserssssebsssssasesenens
SUMIMATY c.ucoiniireerermineicestiresesseseesssisnesissessessersrraessansssssssssssssessaressasessssessasnassarensesass
Chapter4  Survey and Personal Interview Findings ................. -
INUTOAUCTION. ... eeeeteneaeieneenraeassessscsesisssessssssssesissssmssssesssnessssssssssbsssnsssansnsasssssesesesnssesisnss
Profile of respondcnt OFZANISALIONS ....ucvevvrecsrersssesssessnssiesesrsestssssssssssessesssssesasessssssass
4.1.1 Formal positions of survey and personal intcrview respondents......ouueeeeececiscinenss
4.1.2 Respondent organisations by size and employment ........evevciieinnciinncnniecnnns
4.1.3 Distribution of respondcnt organisations by industry and ownership ...
HRM, management style & OrganiSation ...eceieeeeneciiesesnniinesesssssssassasssesssessesssssess

42

42.1 HRM practice

...........................................................................................................

iv



4.2.2 Management SLYIC .. cieiciecerteeenceesteeeseesestsne e ssesses et snste e se s s s s aans -81-

4.2.3  OFaniSalioN....c.ueeercruiuccsisssienecsensacssassensaseesessassesssassiessssssassssesssssassssssesssssesssesssns - 81-
4.2.4 Reviewing the extent and form of HRM practice.......veeeeeereenesceirennrereenneereresenenes -84-
43 Growth: HRM challenges and tranSitions.......cocceceenreeceneneeniesenvesssinnennessessessesessenses - 86 -
4.4 Product market, labour market and strategic orientation.........eceeeeeveeenecrnereereennans -91-
4.4.1 Product MArKCl.....cuiciiiiiiecceniaeceneeeseseesessssesttssseenssesesessessasssesassssssseesessssssns -91-
4.4.2 Labour MAarke... ..ot ecenecnrceecenaeseesraeeessenaserssassessessesnsssssesssssessrssesesesses -93-
4.4.3 StratCgiC OMCNALION ...c..ccuireietiieerseasaesaesesssacsersnessesssssassessssssssesssssssessssssessessesseneras -94-
4.5 Human capital, social capital and inStIULIONS ......c.corveeiiceererierecrecenererneneeeeesesssseenens -95-
4.5.1 Human Capital......ciieciiiciieneere e ssescsesesesesesassssessssonssssesesessssssesasesens -95-
4.5.2 S0CIal CAPHAL. ..ottt ettt ese s s sre e s b s s aresaenens -97-
4.5.3 INSHIULIONS ..ooeuriicrnrnnriiistetsteessasesssnssesssssesseseastssessesasseseesssssssssessssessesassssnsssssenssnes -98-
46 Implications: emerging patterns of HRM & performance......eoeceeeveeeneecrcccccninenne. -99.-
4.7 Casc study sclection: identifying suitable scttings for further rescarch..................... - 100 -
4.7.1 SamPliNG CIICTIA....cucoiiicriiiiiisicsstietsessesssssasessssrassssessesssessssssssnssssenssssasesansassneen - 101 -
4.7.3 Case StUdY CharaCtOrISHICS c.uceueievreeeeiereecetieeeeceesicsceseesasscessssneseosersessesssessossessannes -102 -
4.7.4 Mcthod of admINISIFALON.......cueirieicieerreeecenrsestesestesessresesasssessesessssssesasessssssenens -102 -
Chapter 5 Case Study Findings at ‘Cable Co’.......c.cceeveneeeen. - 106 -
S. INErOQUCHION. ...ttt ss e aesrenesesasse et esssasssnesesssasasonasessnssnssssnsasn - 106 -
5.1 HRM, management style & OFZANISAtION ........cccveeeerenerireresnsereeessssesssessssensessassssesenss -107-
5. 0.1 HRM PracliCOunnuniinricinnncniiennseensesessssssnesessassessssssssssssessssssasasaessssssessassssenes -107-
5.1.2 Management SLYIC ....cuuuiiiiciectetceeceraeesetessenn e aesseststsae st ase bt s s seses -113-
5.1.3  OrZaNISAUON....ciecrireriiniririssnsisisacssenrrsesesssstssesesssasisssssssesisesseassnassssssnsassssassssnsns -114-
5.1.4 Rcvicwing the extent and form of HRM practice at ‘Cable Co.’ .......ccuveeeencannee. -117-
5.2 Growth: HRM challenges and transitions.......c.eecveininnenesenesemiesnseicesssesnsesnses -118-
53 Product markect, labour market and strategic orientation..........cccceeicceeeneneennsenenes -122-
5.3.1 Product MAarkel.. .. cccecercreesreneesecsisssccsnssessussssnssssusssssmssssmsssssssssssossssnassssssensssases -122-
5.3.2  LabDOUT MQAIKCL...c.ccoeeecerenisaesesscrietessssentesessiosmsnessontssssnesssssssstesessssasssssessssenesnsssanes -123-
5.3.3  SHratCRiC OMCNLAtON .....cccececeerireircriererisseniser s sassesssessassassissss e sssessasasassensesases -124.-
54 Human capital, social capital and institUtions ........cccemeeeninmcnsecnnninisensessersreesens -125-
5.4.1 Human Capital.....cccieeneniinisninnninienisssnitnsnssstisessssisisssssssssssssssssssssssssssenins -125-
5.4.2 S0CIal CAPILAL.......cevereercrericsstetnsenisnssrs bbbttt st st s s -125-
5.4.3 INSUIULIONS .....coveverereeeerereneresessssscsensosssessssssssssssssestsssssessassensssssssessesssasssssssssessssntns -127-



5.5 Implications: establishing the underlying causal mechanisms ......couciciiennnicnnennces -128-

Chapter 6  Case Study Findings at ‘Kitchen Co’ .................... -131-
6. INEPOAUCTION. ... ccveeeereereereeee et esteetstsneessentsseonsresasasseseeserasatstssssasossassasanessessnses -131-
6.1 HRM, management style & Organisation .......cueewciesesiesiniennncsessessesessessissesseesanns -132-
6.1.1  HRM PractiCe..uunmmininenniinininninsisinsnstniessssieseesnsesisssssesnsssssesesssssssessessessassseasens -132-
6.1.2 ManagemEnt SLYIC ....ouireeeeeerceecieertieeeesiecanssesssnsaessssessesssnestensssssssresessassansnnennes - 138 -
6.1.3  OrANISALION ...c.eevinirecieeenreneeerteniseeareceesesassasesesesstanesssnseressssentssensssesasassessasnanerasns -139-
6.1.4 Revicwing the extent and form of HRM practice at ‘Kitchen Co.” ....cvicevcnennens - 141 -
6.2 Growth: HRM challenges and transitions.........eeoceceneeeiceeneeresessessnerennseensssnesessonens - 143 -
6.3 Product market, labour market and strategic orientation .........cccceeeecercescecceniesceneenens -145-
6.3.1 ProduCt MarkCt......coeevieieiirencnintnennst s atstescessne e sasenesesesarsosasesesasssssnssesasesneas - 145 -
6.3.2 Labour MarkCl......cciirieeeiccnteicnenesetssseressessessseesassesnesessasessssssssssnessssesasacsss - 146 -
6.3.3  StratCgiC OMCNTALION ....ocueeereiereereeeenersnrrnasteseesrsesesseessesnssneseecssassosesessassessncresnsnasans -147 -
6.4 Human capital, social capital and inSHIULIONS ......c.coveevrerervcnnrnesernecneiseneneenesnssesens - 148 -
6.4.1 HUMAN CAPIAl ...ttt rere s s asssese e nsssnesenssseanserasans - 148 -
6.4.2 SOCIAl CAPIAL...oeeeeereee e rersesee s e s e s stetesssessesaesasssasassasssesessassassannassnnaes - 149 -
6.4.3  INSHUIULIONS w.cverririincimsesrencsirassss s ssesssaee s somassssssssasssasiansssesessssstasassensasasssssssans - 150 -
6.5 Implications: establishing the underlying causal mechanisms .......oeecericiecccennennen -151-
Chapter 7  Case Study Findings at ‘CCTV Co’ .........cuuu.ee. - 154 -
7. INtrOQUCTION. ..ttt ettt sssasas s st st sn et s s snassssnesassassnssassnasinsnase -154 -
7.1 HRM, management style and Organisation.......c.cecemceesresccsssnsenssesiesensessssisnssenes -155-
711 HRM PracliCeuuuinncnnnniniitsiessiiesasssssississsssesssanssesssnsesssnsssssessssssssnssssssnassesassans -155-
7.1.2 Management SEYIC ....cuineiniiriieniisisiiininssesnssssssssesassenssessassasssssssssasnsnssnsesses - 160 -
7.1.3  OrganisatioN.....cccceccecrisesineincnieissisississsssssssssssssssssirassssssssssssssssssessnssasasssasassanseen - 161 -
7.1.4 Revicwing the extent and form of HRM practice at ‘CCTV Co." ..unevernnennnees -163 -
7.2 Growth: HRM challenges and transitions........eeeeveeeensisesesesssssensesscnsnsennsnssesiesanes -164 -
7.3 Product market, labour markct and stratcgic OHentation .........cceereercncnerscennaesesenns - 168 -
7.3.1 ProduCt MArKCl....ccueuersereerrseesssesensessisscsissssasssssssssassssisnassisesessssssassssnsassansssssnsasssases - 168 -
7.3.2  LabDOUT MATKCLaueeeciiicirienienennesesisssnssssssessosesssnisessesnssasorsessessssssssnsnssnsssessasesssacsseses -170 -
7.3.3  SIratCQic OMONIAtON ....cemeiercriiensrsserssensasssasesassssssssasssesesssesssnasessasssnsssssarasasssasasanes -171-
7.4 Human capital, social capital & inSUIULIONS ...cuveeeiiremrirensesncssiesssinenncsisnenissnes -172-
7.4.1 Human Capital......vceceeecnciiessennsssinsiessissssssnsssssssnssassnsasssssssssssssssensrasasensssasnesess -172-



7.4.2 SOCIAl CAPIAL......ccerceeecetrrecrciessninns ittt st esesesesss s s bbb s en s stiaen -173 -

TA.3 INSHIULIONS «curereenreeecreeenessienasessiesessteseesteacessssaceneseemessesseesessessssstsessesasantensenseeenes -174 -
1.5 Implications: establishing the underlying causal mechanisms ......oocvcicvenenecccenenene. -175 -
Chapter 8  Case Study Findings at ‘Bearing Co’ ........c........... -178 -
8. INEOQUCTION. ceeveaereereeeerensestiiists s sasstssasstsnsstsst st assts st e nssasanssesatesaestssnaseasnssnansessane -178 -
8.1 HRM, management style & Organisation .........cccceisericonsererssessesescsssnsessesssssaeses -179 -
8. 1.1 HRM PractiC..unnnimninniiiiiiinnnsnncnicssisnesssssessssssssssssssssssasassnssssssseseses -179-
8.1.2 Management SEYIC .. ettt saes -185-
8.1.3 OrganiSatiON.........ceecieerereenineiisieinsitesnsssescssssns s sssssessssssesssssessssssaseosessssennsssns - 186 -
8.1.4 Reviewing the extent and form of HRM practice at ‘Bearing Co.’ ...........eeeeeeee. - 187 -
8.2 Growth: HRM challenges and transitions...........eceieeeecsnereeseessesssseesssasesesassssnssenens - 188 -
8.3 Product market, labour market and strategic Orientation .........eceeeceveceniiecsececsereensenns - 190 -
8.3.1 Product MarkCth........cceiuiireee e rrtriceresesesssrnssssseerssssesssssessssssassssnsnsnssessasseses - 190 -
8.3.2 Labour MarkCl.....uuiririieiesceceenrienenriesnennisesssssesssnsessessssesenssssssssssssssssensssassesseses - 191 -
8.3.3  StratCZiC OMICIMALION......cceeeurreeereererererereesesissesrsssssesesesesensssssassstesesesasssnesssessssranes -192-
8.4 Human capital, social capital and inSHIULIONS .......ecveenreiveriesnesersesensrsssisessesersssaens -193-
8.4.1 HUMAN CAPIA] ...t essssesenessasessasestessrasssesarsesesssssennsnsanes -193-
8.4.2 S0CIAl CAPIAL........eeeeeeeeeeece ettt et ee st essesr s sesnsabesra b ae s e b e saasenes -194-
.43 INSUIULIONS w..ccoeeeireccmeieetere e sersas s seassrssseststesan e sessessssasssessssessssssssssnsns - 196 -
8.5 Implications: establishing the underlying causal mechanisms .......ceeeeeecucnciensennnes - 196 -
Chapter 9 Case Study Findings at ‘Mortgage Co’ ................. - 199 -
9. INErOQUCHION.. ..t tns e stsnssssa s st bbb e s e bbb s sa s -199-
9.1 HRM, management style and organisation.........ceeuveeesneesesenssiessssssnussnnnsssssssenes - 200 -
9.1.1  HRM PraCliCe.....ucurerrrerencecrereneenensssnsscsisisssisessesssensnenssesesinsssasnsssssssassseasasasansssanses -200 -
9.1.2 Management Style ......cucveeiecrceecniessisnniariesesse e s s s ans et - 206 -
9.1.3  OrZANISAION ......ccceereecercermssenessssessssssissassisssssssassasssnsassasussassssatasssssasssasessnasassasssssass -208 -
9.1.4 Revicwing the extent and form of HRM practice at ‘Mortgage Co.™ .................... -209 -
9.2 Growth: HRM challenges and transitions.......eeve e cescsenensueinsssnnisssssssssnninnsessssseeees -210-
9.3 Product market, labour market and stratcgic OMCNLation ......ccivivenirsnsennasesssesesesnas -213-
0.3.1 ProOdUCE MATKCL...ooeeeeeeerereereressssnsssssssessssssassssssmsisssssssnssasansessasssstosssssssansasansansasaresss -213-
0.3.2  LaDOUT INATKCL..eveeeeveneeerereressenmresasssssasssesssssssssessssssssesssassassenssssasssssssssassessasanssasseses -215-
9.3.3  SratCic OMCIIALON c.uvcrvsesrssssisseesessssstssssiisssst s bbbt ssssa s tbes -217-



94 Human capital, social capital and INSHIULIONS ....coueeuirierenectricnricsescsencstnsnneescenns -218-

9.4.1 Human capital ...t st seens -218-
9.4.2  S0CIal CAPIAL.c.cuneeieccctrinctt et e as st s st ene -219-
0.4.3  INSHTULIONS ...evemieceenrrneereerrcestscesiseentesessessnessessessassannesssssessssssssassonsantessssnssessasssases -221-
9.5 Implications: establishing the underlying causal mechanisms ......cocecvcvveeneeeennnnnnes -222-
Chapter 10  Discussion of the Research Findings................... -225 -
Chapter 11 ConcluSION......ccovievrreeisitiierrrennienreeteneneeressennne -262 -
1T INITOAUCHION co.ecvvineiecinnenceninnncniisesnsssniseissninssessstssessiassssssssssssaestsnsssssssssassansssssessesssasasens -262 -
11.1 Implications of the FESCArCh......iiviviinieicreeit e esassenesesestesitessessesesneseanans -262 -
11.2 Limitations and avenucs for further research .......ocoveeeeereiererenencsrsecsenrenesnsnnenans -270-
REfEIENCES c.cuireitiiiitittiiintit ettt eb s -273 -
APPENAICES .uiiiiiiiitiiiiiircttieeestreeesteesessesssesesssessesseessssssessssneens -295 -

viit



List of Tables

Table 2.1: Ontological assumptions of the realist view of SCIENCe .....ceeveereverereeccnreernennn. -28-
Table 2.2: Comparing frameworks of HRM in context..........cconevinvnenneneenenecenennas -30-
Table 3.1: Overview of the research design. .. e ceiivieecceeseesececreeceee e een e sneene -50-
Table 3.2: Empirical elements used to operationalise the conceptual framework.......... -51-
Table 3.3: Survey population SAMPIE........ocoieiimreeirteeeenseecenesesessesaeeresessessesaesssannns -54-
Table 3.4: Nature of survey Sampling @ITOr .....co.cviiccieiincninnnnneniesnincsetesesnetesnsensesnesees -57-
Table 3.5: Personal interview population SAMPIE ......cccceeerenerserrnenrenieseerenensessssessesaens -61 -
Table 3.6: Nature of personal interview SaMpliNg €ITor......cc.ccevvueeeerrerceeensrceneacacenns -62-
Table 3.7: Comparing survey and case study approaches.........c.oceeervenivesncscsnrvesveieenns -64-
Table 4.1: Formal positions of survey and personal interview respondents.................... -71-
Table 4.2: Survey and personal interview respondents by size and employment........... -72-

Table 4.3: Distribution of survey and personal interview respondents by industry and

OWNIETSRID cveeeereeeerteereennietetntetetesenesnenesteseessssesassessessassesessssassansesassssanes -73-
Table 4.4: The distribution of working practices by SECtOr .....ccucverveeeererreerecreecsierennnens -74 -
Table 4.5: The incidence of WOTKINg PractiCes .......ueveveeeereereeeeiecsinenssrersesnessessessessansens -76 -
Table 4.6: The meaning of t€am WOTK c..cocurviiiiiiiircereetrrreeeeereesersseneneeserenresceneas -78 -
Table 4.7: Employee involvement in the change process ........cocucvennesisencnsnsisessenens -79 -
Table 4.8: The management of the HR function......c..cccccoerieincnnnrcnenencnceeccecencnenne -81-
Table 4.9: The status of organisational standards & accreditations.........ccccceeeevreerucnns -82-
Table 4.10: Use Of ICT apPliCAtIONS ....cccvieireinvianenrtenssanesssnssseseseessessessesssnssasasssessosesasns -83-
Table 4.11: Types of performance measurement records Kept ..........coceeececercrercrennnenee. -83-
Table 4.12: Reasons for Erowth SUCCESS ......cooverriiseesessicrisiinsessesisscsississessssesssessensnss -87-
Table 4.13: Key transitions during company evOolution.........ccceevenirmceiisinsresnsessnenn. -88-
Table 4.14: Arcas of future Srowth ..., -89-
Table 4.15: Issues to address for long term survival.........ccviinivinnenninsenienennens -90-
Table 4.16: Barriers t0 growth ...t -90-
Table 4.17: Factors critical to COMPELItIVE SUCCESS...covuiirirenierasninsscianesisnisesmssesnsssasesssns -92-
Table 4.18: Topics covered in training for core eMployees......ccvveiervcniersecssenueniine. -97-
Table 4.19: Case study population SAMPle.....eieninerieneneesenereeissnsnes -101 -
Table 4.20: Case study CharacteriStics c..uueiennesnrernssinsenessinestinnieseseeeiessesssees -103 -
Table 4.21: Interview participants according to case study organisation ..................... - 104 -

ix



Table 5.1: The distribution of work practices by component at ‘Cable Co'................. -107 -

Table 5.2: The incidence of work practice adoption at ‘Cable CO’ ......ccceevecerereeececnennn. -107 -
Table 6.1: The distribution of working practices by component at ‘Kitchen Co’ ........ -132-
Table 6.2: The incidence of work practice adoption at *Kitchen Co’.......couveeveueneene. -132-
Table 7.1: The distribution of work practices by component at ‘CCTV Co’ ............... -155-
Table 7.2: The incidence of work practice adoption at ‘CCTV Co'....ueeeveveeeverneeennnne -155-
Table 8.1: The distribution of work practices by component at *‘Bearing Co’ ............. -179 -
Table 8.2: The incidence of work practice adoption at ‘Bearing Co’......ccoeveeeinrennnne -179 -
Table 9.1: The distnbution of work practices by component at ‘Mortgage Co’........... - 200 -
Table 9.2: The incidence of work practices adoption at ‘Mortgage Co’ .......c.cccveeeeenne -200 -
Table 10.1: The distribution of work practice by component across survey and case
TESPONACNLS coveeintriiiirisinerniinens e ss s st asssesss s sassbesssasasenaene -228 -
Table 10.2: The management of the HR function........civivnninnncnncccnccscinnnncens -230 -
Table 10.3: Patterns of HRM and performance in survey respondents ........ccccoceevennee -233-
Table 10.4: The realitics of Human Resource Management in SMEs.........ccccevineeee -235-
Table 10.5: The drivers of HRM in SMES ...t -242 -

Table 10.6: The underlying causal mechanisms of HRM and performance in SMEs..- 248 -
Table 10.7: Empirical classification of growth-oriented SMEs.........cocvcevnvcicncnnne. -251 -



List of Figures

Figure 2.1: High performance work systems: commonly hypothesised linkages........... -14-
Figure 2.2: The trend in publications on HRM-P .....cccovvrvcvniiiecenereecenecnennen, -21-
Figure 2.3: Types of employer control in smaller firms ........cccceceeerveneennverecnenereesannens -32-
Figure 2.4: HRM and New InstitutionaliSm....c.ccuceeeeeeeceecrnscncsninesennsesressssesssnsassesssenns -38-
Figure 2.5: Exploring how HRM & performance is explained in SMEs: a conceptual
FLAMEWOTK ceoeeeiictrericeeeseeneereetrereeesneeseesstrseeerseneanesssesassnensessessensessessesssareans -43 -
Figure 3.1: Survey mail OUt PrOCESS....oumuvereetiieinnisiescsicncecessesseesseseneseneaessessseses -56-
Figure 3.2: Overview of @ Manager INtETVIEW .......c.uuveiveinieeseiisissnncnesssesasesssossassenes -67-
Figure 3.3: Overview of an employee INtEIVIEW ........vciuiiriniuencecnccccscncnssesesaencaenes -68-
Figure 5.1: Sales tumover and profit trend at ‘Cable Co’......ccccvevevrercnerernrenrnennennne. -119-
Figure 5.2: Employment trend at ‘Cable Co'..........oreriiiiiiincccencninincnes -119-
Figure 6.1: Sales turnover and profit trend at *Kitchen Co’ ........ccvceiviivrcnnevinennnens - 143 -
Figure 6.2: Employment trend at ‘Kitchen €O’ ..o -144 -
Figure 7.1: Sales turnover and profit trend at *CCTV Co’ .......cuveivcrcnicivcvcnencncnencncnee - 165 -
Figure 7.2: Employment trend at *CCTV €O’ ...unurmimnitnrecncnccneesanen - 165 -
Figure 8.1: Sales turnover and profit trend at *Bearing Co’ ..........ocvrinivviecnnninninnnnncn, -188 -
Figure 8.2: Employment trend at ‘Bearing Co’ ...t -189-
Figure 9.1: Sales turnover and profit trend at ‘Mortgage Co’.........cccovivinninrininnnnn. -211-
Figure 9.2: Employment trend at ‘Mortgage Co’ ... -211-
Figure 10.1: Illustrating the transitory nature of organisational forms across the case
STUAIES ceeererrcereraeistesietestsssinrssisserses e aisanssasssnesesanssassstsnessnessontesmesseseessessons -239-
Figure 10.2: An evolutionary model of HRM and performance in SMEs................... -257-

xi



List of abbreviations

BERR
BIS
CBHRT
DTI
ECG
ER
HCM
HIM
HR
HRM
HRM-P
HIWP
HPWP
HPWS
IhP

IR

MD
OLC
OM
RBV
SME
SMT
SPSS
TDM
WERS

Department of Business Employment Regulatory Reform
Department for Business, Innovation and Skills
Contextually-Based Human Resource Theory
Department of Trade and Industry

Centre for Employment, Competitiveness and Growth
Employment Relations

High Commitment Management

High Involvement Management

Human Resources

Human Resource Management

Human Resource Management and Performance
High Involvement Work Practices

High Performance Work Practices

High Performance Work System

Investors in People

Industrial Relations

Managing Director

Organisational Life Cycle

Owner-Manager

Resource-Based View of the Firm

Small-to Medium-Sized Enterprise

Senior Management Team

Statistical Package for Social Sciences

Total Design Method

Workplace Employment Relations Survey

xii



Introduction

Chapter 1

Introduction

1 Introduction

This chapter scrves as an introduction to the rescarch. A short background to the topic will be
provided, the central rescarch gaps will be explored and the study’s contribution to knowledge
will be acknowlcdged. The overarching rescarch objective and rescarch questions will then be

dctailed. The chapter will conclude with an overview of the thesis structure.

1.1 Background to the research

Whilst considerable cffort to advancing rescarch on HRM and Performance (hereafter referred
to as HRM-P) there still remains no onc all-encompassing theory, model or framework to
explain the relationship that HRM holds with performance in SMEs'. Interest in the HRM-P
link grew considerably over the last couple of decades as empirical evidence emerged of what
were believed to be strong positive associations between HRM practices and measures of
organisational pcrformance (c.g. Husclid, 1995, MacDuffie, 1995, Ichniowski and Shaw, 1997,
Appclbaum ef al., 2000). Whilst this evidence has since led to the creation of various models
of high performance (c.g. High Performance Work Systems), it is argucd here that these
modcls are built on weak empirical foundations. Evidence is, at best, inconclusive. Rescarchers
tend to investigate different scts of HRM practices and conclude positive, indifferent or even

ncgative organisational outcomes.

Equally concerning is the fact that much of the current research in the HRM-P paradigm has
been under progression within larger firms. Whilst rescarch has come to light that SMEs are
indeed experimenting with a range of working practices (Hornsby and Kuratko, 1990,
Deshpande and Golhar, 1994, Bacon er al., 1996, Wicesner and McDonald, 2001) evidence
remains mixed. Contrasting rescarch denotes relatively low levels of HRM practice in SMEs

(Dubcrley and Walley, 1995, Casscll et al., 2002), with SMEs being less likely to purposefully

' Throughout this thesis, and in accordance with the Commission Recommendation 2003/361/EC concerning the
definition of micro, small and medium-sized enterprises [Official Journal L 124], a small organisation is defined as
an enterpnse that employs fewer than 50 employees. A medium organisation is defined as an enterpnise that
employs 249 employces or less. A large organisation is defined as an enterprise that employs 250 employees or
more.
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adopt a sophisticated range of working practices (Homsby and Kuratko, 1990, Pcarson et al.,
2006, Drummond and Stone, 2007). Neverthcless, HRM proponents argue that these
conclusions merely represent an unrealised opportunity for the SME community (Way, 2002,
Scls et al., 2006b, Drummond and Stone, 2007) and hold a key to unlocking higher levels of
performance. However current debates in the HRM ficld are left making considerable
assumptions in rcgard to SMEs, not lcast that those practices found in larger firms can work,
be applicd to, and are appropriate at the smaller firm level. Yet, existing modcls of HRM
remain diverse and generic in their approach to competitive advantage (Ferris ef al., 2004) and

*lack mcaning and purchase’ to SMEs (Gilman and Edwards, 2008; p551).

Onc might argue that our limited understanding of how HRM influences the performance of
SMEs is rcinforced by rescarch within the HRM-P paradigm that focuses on the formal
propertics of organisations. A dccp recading of the extant litcrature on the HRM-P link
demonstrates the predominance of a ‘scientific’ approach to social rescarch inquiry, one that
rclics on the obscrvation of rcal cvents. However, robust explanations and theoretical insight
arc not illuminated through obscrvation alone (i.e. what somecone is doing), but through
explanation (i.e. rcasons why somcone does what they do) (Benton and Craib, 2001). In
reducing these issucs to little more than methodological inconsistencics (reducing ontology to
cpistecmology) HRM rescarchers are indced ignoring the wider truth; the social world is open,
unpredictable and in a constant statc of flux. Other events exist independent of our observation

of them and mediate the effects of these obscrved events (Webb, 1995, Benton and Craib,
2001).

Existing HRM rescarch fails to open up the ‘black box’ and ‘tell it how it is’, ignoring the wide
range of mediating variables between HRM and performance (Wood, 1999b, Edwards and
Wright, 2001). When these scientific rescarch methods are applied at a small firm level little
cvidence is often found of more formal systems and structurcs. However, it is the degree to
which the approach towards HRM differs within SMEs when compared to their larger
countcrparts that is important, rather than a case of these firms simply being unstructured
(Cassell er al., 2002). These cniticisms have led academics to declare that current rescarch on

the HRM-P link is inadequate and alternatives must be sought (Flectwood and Hesketh, 2006,
2010).

Rescarch has more recently emerged that attempts to explain why firms behave differently
(c.g. Edwards er al., 2006, Hamey and Dundon, 2006, Gilman and Edwards, 2008). In taking
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account of how firms arc embedded to their wider context these studies have begun to shed
ncw light on explaining why some SMEs may be more open to the ideas of high performance
than others (Edwards, 2009). Whilst these contextual studies have not been specifically
designed to explain the HRM-P link within SMEs, it is believed that they provide a promising
foundation upon which to build more explanatory accounts of HRM and performance in

SMEs.

1.2 The rationale for the research and its contribution to knowledge

This chapter has noted some of key weaknesses of existing rescarch on the HRM-P link. As
will be explored in greater detail, a scientific approach fixated on quantifying the relationship
between surface level HRM practices and measures of organisational performance has been
scecmingly progressed at the expense of understanding the underlying mechanisms and
processcs at work between HRM and performance. It will also become apparent that
rescarchers have an incomplete undcerstanding of the relevance of HRM and its implications on
performance at an SME level. In an attempt to gain greater clarity on this important issue this
thesis will advance a comprchensive explanatory account of working practices in growing

SMEs.

1.2.1 Research objective and research questions

The primary objective of this rescarch will be to unpack the role that HRM plays in the
performance of SMEs. Duc to the dynamic and exploratory nature of the research, it was

dcemed appropriate to usc a range of rescarch questions to drive the study. This rescarch will

focus on five rescarch questions, namely:

RQ1): To what extent are SMEs adopting HRM practice?

RQ2): What form does HRM take in SMEs?

RQ3): Does a firm’s approach to HRM alter in response to growth/performance
challenges?

RQ4): What are the underlying [causal] mechanisms that determine the HRM
approach taken by SMEs in response to growth/performance challenges?

RQS5): Does a particular SME model of HRM and performance exist?
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1.3 Overview of the thesis

We shall now explore the structure of this thesis. Chapter 2 will provide a review of the
litcrature which will expand on the above and will be divided into four scctions. The first
scction of chapter two will serve as a theoretical and historical overview of HRM in SMEs in
order to position the cstablished debates in the ficld. Section two will then provide an overview
of the dominant theorics of HRM in order to demonstrate the disciplines strategic and
performative oricntation. Scction three will discuss the extent to which modcls of high
performance lend themsclves to SMEs, and will examine the limitations of existing models
both cmpirically and thcorctically. Section four will examine how one might develop more
convincing theory on the HRM-P link in SMEs. This scction will then consider the internal and
extcrnal factors that are to be used to examine the influences that shape a firm’s approach to
HRM. Chapter two will conclude with the identification of key themes within a conceptual

framcwork, before reinforcing the rescarch gaps and contributions of this thesis.

Chapter three will explore the overarching rescarch questions and the subsequent rescarch
philosophy, stratcgy and mcthodology that will guide this social inquiry. The rescarch will
adopt a rcalist and pragmatic perspective to social inquiry. A mixed-method research strategy
will be employcd to vary the type and level of data collected. The mixed method strategy will
cncompass: a survey approach, personal interviews and multiple case studies (n=5). The
rationale, mcthod of administration, sampling procedure, response rate and analytical
techniques will be explored for cach approach in turn. The chapter will conclude through the

considcration of cthical issucs.

Chapter four presents the main findings from the first data collection phase of the rescarch
consisting of the stage onc survey and stage two personal interviews. These findings are
aligned against the study’s conceptual framework. The primary objective of these data
collection stages was to provide key insight to regional patterns as to the incidence, practice
and performance effects of HRM and the wider context within which HRM s enacted in
SMEs. This preliminary rescarch phase also provided an opportunity to identify those firms

that were suitable for further case study rescarch.

The sccond data collection phase is presented from chapters five through to chapter nine and
consists of five case studics. As with the preliminary rescarch phase outlined above, each
chapter is aligned against the study’s conceptual framework, but will build upon this through

the intcgration of a diverse range of empirical evidence including manager and employce
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perspectives, company documentation (e.g. organisational charts), archival data (e.g. growth &
performance trends) and other obscrvations regarding the firm’s environment. Together these

case study chapters will form the bulk of the rescarch findings.

Chapter ten examines the rescarch questions in light of all of the empirical evidence presented,
and compares and contrasts this ncw insight with current thinking and discourse. Each rescarch
question will be addressed in tumn. The chapter will begin by exploring the incidence, practice
and performance cffects of HRM and wider workplace innovation across SMEs in Kent and
Mcdway. The chapter will focus on a cross analysis of the five case studics and will explore
key similaritics and diffcrences in their approach towards HRM, the evolution of this approach,
and the underlying causal mechanisms that drive firm behaviour. Finally, this chapter will
present a new model of HRM and performance in SMEs that emerged from the analysis of the
casc study data and is grounded in prior discourse (e.g. Edwards et al., 2006, Gilman and
Edwards, 2008).

Chapter cleven will provide concluding remarks on the key rescarch findings that have
cmerged from this social rescarch inquiry. The implications of these findings will then be
explored, and the chapter will finish by discussing the limitations of the rescarch before

making suggcstions for further rescarch.
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Chapter 2

Literature Review

2 Introduction

This chapter will aim to provide a comprchensive review of the existing literature on HRM and
Performance (HRM-P) in SMEs. In advancing this rcview a key challenge emerged: how
should onc present the key debates in a clear and integrated manner? This is because rescarch
that falls within the HRM-P paradigm draws on a widec range of tcrminology and labels - it is
therefore, not always obvious whether academics are discussing the same or quite different
issucs. The literature was found to be chaotic, cluttered and messy. In parallel rescarch on
SMESs and performance appears in its infancy, which mcans we still know relatively little about
how or why HRM influences the performance of SMEs. What is important therefore, is the
identification of the fundamental weaknesses of rescarch within the HRM-P paradigm, and
how one should attend to these weaknesses when conducting new rescarch on the role that
HRM plays in SMEs. Prior to rcaching these conclusions it was necessary to explore a number
of intcrrelated themes. First, it was important to link these debates with the strategic role that
HRM is argucd to play in developing firm competitive advantage. Second, an examination was
rcquircd of what we know about the link between HRM and performance, much of which has
been explored to date through the concept of High Performance Work Systems (HPWS).
Third, it was appropriate to sct the scene of HRM in SMEs through a historical and theoretical

overview, which will now be explored.

2.1 Human resource management and SMEs

Bcefore we explore our understanding of HRM in SMEs, the concept of HRM must be defined.
For the purposcs of this study, HRM will be defined as ‘all those activities associated with the
management of the employment relationship® (Boxall and Purcell, 2003; pl). It therefore
follows that HHRM practices and working practices will be used interchangeably. Whilst not
wishing to be pulled into a discussion on the way in which HRM differs (or not) to other labels
onc must at Icast acknowledge the contrasting debates of HRM and Employee Relations (ER).
In simple terms, HRM rcfers to the various approaches of managing labour, whereas ER is

ofien charactenised by an approach to analysing the employment relationship (Edwards, 2003).
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It is argucd within this thesis that HRM is part of a wider ER approach and, rather than being
conflictual, these approaches are synergistic in nature. Indeed, it is put forward within this
thesis that ER will help to facilitate a broader contextual investigation of the forces at play
between HRM and performance. In taking this complimentary stance HRM can be provided
with greater legitimacy (Dclancy and Godard, 2001) whilst ER will be provided with an
opportunity to demonstratc its value (Edwards, 2005). Before we consider the stratcgic role
that HRM is argucd to play in firm compctitive advantage, let us first develop our
understanding of the importance of SMEs and the applicability of HRM through a historical

cxploration of the employment relations environment in smaller firms.

2.1.1 Early (mis-)conceptions: a notion of harmony

The importance of SMEs to the United Kingdom (UK) and the wider European Union (EU) is
apparcnt when one considers that of the four million businesses regarded as being active within
the UK and EU economics, over 99 per cent are accounted for by SMEs (BIS, 2010). The
numecrical importance of SMEs is just part of the story. Whilst dcbates have raged since David
Birch's (1979) influcntial rescarch paper as to the significance of SMEs as ‘job creators’ over
larger firms, Europcan governments remain committed supporters of SMEs in employment,

valuc and innovation gencration (Europcan Commission, 2005, BIS, 201 1a).

Not only docs the attention afforded towards SMEs by successive governments complement an
cconomic philosophy, but crucially carly studies belicved that smaller firms avoided the
complex employment relations issucs and conflicts inherent in large firms whose poor
management was blamed on damaging the economy in the 1970s (Marlow and Patton, 1993).
The findings of Bolton (1971), coupled with those of Ingham (1970), argued that workers were
drawn towards smallcr firms as a result of their inherently rewarding working environment.

Low levels of industrial action within smaller firms were attributed to their more harmonious,

flexible working conditions:

‘In many respects small firms provide a better environment for the employce than is
possible in most large firms. Although physical working conditions may sometimes be
infcrior in small firms, most pcople prefer to work in a small group where
communication presents fewer problems: the employee in a small firm can more easily
sce the relation between what he is doing and the objectives and performance of the

firm as a whole...No doubt mainly as a rcsult of this, the turnover of staff in small
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firms is very low and strikes and other kinds of industrial disputes are relatively

infrequent’ (Bolton, 1971; p22)

More recent evidence has also been found in support of the harmony thesis, with research
asscrting that the contributions of employces are more readily recognised in SMEs (Barrett,
1999). It is this incrcased level of recognition by employers in smaller firms that some believe
offscts the lack of promotional opportunities with smaller firms being argued to offer workers
a level of personal autonomy unattainable in larger firms (Scase, 2003). Whilst these more
recent studics allude to the existence of a relatively congenial working environment in smaller
firms, a range of conflicting evidence has also come to light that contrasts against this

harmonious or ‘small is becautiful® notion.

The contrasting *bleak house” or ‘small is brutal’ image emerged from evidence of poor
working conditions, low wage rates and low standards of hcalth and safety in smaller firms
(Rainnie, 1989). In a review, Storey (1994) uncovered that workers in smaller firms were more
likcly to have lower wages, were less likely to be in receipt of fringe benefits, experienced
lower levels of formal training, worked longer hours and had a higher chance of being injured
whilst at work. In addition to the above, further support was also found for the ‘small is brutal’
image by the fact that workers were believed to be trapped in smaller firms. Rescarch has
found the difficultics of achicving ‘break out’ from smaller firms due to, for instance, the skill
levels demanded by larger firms (Storey, 1994, Scase, 1995) and strong familial ties (Ram,
1994). Indced, Ram’s (1994) study of cthnic minority workplaces found that Asian labour
worked for smaller firms in the clothing sector because few other employment opportunities

prescented themsclves.

As the importance of SMEs grew amongst policy and academic communities in the 1970s and
1980s, cvidence began to emerge that HRM was actually a major concern to the owners of
small busincsses. The findings of these early studies, the majority of which emanated from the
US Midwest, pointed to the limited understanding amongst small business owners of what
constituted good HRM practice. Scholars were drawn to the low levels of HRM expertise and
formal HRM practices, evidence that was scen to contradict previous ‘small is beautiful’
notions (Mincr, 1973, McEvoy, 1984). Despite recciving widespread criticism duc to their
limited cmpiricism (Homsby and Kuratko, 1990) these early studies stimulated efforts for

further dcbate as to what HRM mcans to SMEs.
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2.1.2 Restraining complexity? Size and formality

Early studics drew attention to the ‘resource poverty’ of smaller firms, illustrated through the
adoption of incxpensive and unplanned approaches to what is now known as HRM (Miner,
1973). This ‘liability of smallness’ has led scholars to postulate that smaller businesses are not
‘little big busincesses” (Welsh and White, 1981) and that size is a key determinant of HRM
sophistication. Rescarch has since indicated the widespread usc of informal HRM practices in
smaller firms (Kaman ef al., 2001, Bartram, 2005) with smaller firms being less likely than
larger firms to adopt a sophisticated range of working practices (Hornsby and Kuratko, 1990,
Pcarson et al., 2006) such as pcrformance appraisals (Wager, 1998), training (de Kok and
Uhlaner, 2001) and communication (MacMahon, 1996).

The largest nationally representative quantitative study in the UK, known as the Workplace
Employment Relations Survey (WERS), sheds further light on HRM in SMEs? (Forth et al.,
2006). SME managers were found less likely to have access to an internal HRM expert or hold
formal HRM qualifications in comparison to thcir counterparts in larger firms. As a result,
SME managers were more likely to seck advice from external parties for HRM issucs.
Evidence was found of more formalised working practices in SMEs, such as gricvance and
discipline, which were implemented at a level commensurate to larger firms. However SME
workplaces were, in gencral, found to be characterised by high levels of informality
demonstrated through the predominance of dircct forms of communication and informal

recruitment, training and work practices.

Whilst there appeared limited evidence of more formal working practices for the sharing of
information between management and workers of SMEs, particularly in regard to financial
matters, managers reported informally involving workers in decision making and workers
confirmed greater opportunitics for ‘job autonomy, influcnce and sccurity...lower work
intensity and higher general wellbeing® (Forth et al., 2006; pxii) when compared to those
cmployces working for larger firms. One might argue that these findings denote that
informality should not nccessanly be perceived as a deficiency of smaller firms, but rather that
a more informal approach may provide positive benefits such as increased opportunitics for

worker involvement, participation and commitment.

2 These findings are taken from WERS 2004 which included a sample of 621 private sector SMEs.
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Whilst some deem informality of HRM practice to be problematic for smaller firms, for
instance in hampering firms ability to align workers with the needs of the firm (Mayson and
Barrctt, 2006), others point to the potentially harmful effect of formality on smaller firms. The
informal and unstructurcd nature of HRM is considered by some to afford SMEs a competitive
advantage (Bacon er al., 1996) allowing them a degree of flexibility they otherwise would not
have, incrcasing firm responsivencss and their ability to deal with uncertainty (Marlow, 2006).
In a study of micro and small firms, Matlay (1999) discovered a preference for an informal
approach which facilitated opecn communication and ‘resulted in amicable solutions to complex
and occasionally acrimonious work-rclated situations® (p292). The appropriateness of more

formal HRM practices to SMEs is summed up forcefully by Katz (2000; p8):

‘HRM is considered by many to bec a large company phecnomenon...burcaucracy,
policies, procedurces, and papcrwork...this docs not sound very important for a fast

moving cntreprencurial firm®.

This inferior view of HRM practice in smaller firms must be weighed against rescarch that has
uncovered little difference between HRM in small and large firms (Barrett, 1999, Kerr ef al.,
2004, Way and Thacker, 2004, Harney and Dundon, 2007). A study by Barrett (1999) on the
Australian information industry found that size did not vary the approach taken towards HRM.
Similarly, a study by Harncy and Dundon (2007) notcd that ‘two of the firms with the lowest
number of HRM initiatives were among the three largest firms, each with over 200 employees’
. Other variables apart from size have also been found to relate to the presence of an HR
manager (Kerr er al.,, 2004, Way and Thacker, 2004). Academics have even argued that
formality should not be restricted to an either/or dichotomy, but rather that the informality and
formality arc dynamic and greater understanding is required of how these constructs change

and cvolve with firm growth (Ram et al., 2001, Marlow et al., 2010).

Despite the lack of clarity as to what HRM mecans to smaller firms, HRM proponents argue
that smaller firms may well be better positioned to reap the performance enhancing effects of
greater levels of HRM, and as such represent an unrealised opportunity (Way, 2002, Sels et al.,
2006b, Drummond and Stone, 2007). This vicw is prefaced on the belief that SMEs are more
innovative, informal, flexible, and in touch with their employees (Bacon et al., 1996) than
larger firms and that the lack of formality should not nccessarily be scen as an obstacle to
achicving a high performance approach (Gittell et al., 2010). A range of evidence has since

come to light arguing that the strategic use of HRM practices can lcad to improved
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organisational (Kerr et al., 2004, Scls et al., 2006b, Zheng et al,, 2006) and employee
outcomes (Way, 2002) through higher levels of productivity and lower levels of workforce

turnover in SMEs.

2.2 In search of high performance

If HRM refers to the various approaches towards managing labour, Strategic HRM refers to the
process of linking the management of human resources to the strategic objectives of the firm
with the aim of improving organisational performance (Bratton, 2007). Intcrest in HRM has
gathered pace over recent decades as the strategic role that HRM can play in developing
compctitive advantage has been acknowledged (Legge, 1995, 2005, Storey, 2007). The
intensification of intcrnational compctition, the mushrooming of modecls of best practice (such
as thosc typificd by Japancsc JIT, Lean, and so on) and the upholding of an enterprise culture
by the UK government have continucd to draw attention to the strategic role that HRM can
play within the firm. Building an understanding of how HRM can assist the competitivencss of

SMEs is therefore considered to be crucial (e.g. Sung and Ashton, 2005, Edwards er al., 2009).

Whilst a precise definition of strategic HRM continues to evade scholars (Wright and Boswell,
2002), the underlying principle put forward is that thosc organisations that select and
implement specific HRM policics and practices arc able to develop sustained competitive
advantage (Barncy, 1991, Macky and Boxall, 2007). This approach is grounded in a firm’s
ability to devclop an *HR advantage’ through the integration of appropriate strategic HRM
practices into what is often labelled as a *High Performance Work System® (Boxall and
Purccll, 2003). A range of work has since emerged that a universal system of high performance
exists (Husclid, 1995, MacDufTie, 1995, Ichniowski and Shaw, 1997, Appelbaum et al., 2000).
These findings have led to a continucd intcrest (some might say preoccupation) with HRM-P
link which has developed into a dominant paradigm within the HRM discipline (Hoobler and
Brown-Johnston, 2004, Fleetwood and Hesketh, 2010).

A high performance work system (HPWS) is conceptualised as a set of distinct but interrelated
HRM practices that together sclect, develop, retain and motivate a workforce (Way, 2002, De
Mecnezes and Wood, 2006) in a supcrior manner (Kerr ef al., 2007) lcading to enhanced
organisational outcomes. In cssence, a HPWS is characterised by a sct of managerial practices
that cmphasise involvement, commitment and competencics of the employce (Osterman,
2006). It is argucd that this approach providcs an opportunity to transform employees from

mcrecly being workers into partners with employers in realising company goals (Caspersz,
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2006), moving away from the rational agent-principle relationship (Tomer, 2001). A range of
terminology has been used to descnbe a HPWS, with ‘HRM innovations’; ‘Alternative or
Flexible Work Practices’; and, ‘HRM Bundles’ (Declaney and Godard, 2001) being used
intcrchangeably. It is also argued that broader programmes (e.g. quality, lean) are often
involved in the conception of a HPW'S (MacDuffie, 1995, Pil and MacDuffie, 1996).

The *best practice’ approach argucs that a universal system of working policies and practices
exists and will always result in better performance (e.g. Jayaram et al., 1999). The contrasting
‘contingency’ or ‘best fit’ approach proposes that the successful adoption and implementation
of working practices is rcliant on wider context and their interaction and alignment with other
variables (c.g. systems, strategy, and the environment) which naturally promote diversity in
modcls of high performance (Guest, 1997, Wood, 1999b). Contingency theorists therefore
argue that context, such as the nature of technology used within an industry, plays a pivotal

role in the way a firm orients its internal systems, structures and processes.

The predominant debate between “best practice’ and ‘best fit” perspectives has typically been
subject to an cither/or dcbate as to ‘whether high-performance systems will universally
outperform all other systems or whether the optimal system is relative to the circumstances of
the firm® (Wood, 1999b; p368). Rather than compete against each other however, academics
asscrt that contingency theory may well help to reconcile ‘best practice’ and ‘best fit’
perspectives. This is prefaced on the notion that there may exist a common set of overarching
HR policics and practices that a firm can implement, and it is the forms and shapes that
particular practices take when implemented within specific contexts that varics (Boxall and

Purccll, 2003).

In an attempt to identify the practices that constitute a high performance work system a review
was progressed of cmpirical articles that had tested a specific system of high performance’.
Evidence was found of systems with up to seven practice bundles, with studics measuring
between four and forty working practices. The majority of studies measured between 10-20
working practices, a third (32%) used under ten working practices, with the remainder crafting
systems with over 20 working practices (15%). Although those practices included within any

one modcl were found to differ considerably; employee involvement and participation, HR

3 The full review included 66 empirical articles produced between 1994 and 2010. Sce Appendix 1, p296, for
further details.
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practices, and reward and commitment practices were found to represent dominant categories®.

These findings reinforce the notion outlined above that a universal set of overarching
componcents may exist, but the practices used within any one component may vary (Boxall and
Purcell, 2003).

The involvement and participation component included practices that encouraged opportunitics
for employces to participate more readily in the workplace through communication and
information sharing, group problem solving and decentralised decision making. Employee
skills and abilitics were developed through the activities of the HR practice component which
included recruitment and sclection testing, developmental aspects of appraisals, the
cffectivencss of training systems, and the extent of cross training, job rotation and/or flexible
work assignments. Finally, employces were incentivised through the reward and commitment
componcnt which comprised performance-linked appraisals, appropriate systems of pay and
incentives  (c.g. performance/profit related pay, employce share options), promotion

opportunitics, minimum status diffcrentials, and job sccurity.

Crucially, these findings appcar consistent with Appclbaum er al.’s (2000) framework
considered to represent a keystone text on HPWS (Boxall and Purcell, 2003)5. In their
influcntial book, cntitled Manufacturing Advantage, Appelbaum et al. (2000) developed the
‘AMO’ framework and argucd that enhanced worker performance, and ultimately supcrior
organisational performance, was a function of three practice bundles. As Figure 2.2 illustrates,
it was proposcd that practices that promote employce ability (A) (equivalent to *HR practices’
above), motivation (M) (equivalent to ‘reward & commitment’ above) and the opportunity to
participatc or contribute (O) (cquivalent to ‘involvement & participation’ above) lead to

improved organisational and worker outcomcs.

Rescarchers also contend that compcetitive advantage is grounded in a firm’s quest for
heterogencity with firms developing unique, hard-to-copy resources and capabilitics (Barney,
1991, Eddleston et al., 2008). In this manncr, the Resource-Based View (RBV) places
importance on firms developing a unique combination of human and social capital (Sirmon and

Hitt, 2003). Whilst somc authors distinguish between the RBV and the contingency

* For the sake of narrative case the author has summarised the practices and bundles adopted by prior studies
of HPW'S modcls. A full breakdown of models with their corresponding authors can be found detailed within
Appendix 1, p296.

$ They are also consistent with Sung and Ashton (2005) who provided a more comprehensive model of high
performance within their best practice publication *high performance work practices: linking strategy and
skills to performance outcomes’.
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perspective outlined above (Bosclic ef al., 2005), others combine the RBV with a contingency
approach. This debate emerges out of the fact that these hard-to-copy resources are seen to be
contingent on the firm. Indeed, RBV has more recently been seen as an aide to readdressing
the balance of the strategy litcrature by arguing that the appraisal of internal strengths and
wceaknesses (i.c. knowledge & relationships) is just as important as the assessment of external

opportunitics and threats in a firm’s product market (Boxall and Purcell, 2003).

Figure 2.1: High performance work systems: commonly hypothesised linkages

Expanded employee
potential and increased
) discretionary effort Improved
HR practices and company »
?e::::\jg:ﬁnms perform'ance
bundled to enhance
abiity
motivation lr'np roved
opporturuty worker =
. Improved systemic outcomes
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context e

Source: (Boxall and Purccll, 2003; p21)

Significant criticism has been levelled at the HPWS model. Not lcast is the fact that HRM
thcory should be, but is frequently not, more than a vehicle for delivering predictions
(Flcctwood and Hesketh, 2010). It is argucd here that empirical work has been largely
progressed at the expense of theorctical development and, as a consequence, studies lack
cxplanatory power (Flectwood and Hesketh, 2008). If rescarch presented as HPWS or strategic
HRM is problematic we are therefore, left with the issue of what to make of it and how it
might inform future rescarch and practice (Taylor, 2006). Additionally, whilst models of high
performance are increasingly being aligned with SMEs, much dcbate surrounds their
applicability at a small firm level. The following scction will aim to build a critique of research

that falls within the HRM-P paradigm in the context of smaller firms.
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23 A critique of studies within the HRM-P paradigm
231 HRM-P and SMEs

A dccep rcading of texts on HRM, strategy and performance provides little insight into the
naturc of the HRM-P link in smaller firms. Few studics attempt to develop a consistent
understanding as to what high performance working is, how it applics to, or how it influences
the performance of SMEs. Where rescarchers have investigated HRM-P in smaller firms they
adopt large firm HPWS modcls. Whilst these studics demonstrate that HRM practices, such as
rccruitment and compensation, are correlated with perceived measures of performance (e.g.
Way, 2002, Zheng et al., 2006), there is no discernible evidence that practices are akin to those
within a HPW'S modcl (Rowden, 2002) or that SMEs set out to purposcly adopt a system of
high performance (Drummond and Stone, 2007).

Why might it be that there such limited evidence on the link between HRM and performance in
SMEs? First, studics on HRM-P in smaller firms are limited in number, use large firm
practices, small sample sizes and subjective measures of performance (e.g. Way, 2002, Kerr et
al., 2004, Scls ef al., 2006b, Zheng et al., 2006). At an cpistemological lcvel, just because
rescarcher cannot (casily) find evidence of more formal HRM practice in SMEs docs not mean
that HRM docs not exist; it may be that we are just not looking for the right thing! In order to
cxaminc the role that HRM plays in SME performance research must better capture, interpret

and undcrstand the complex interplay of workplace practice with wider causal structures.

Sccond, rescarch reveals a complex interaction of variables that hold the potential to limit the
ability for smaller firms to take onboard the ideas of high performance. These influences
include the firm's product and labour market, the resources available to the firm (including
human and social capital), the nature of strategy, rules and routines and management style
(Edwards et al, 2006, Hamcy and Dundon, 2006, Gilman and Edwards, 2008).
Acknowledgement of these issucs is imperative if we are to better understand how HRM

influences the performance of SMEs and advance HRM theory that is applicable regardless of

sizc.

It has been argucd that the product and labour market combine to provide a specific form of
HR supply (Hamcy and Dundon, 2007) which in tumn has been found to play an important role
in the adoption of HRM practices in SMEs. Studics note the positive association between

HRM and higher worker skill levels (Bacon and Hoque, 2005) and more professionally-
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orientced management skills (Gilman and Edwards, 2008) within SMEs. However, SME
managers arc limited in their understanding of the sources of sustained competitive advantage
(Lado et al., 2006) and lack the capabilitics to develop HRM practice (Bacon and Hoque,
2005). In fact, Klaas et al. (2000) found that the costs of hiring a HR specialist on a full time
basis arc highly prohibitive to smaller firms. Given the above, and the fact that management
structurcs arc generally flatter in SMEs, much of the coordination and implementation of HRM
in SMEs occurs at a line management level (e.g. Bowen and Ostroff, 2004). Current
government literature on HRM-P (c.g. Sung and Ashton, 2005) would appear to sit awkwardly
with rescarch evidence pointing to low levels of skill and training (Storey, 1994), and limited

development of the HR function in SMEs (Forth et al., 2006).

In addition to knowlcdge, SMEs also suffer from financial constraints and, whilst
implementation costs of HPWS models are purported to be relatively low amongst larger firms
(Sung and Ashton, 2005), evidence denotes that the costs of implementing HPWS modcls may
wcll outweigh benefits resulting in a ‘zero-sum’ game in SMEs (Scls et al., 2006a). Whilst
there exists an opportunity for imitation in the longer term, thereby decreasing adoption costs,
others point out that lcading cdge firms may well have moved on by the time others get round
to adopting specific practices, rendering them out of date (Edwards and Wright, 2001). It may
well be that that SMEs are not fully committing to a HPWS models, preferring to opt for
partial adoption (Godard, 2004). Scholars point to the ‘slow diffusion” of HPWS models across
the SME scctor (Tomer, 2001) with those workplaces embodying a high performance approach
oﬁly translating into onc percent of establishments (Blasi and Kruse, 2006).

High performance working presupposes a long-term, planned approach typically not found
amongst smaller firms (Hamey and Dundon, 2007). Strategic considcrations nced to take a
longer term perspective (Sung and Ashton, 2005) and embrace linkages to wider business
issucs such as quality (Jan Angclis and Thompson, 2007; p779). This runs counter to rescarch
that suggest that SMEs rarcly have any cohcrent or dcliberate strategy for managing
cmployment rclations (Scott et al., 1989, Harney and Dundon, 2007). Rescarch highlights that
SMEs arc more likcly to tailor their activitics in response to business need (Duberley and
Walley, 1995, Casscll et al., 2002), make piccemeal quick fixes and view HRM as a bolt-on
activity (Dubcrley and Walley, 1995). SME strategy is therefore crafted reactively (e.g Ram et
al., 2001) rather than rationally designed (Mintzberg and Waters, 1985) and is likely to be

morc cmergent in nature (Hamcey and Dundon, 2007) if it is to emcrge at all.
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While many associate low level of HRM uptake to a lack of finance or knowledge (Marlow
and Patton, 1993), others arguc that the biggest stumbling block is the ability of convincing the
owner to get on board with such ideas (Van der Wicle and Brown, 1998, Wilkes and Dale,
1998). Managers of smaller firms may not place a great importance on HRM issues (Heneman
et al., 2000). However, the quality of HRM practice and subscquent performance outcomes is
scen to hinge not only on their alignment with strategy, but also their successful leadership
(Dubcrley and Walley, 1995, Casscll e al., 2002), with managerial vision, value, and culture
(Wager, 1998, Sung and Ashton, 2005) scen to be key.

Because rescarchers have uscd large firm modcls to investigate HRM-P in smaller firms the
considerable weaknesses that plague HRM-P rescarch applics to both small and large firms
alike. Lct us first explore these weaknesscs at greater length before considering how we might

address this problem.

2.3.2 Theoretical foundations of HRM-P: limits and lessons to learn

Whilst compelling evidence denotes the management discipline to be maturing (Agarwal and
Hoctker, 2007), academics argue that the domain of management studies is characterised by
low levels of paradigm development (Pfeffer, 2007) and that current research on the HRM-P
link is inadequate and alternatives must be sought (Fleetwood and Hesketh, 2010). Scholars
assert that that the level of adequate management theories that explain organisations appcars
not to have improved greatly over the last three decades (Pfeffer, 2005) and the HRM
discipline has become proliferated with a mass of unsatisfactory theorics (see Fleetwood &

Hesketh (2010) for a list of 50).

Flectwood and Hesketh (2010) apply Sutton and Staw’s (1995) five-fold account of what
theory is not to a sct of articles considered to be within the HRM-P link paradigm. The authors
conclude that rescarchers adopt a largely cavalier approach to theory: °...empirical rescarch
tends not to be carcfully drawn from existing theory...in much of the empirical research on the
HRM-P link where ‘theory” is discussed, the discussion is often arbitrary, ambiguous, vague,
bricf and unsophisticated® (p90). When explored in greater detail, the reasons attributed to the
currcnt state of the ficld of management are wide ranging but appear to focus on two related

matters that shall now be explored.
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2.3.2.1 The rationalisation of the employment relationship

First, there is a call for HRM academics to move away from their managerial, rational and
scicntific agenda that presupposcs individuals as predictable and calculable in nature, towards
an acknowledgment that the employment relationship is actually rather complex and conflict-
rich (Townley, 1993, Edwards, 2003). This change in theoretical orientation requires HRM
theorists to recognise the role played by control, cooperation, knowledge and power and that
the implementation of HRM practice is not unproblematic and simplistic (Townley, 1993,

Blasi and Kruse, 2006, Edwards, 2006).

Existing studics within the HRM-P paradigm, however, focus their attention on organisational
outcomes (lHoobler and Brown-Johnston, 2004) and largely disregard the views of employces
(Woed, 1999b). Through a review of litcraturc on high performance as part of this rescarch
(sce Appendix I, p295). it was noted that academics have shown a preference to advance
rescarch using management respondents (61%) of which three fifths (63%) were addressed to
scnior managers (¢.g. CEO or MD) or HR managers/directors, and two fifths (37%) being
addressed to middle management (c.g. plant manager or gencral manager). Whilst a quarter
(26%%) of studics were reported to cover ‘all employees®, only nine studies (14%) went into any

grecat depth at an employee level.

This dominant mcthodology is worrying when one considers that the mere presence of HR
practice cannot be considered proof that the practice in question exists or is implemented
consistently across all employces (Tsai, 2006). HR practices may not be uniformly accepted by
cmployces and we should not assume that managerial and employee views of such practices
arc syncrgistic (Truss, 2001, Hui ef al., 2009). There are ‘multiple mediators and more intricate
processcs and interrelationships through which HPWS influcnces outcomes that span multiple
levels of analysis (c.g., individual, group, establishment, and firm levels)’ (Takeuchi et al.,

2009; p22) and it is these that give risc to a unique ‘climatc’ (Bowen and Ostroff, 2004).

The implementation of systems of HR practices is a complex and often problematic process
that requires *significant amount of behavioural change at the workplace level....a “lighter”
[quantitative] measurc...docs not capture the depth of social change implied. Real workplace
change challenges the existing systems of distributing power, prestige, and rewards in social
organizations' (Blasi and Krusc, 2006; p572). However, few studies would appear to question
the cffect of HR practices on the balance of power within the business (Dclancy and Godard,

2001, Osterman, 2006). Much of the existing rescarch on HRM-P at an SME level overlooks
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how social context shapes the behaviour of firms, and it is argued here that a contextual
approach can provide an opportunity to build further theoretical and practical insight (e.g.
Edwards er al., 2009).

2.3.2.2 The (over-)reliance on scientific models

Sccond, and Icading on from the point above, there is a nced to reduce our reliance on
*deductive-nomological® or *scicntific’ models that have preoccupied the debates in the HRM-
P link and wider ficld of management (Flectwood and Ackroyd, 2004). As commented on
above, the ficld of HRM has become preoccupicd with the notion that the adoption of specific
HR practices will Icad to enhanced organisational performance. Rescarchers have dedicated
significant rcsources in their quest to prove the association between HR practice combinations
and higher levels of growth and performance. In attempting to prove statistical associations
between HRM and performance rescarchers have however, seemingly ignored the wider
theorctical questions that besct the HRM-P paradigm (Flectwood and Hesketh, 2008).

The facts arc simple, survey-driven rescarch accounted for two thirds (68%) of all studies
reviewed (sce Appendix 1, p295) within this study. Despite just under a quarter (23%) of
studics making usc of intervicws, two fifths of these were progressed by telephone. In fact only
six studics (9%9) advanced more detailed analysis through the use of case studies (see Truss,
2001, Danford et al., 2004, Sung and Ashton, 2005, Taplin, 2006, Drummond and Stone, 2007,
McBride, 2008)® and only two of these concentrated upon SMEs. Qualitative evidence of the
HRM-P link within an SME context is therefore undeveloped. In reducing these issucs to little
more than mecthodological inconsistencics (reducing ontology to epistemology) researchers are

indced ignoring the wider truth; the social world is open, unpredictable and in a constant state

of flux.

The dominant ‘deductive’ or *positivist’ approach relies on the observation of real events and
Humean causality (Flectwood and Hesketh, 2006). By ‘real’ or ‘Humean’ we mecan those
cvents that can be observed by the rescarcher. When translating scientism to the social world
this form of inquiry maintains a closed systems view that events hold regularity (or stochastic
closure to be precise) with humans acting as entirely rational beings. Once a particular

combination of cvents has been observed (e.g. the use of performance related pay and tcam

® Whilst omitted here, Edwards et al. retrospectively apply the findings of their 2006 paper to assess the
capacity for smaller firms to adopt a HPW'S through a 2009 AIM publication entitled *From Modemn to
Patcmalistic: how docs your firm type affect your performance?’
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working practices lcad to a two-fold increase in worker productivity) this outcome can be
predicted for all future instances where this combination is applicd. Replication of these
observed cffects is deemed to be unproblematic and the more empirical research that is

progressed the more clear-cut the findings should become (Fleetwood and Hesketh, 2010).

However, this positivist mcta-theorctical stance docs not come without its shortcomings. The
fact is that cxact replication of rescarch findings has to date not been achieved in any of the
studics falling within the HRM-P paradigm and more empirical studics have not led to crisper
findings (Flectwood and Hesketh, 2010). Studies adopt slightly different indcpendent
variables, use slightly different samples, employ slightly different statistical techniques and
achicve varied results. At best HRM practices are weakly associated with performance (Wright
and Gardncr, 2003), gencralisability is low (Godard, 2004), and that there is not enough overall
cvidence upon which to make a conclusion (Wall and Wood, 2005). One might argue that little
progress has been made since Becker and Gerhart undertook a review of the literature on high

performance modcls in 1996:

'studics of so-called high performance work systems vary significantly as to the
practices included and somctimes even as to whether a practice is likely to be

positively or ncgatively related to high performance’ (p784).

Existing HRM rescarch fails to open up the *black box” and ‘tcll it how it is’, ignoring the wide
range of mcdiating variables linking HRM and performance (Wood, 1999b, Edwards and
Wright, 2001, Paauwe and Bosclie, 2005, Fleetwood and Hesketh, 2010). Practices appear
contingent on a range of factors including wider workplace practice (Preuss, 2003), culture and
structurcs (McBrde, 2008), strategy (Taplin, 2006), technology (Kintana et al, 2006),
product’scrvice complexity (Jan Angelis and Thompson, 2007), industry sector (Delery and
Doty, 1996, Sung and Ashton, 2005, Kallcberg et al., 2006), national context (Den Hartog and
Verburg, 2004, Chow, 2005, Colvin, 2006) and firm evolution and growth (Drummond and
Stone, 2007). It is therefore not only the blend of practices that are important, but also the

wider context in which high performance work systems are ‘conceived, evolved and defended’

(Boxall, 2003; p17).

More recently, the strength of statistical associations purported by early studics have been
called into question through evidence that HR practices have little overall effect on measures

of performance (e.g. Chow, 2004, Tsai, 2006, Yalabik et al., 2008). In a review of 92 studics
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on modcls of high performance Combs er al. (2006) failed to find any significant effects for
performance appraisal, teams, and information sharing, practices that theorists previously
dcemed to fall within high performance models. Scholars assert that HPWS models can even
lcad to negative cffects such as increased levels of employee stress (Godard, 2001) and work
intensification (Caspersz, 2006) and provide few rcal improvements to workers terms or
conditions (landcl and Gittleman, 2004, Danford er al., 2008). Whilst Danford er al. (2004)
found evidence of increased efficiencics in the acrospace industry as a result of implementing
working practices akin to a HPWS, efficiency in this respect related to a reduction in employee

numbecrs and limited opportunitics for skills development and information sharing.

The shortcomings of cxisting rescarch findings on HRM-P has led academics to call into
question the extent to which the relationship exists and whether so-called ‘high performance
work practices’ provide advantages in excess of traditional personnel practices or just plain old
‘good management® (Godard, 2004, Richard and Johnson, 2004, Sung and Ashton, 2005).
Godard (2004), in his critical review of the HRM-P paradigm, suggests that claims of ‘supcrior
performance outcomes may be unwarranted® (p349) and that ‘the problems run deeper than
proponcents of the high-performance paradigm assume’ (p371). Rather than act as a catalyst for

further rescarch, criticism appears to have led to a reduced interest in research on the HRM-P

paradigm (Guest, 2011).

Figure 2.2: The trend in publications on HRM-P
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As Figure 2.3 illustrates, the number of published journal articles on key research within on
HRM-P pecaked in 2007 and has since begun to decline, but why? Is it because researchers
have found the answer so attention has now turned to other challenges? Are other labels now
being used (Spell, 2001)? Aside to these questions what is important is the acknowledgment

that:

*...there is a danger that we will let the weeds grow under our feet as we try to raise our
sights to new challenges. Many of the basic questions remain the same and after
hundreds of rescarch studies we are still in no position to asscss with any confidence

that good HRM has an impact on organisational performance’ (Guest, 2011; p11)

2.3.2.3 Towards a causal-explanatory account of workplace practices in SMEs

The combination of the above related issues contributes to the continued failure and lack of
cffort in cstablishing the underlying mechanisms and processes at work in the black box
between HRM practices and organisational outcomes in SMEs. This promotes thin
cxplanation, results in a problem of under-theorisation (Fleetwood and Hesketh, 2008) and
lcads to what Goshal (2005) refers to as the ‘pretence of knowledge’ within the field of

managcement:

‘... management] theorics are, at present, destroying good management
practices.....[rescarchers] increasingly adopt a narrow version of positivism together
with rclatively unsophisticated scientific methods to develop causal and testable
theorics....combined with the pretence of knowledge, this ideology has led management
rescarch increasingly in the direction of making excessive truthclaims based on partial

analysis and both unrcalistic and biascd assumptions’ (p77).

This predicament is worrying when one considers that management theory can and should
catalysc a change in the bchaviours of practising managers (Ghoshal, 2005, Pfeffer, 2005).
Academics recognise that as management theory informs management practice, management

theory can itsclf become “sclf-fulfilling’ as:

*dominant assumptions, language, and idcas of economics can exercise a subtle but
powcrful influcnce on behaviour, including behaviour in organizations, through the
formation of belicfs and norms about behaviour that affect what people do and how

they design institutions and management practices® (Ferraro ef al., 2005; p20).
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However, it would appear that the predominance of inadequate management theory has led to
the downgrading of the management discipline by practising managers as a source of useful
knowledge. Scholars assert that practising managers would rather rely on their own
idiosyncratic judgement or local sources of information (Guest, 2007) than (bad) management
thecory. By bad theory we are referring to the lack of consensus and clarity that has developed
as to what HRM is and the links it holds with performance, a predicament promoted through
the pursuance of individual rescarch agendas at the expense of more integrative and applied
conclusions (Pfeffer, 1993, McKinley, 2010). It is argucd that rescarchers must take a greater
responsibility for the texts they craft and the language uscd (Lado er al., 2006), and not get
caught in cxploiting language that presupposcs a positive relationship (Wall and Wood, 2005).
In an idcal world rescarchers should be held accountable for bestowing clarity in how their
constructs, concepts and variables differ (Bacharach, 1989) and advance rescarch that is

comprchendible within and outside of the rescarch community, therein stimulating creativity

(Suddaby, 2010).

It is argucd that adequate solutions to the predicament outlined above will not come from
doing morc and’or better empirical work, referred to as ‘mindless empiricism® (Starbuck,
2004). We cannot simply determine or predict how the social world will (re-)act in the future.
Other cvents exist independent of our obscrvation of them and mediate the effects of these
obscrved cvents (Webb, 1995, Benton and Craib, 2001). Research should shift concentration
from the purcly formal propertics of organisations, which were earlicr argued not to be casily
obscrvable in the SME context, to include understanding of the way in which work is
accomplished on a daily basis (Bryman, 2004). Flectwood and Hesketh (2010) capture this
point parsimoniously:
‘.....most of the important features of HRM practices and organisational performance
arc naturally qualitative, inherently complex, multidimensional, evolving and often
subjective. The basic problem, as we sce it, is that whilst much of the social world can
often (albeit with great difficulty) be undcerstood, it often cannot be (quantitatively)

mcasurcd, at least not meaningfully.’ (p22)

If we arc to develop further theorctical insight and build a better understanding of causation
rescarch must begin to move away from thin scientific accounts that report the ‘what’ of HRM,
towards building thick and robust causal-cxplanatory accounts of the underlying mechanisms

that cxplore ‘how’ and *why® workplace practices and performance are explained in SMEs

-23.-



Literature Review

(Flectwood and Hesketh, 2010). This marks a scachange in philosophical approach from
traditional predictive, inductive and deductive modes of inference that characterise scientific
cxplanation, towards the more explanatory modes of abduction and retroduction that
charactenise understanding (Schwandt, 1994, Hesketh and Fleetwood, 2006, Van Maanen et
al., 2007).

Whilst the above commentary has outlined some of the dominant criticisms of management
rescarch one might ask: where do we go now? Our next step will therefore be to explore a form
of social rescarch inquiry that is more appropriate. Whilst sctting out our stall we will be
carcful not to become preoccupicd with philosophical discussion, as this alone would require a
scparatc study. Hence this scction will engage in the key philosophical dcbates whilst
remaining dircct and purposcful in order that we can get down to the task in hand; the
advancement of a good social rescarch inquiry which is more capable of developing theory to

cxplain the rclationship HRM hold with performance in SMEs.

24 Unpacking HRM-P in SMEs

In rcading the previous scctions onc will have become increasingly aware that existing
rescarch on HRM-P in SMEs is limited in explanatory power. Academics are critical that size
has precoccupicd the debate on small firm HRM promoting uncritical and simplistic HRM
rescarch (Wilkinson, 1999, Marlow, 2006, Gilman and Edwards, 2008). Size and formality are
clcarly important as variables, but may not form a focus within their own right. The burning
question is not so much the extent to which human capital is important, but rather how these
resources lcad to superior performance (Boxall and Purcell, 2003) in SMEs. Research must
more rcadily focus on establishing the underlying mechanisms that explain how and why HRM
influcnces the performance of SMEs. This will only be possible through the use of rescarch
mecthodologics that arc capable of capturing, interpreting and understanding the complex
interplay of workplace practice with wider causal structures. In order to advance a suitable
approach this scction will attempt to examine how onc might begin to develop more
convincing theory on the link between HRM and performance in SMEs before building a

suitable conceptual framework to operationalise this social research inquiry.

24.1 Addressing questions of ‘why’

In ordcr to develop existing and’or new thcory on HRM and performance one must be capable

of critically cngaging with thcory (Alvesson and Kirreman, 2007). Understanding the
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components of good theory is therefore important (DiMaggio, 1995, Sutton and Staw, 1995,
Weick, 1995). Aside from the fact that theoretical statements must organize and communicate
(Bacharach, 1989) what should theory do? The importance placed in defining what a theory is
was reinforced through special cditions of the Academy of Management Review (1989) and
Administrative Science Quarterly (1995) both of which provided a space for academics to
dcbate how one might go about making a theorctical contribution. Hidden within these debates

were the following definitions (ecmphasis added):

‘[theory is)....a statcment of rclationships between units observed (e.g. variables) or
approximatcd (c.g. constructs) in the empirical world....The primary goal of a theory is
to answer the questions of how, when, and why, unlike the goal of description, which is

to answer the question of what™ (Bacharach, 1989, p496).

*What. Which (factors, variables, constructs, concepts) logically should be considered
as part of the cxplanation? How. How arc they related? Hhy. What are the underlying
psychological, economic or social dynamics that justify the sclection of factors and the
proposed causal relationships..What and How describe; only Hhy explains...’
(Whetten, 1989; p491)

‘...theory is the answer to querics of why. Theory is about the conncctions among
phcnomena, a story about why acts, events, structure, and thoughts occur’ (Sutton and

Staw, 1995; p378).

Whilst these definitions do not entircly agree with one another, what was clear is that (good)
thcory must answer questions of what, how and why. Criticism lics at the door of much of the
rescarch that falls within the HRM-P paradigm due to its overbearing concentration on what at
thc cxpensc of how and why (Flectwood and Hesketh, 2008). HRM acadcmics have
concentrated their efforts on testing weak and formless models of high performance. Given the
undeveloped nature of smaller firm rescarch emphasis must shift away from theory testing
towards thcory development (Shaw, 1999, Bryman, 2004) and identifying the underlying

mechanisms that cause SMEs to opcrate and perform as they do.

We will never be in a position to answer *why® type questions and thus, develop better theory
on HRM-P in SMEs if we continue to assume that events occur in a regular and predictable

fashion. To put it another way, answers to ‘why' arc not illuminated through obscrvation alone
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(i.c. what somconc is doing), but through explanation (i.e. rcasons why someone does what
thcy do) (Benton and Craib, 2001). The HRM rescarchers must therefore, adopt a
philosophical approach that will enable them to move away from traditional predictive,
inductive and deductive modcs of inference that characterise scientific explanation, towards
the more cxplanatory modces of abduction and retroduction that characterise understanding
(Schwandt, 1994, Hesketh and Flectwood, 2006, Van Maancn et al., 2007). An approach that

in tumn supports a more robust cxplanation and the all necessary reverse discovery process:

*As a foundation for inquiry, abduction begins with an unmet expectation and works
backward to invent a plausible world or a theory that would make the surprise

mecaningful’ (Van Maancn er al., 2007; p1149)

In order to advance a causal-cxplanatory account of HRM and performance in SMEs, therein
developing robust cxplanations and theoretical insight, it is acknowledged that one must
adcquatcly consider the connection between their rescarch, theory, epistemology and ontology
(Bryman, 2004). Whilst the specific rescarch mcthods to be used to operationalise this social
rescarch inquiry will be explored at greater depth in the method chapiter, it is appropriate at this
juncture to cxplore the rescarchers overarching metatheoretical approach making explicit their

cpistemological and ontological assumptions before considering an appropriate conceptual

framcework.

24.2 Reaching agreement on an appropriate meta-theory

To sclect the most appropriate inquiry mcthods one must take duc consideration of their
overarching meta-theory (Creswell, 2003). Mcta-theory refers to ‘the philosophy of science,
ontology, cpistemology, mcthodology, actiology, rescarch techniques, prediction, explanation
and the way all this relates to theory® (Fleetwood and Hesketh, 2010; p116). By adopting a
particular mcta-thcory a rescarcher makes explicit their epistemological and ontological
assumptions. It is these assumptions that will inform the mcthods that are most suited to

animate this rescarch inquiry and towards which our attention will now turn.

Scholars proposc that rcalism can provide a crcdible alternative to positivism and
postmodernism (or social constructivism) (Ackroyd and Flectwood, 2000, Fleetwood and
Ackroyd, 2004, Edwards, 2006) with positivism being widely criticised for neglecting the
undcrlying mechanisms at play (answering why), and postmodernism (or social

constructivism) argucd to be preoccupicd with the social processes through which people give
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mcaning to things, potentially ignoring ‘the influences of structures that lie outside the
proccsscs of social construction® (Edwards, 2006; p4). It is argued here that realism offers the
rescarcher more than just a half-way housc affording recognition of those entitics that exist
indcpendent of our obscrvations of them, that are knowable but not directly accessible, with
the end goal being to provide a logical account of their meaning without appearing naive
(Hammerslcy, 1998, Ackroyd and Fleetwood, 2000).

The realist approach to social rescarch inquiry has more recently gathered pace within HRM
and the wider management ficld and could play a significant role in placing the HRM train
back on the night track. The belicf is that rcalism may well enable rescarchers to move away
from the overbearing concentration on performance enhancing effects of HRM to a more
progressive theme of rescarch, thereby developing °...rescarch that builds on what has gone
before, to improve conceptualization of the phenomenon in question and to advance
cxplanation of its causcs and conscquences’ (Edwards, 2006; pS). Realism is not seen as
antithctical to big scicnce and is also considered to be scnsitive to other established ficlds in its
support for context-sensitive rescarch that can offer more convincing explanatory accounts
(Edwards, 2005). Additionally, realist perspectives provide the tools through which researchers
arc able to consider the idiosyncratic and particularistic nature of HRM in smaller firms

(Edwards, 2005, Taylor, 2006), in response to the, often complex, interaction of phenomena.

Therein the goal of this social rescarch inquiry will be to build a detailed insight into social
rcality. From a rcalist perspective, this is achieved in giving priority to questions of ontology
over cpistemology (Benton and Craib, 2001). Epistemology concerns knowledge of what
things cxist and ontology concerns the study or theory of what things exist (Bryman, 2004,
Flectwood and Ackroyd, 2004). Attention moves away from what can be obscrved to
undcrstanding the social world as it is (Fleetwood and Ackroyd, 2004). As explored above,
much of the current rescarch within the HRM-P paradigm fails in its attempt to offer a robust
explanation because it reduces ontology to epistemology and commits what is known as the

‘cpistemic fallacy® whereby studics reduce what is not known or observable to what is.

Ontology from a rcalist perspective is ‘laycred’, rather than “flat’ (see Table 2.1 for a tabular
representation). A realist perspective thercfore ensures that rescarchers are not restricted to
mercly what can be mcasured (i.e. the empirical) or what occurs (the actual) but that access is
provided to the real, also referenced as the domain of the ‘deep’, which causes the actual to

occur (Easton, 2010a). It is hcre where one can begin to appreciate the underlying causal
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mcchanisms, structurcs and agency that produce and reproduce event obscrvations: ‘In this
domain arc dcep social structures such as mechanisms, institutions, rules, conventions,
resources, (non-human) powers, and so on’ (Flectwood and Hesketh, 2010; p137). The ability
to move vertically through domains has been likened to the process of pecling layers off an
onion (Paauwc, 2004) in cnabling rescarchers to answer how and why things occur as they do
(Edwards, 2005). As cstablished carlier, it is believed only through answering why will we

cver be in a position to truly understand and therein build more convincing HRM theory.

Table 2.1: Ontological assumptions of the realist view of science

Domain Entity

Empirical Experiences, perceptions

Actual Events and actions

*Deep’ Structures, mechanisms, powers, relations

Source: Adapted from Ackroyd and Fleetwood (2000; p29)

It is argucd here that the adoption of a realist perspective within this social research inquiry
will provide the rescarcher with the ability to capture the inherent complexity and change that
is present in the world of the growing SME. This relates to the fact that (and one touched upon
carlicr) rclationships are often not reducible to efficiency-based transactions, workers are not
simply rational beings that always respond in predictable ways, and the workplace docs not
operate in isolation to intrinsic (c.g. individual) and extrinsic (e.g. environmental) influcnces.

Events do not occur regularly or consistently fashion (Fleetwood and Hesketh, 2010).

Through the adoption of a rcalist stance onc is better able to appreciate the power and
knowledge embedded within social norms that shapes the behaviours of human agency being
characterised by the ‘the ability to have done otherwise” (Fleetwood and Hesketh, 2010; p209).
Time must therefore, be devoted to understanding what guides the behaviour of agents, with
(external) institutions and (social) structures being scen to hold significant power. Institutions
can be thought of as systems of established rules, conventions, norms, values and customs
(Flectwood and Hesketh, 2010), whilst structurcs are scts of simultancously constraining and
cnabling rules and resources established through human relations and interaction (Ackroyd and
Flcctwood, 2000; p30). Although a power endures this does not mean it will be excrcised.
Flectwood and Hesketh (2010) provide an apt example:
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*An cmployee has the exercised power to work effectively in the sense that she may be
highly productive or highly valuc-adding. Or she may not. Poor management, for

cxample, may prevent actualisation of this power” .

Thercfore, the reason why individuals act as they do is as a result of the complex interplay of
agency, institutions and social structurcs. It is here that the realist rescarcher can build
understanding through the acknowledgement that ontological layers interact and influence
behaviour (Ackroyd and Flectwood, 2000). It is here some form of triangulation can help to
bring greater validity to rescarch on HRM-P by acknowledging the fallibility of knowledge and
revealing different features of the same laycered reality (Downward and Mcarman, 2007). As
will be explored at greater length within the method section, this is social research inquiry will
look to collect wide range of hermencutic material capable of providing a clearer
undcrstanding as to how HRM and performance are related. The aim being to replace a thin

cxplanation with a thick explanation through the development of a causal-explanatory account.

Given the philosophical assumptions outlined above, and prior to establishing the rescarch
mcthods to be employcd by this study, it is important to build a conceptual framework that can
be used to drive this social rescarch inquiry. In an attempt to define the elements that can be
cmpirically examined the next scction will explore a range of frameworks that attempt to offer
a more dynamic alternative to dominant research in the HRM-P paradigm. It is hoped that such
an approach will provide an opportunity to address the many weaknesses of existing rescarch

and provide insight to the role that HRM plays in the performance of SMEs.

243 Developing a conceptual framework

What has become increasingly apparent throughout this litcrature review is that existing HRM
thcory rcmains inadequate in its ability to explain how and why HRM influences the
performance of SMEs. Whilst existing rescarch has identified flexibility and informality as two
of the most commonly cited features of any small firm (Edwards and Ram, 2010), what they
mecan in their totality and the true naturc of SME performance appears largely overlooked
within HRM texts. There still exists no holistic framework that might explain the relationship
between HRM and performance; understanding, it is argued, that will only come through a
fundamental change to rescarchers underlying mectatheoretical approach (Flectwood and
Hesketh, 2010). New approaches must ecmbrace complexity through the analysis of a rich range

of hermencutic material to illuminate the embedded nature and social context of HRM and
performance.

-29.



Literature Review

If we arc to understand the relationship between HRM and performance in SMEs we must
move beyond simply highlighting how firms differ (Arthur & Hendry, 1992; MacMahon,
1996), towards understanding why they differ. It is argued that a fuller understanding of the
role that HRM plays in the performance of SMEs will only be made possible if one moves
away from lincar closcd system modcls that dominate much of the rescarch within the HRM-P
paradigm towards opcn system models that appreciate how the external context and internal
dynamics of the firm intcract (e.g. Edwards er al., 2006, Harncy and Dundon, 2006, Gilman
and Edwards, 2008). In doing so, rather than sidestep the performance debate and concentrate
solcly on the how and why of HRM in SMEs’, this thesis will embrace the challenge of
building a new conceptual framework that is capable of progressing a context-sensitive
cxamination of growing SMEs (Edwards, 2005) thereby investigating the role that HRM play
in the performance of SMEs.

The development of a new conceptual framework was informed by existing frameworks

identificd during the litcrature review; these are presented in Table 2.2.

Table 2.2: Comparing framcworks of HRM in context

1D Author(s) Year Title Firm size

Forces Affccting HRM, Emergent Strategy and SME

! Arthur & Hendry 1990 its Outcomes in Small-Medium Business Units

) ) Intcgrative Framework for Understanding
2 Jackson & Schuler 1995 HRM in Context Not defined
3 MacMahon 1996 gf'occss Model of Employee Relations in Small SME
irms
) The Contextually Based Human Resource
4 Paauwe 2004 Theory Large
Illustrative Forms of Organisation and
\ “+
Sa  Edwards efal. 2006a Embeddedness SME
Interaction of Product Market, Labour Market
5b Edwards & Ram 2006b and Kinship Relations SME
y - Open Systems Conceptual Framework of
6 Hamey & Dundon 2006/7 Factors Influencing HRM in SMEs SME
. Illustrative Forms of Organisation and
, . )
7  Gilman & Edwards 2008 Embeddedness SME

7 The contextual frameworks outlined in Table 2.2 remain largely untested. Those that are tested empirically
(c.g. MacMahon, 1996; Edwards et al., 2006; Edwards & Ram, 2006; Hamey & Dundon, 2006) largely
ignore the growth and performance with the exception of Gilman & Edwards (2008) who include fast-growth
innovative firms within their sample.
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It was belicved that a combination of a priori contextual frameworks on employment relations
and labour management practices in SMEs would permit a more meaningful understanding of
how and why HRM influcnces performance in the context of SMEs. This new conceptual
framework places emphasis on explanation rather than statistical analysis, views organisations
as open, not closcd systems, vicws the social world as complex, contingent and emergent, and
rccogniscs the influcnce of HRM on performance translates into an unstable equilibrium of

cnabling entitics and mechanisms.

Each framcwork was cross-cxamined and a broad range of detcrminants which might explain
firm bchaviour were found (sce Appendix 3, p319 for a full breakdown), these included:
owncrship; industry scctor; size; growth; resources (e.g. human and social capital); institutions
(c.g. legal, social, political, unions influences); the nature of the product and labour market
(c.g. influcnce of technology, customers and suppliers); organisation, management style;
working practiccs; and, rules and routincs. The remainder of this section will now explore
these dynamics in the above ordcr, prior to including these dynamics in a robust conceptual

framcwork better able to capture the role that HRM plays in the performance of SMEs.

Ownership

The importance of the dynamics of firm ownership has been alluded to by a number of authors
(c.g. Arthur and Hendry, 1990, Edwards and Ram, 2006, Harney and Dundon, 2006) with the
nature and extent of familial and kinship relations being seen to influence a firms approach
towards HRM. As argucd earlicr, one cannot assume that the principal-agent relationship is
cither rational or simplistic. Workers are not merely subservient to management demands,
being capable of influcncing the reward-effort bargain. It is therefore argued that rescarchers
must place greater attention on how knowledge and power manifest themsclves in the
employment relationship (Townley, 1993, Blasi and Kruse, 2006, Edwards, 2006). Goss
(1991) dcfines four distinct proprictoral styles, namely: fraternalism; paternalism; benevolent

autocracy; and sweating; as reported in Figure 2.4.

In so doing Goss (1991) draws attcntion to the dynamic of ownership through two related

concepts: power and control, which are determined by:

*the dependence of the employer upon particular employees and vice versa; and the
power of workers individually or collectively to resist the excrcise of proprictoral

control®.
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Figure 2.3: Types of employer control in smaller firms

1.

High Fraternalism

Extent of
employer’s
economic
dependence 3. Benevolent
upon Autocracy

employces

2. Paternalism

Low 4. Sweating

High Low

Ability of employees to resist the exercise of proprietorial prerogative

Source: Goss (1991; p73)

Each of these employer control strategics is reflective on the onc hand of the ability for
cmployces to resist proprictoral prerogative and on the other in the ability for the employer to
define the cmployment relationship. Employers that exhibit a fraternal approach afford
cmployces greater discretion and autonomy in their roles, in contrast to benevolent autocracy
or sweating in which the employers make few concessions for employees as skills are not scen

to be central to competitive advantage and are relatively cheap and plentiful in the labour

market.

In his longitudinal study of clothing manufacturers in the West Midlands, Ram (1994)
extended out understanding of power and control as a complex and constantly changing
phenomenon, played out through a form of ‘negotiated paternalism’. Ram (1994) notes that
‘workers were not passive in the face of authoritarian managements; they would endeavour to
alter the terms of the cffort bargain if they felt that they were not “fairly’ rewarded...the
stockpiling of work and *modifying’ the role of supervisor...cannot be regarded as dcliberate
stratcgics of resistance. Rather, they were opportunistic and pragmatic actions by workers
attempting to sccure a degree of stability over their earnings’ . Moule (1998) provides further
insight into the world of small firm manufacturers in the clothing industry through a dctailed
case study; that of Button Co. The author found evidence of particular strategics used by
employces, so-called ‘workplace fiddles®, to facilitatc worker’s negotiations with management

and in turn demonstrated the notion of lecway between management and employees.

This study should also acknowledge the role played by a broad range of actors and
stakcholdcers in addition to dircct sharcholders and employees (Beer er al., 1984, Hendry and
Pettigrew, 1990). The views and status of these actors, referred to as the ‘dominant coalition’

by Paauwe (2004), will incvitably influcnce the way the firms approaches HRM and its
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conscquences. The explanatory approach adopted within this social research inquiry will
cnsure that adequatc attention is given to the mix of conflict and co-operation inside the firm
(Kochan, 1997) recognising that there are both ‘positive’ and ‘negative’ aspects at work (Chua
et al., 2003, Sirmon and Hitt, 2003).

Industry sector

The naturc of a firm's industry scctor has been noted to play a key role in the approach taken
towards HRM at local, national and international levels (Arthur and Hendry, 1990, Jackson
and Schulcr, 1995, Hamcy and Dundon, 2006, Gilman and Raby, 2012). Evidence has noted
that firms may oricnt their work systems in response to the nature of technology and skills
within their specific sector (Guest, 2001, Boxall and Purcell, 2003, Edwards and Ram, 2006)
and may be less willing to invest in sophisticatcd work systems if work is relatively low skilled
and labour is rclatively chcap (Guest, 2001). Onc might argue that prior studies have
concentrated on particular subscts of firms® which has mecant that appropriate comparative

contextual evidence is currently lacking.

Size

The influence of firm size has been included in a range of contextual studies (e.g. Arthur and
Hendry, 1990, Jackson and Schuler, 1995, Hamey and Dundon, 2006) and is an area that has
attracted considerable debate over recent years. The time and energy devoted to the size debate
alonc demonstrates the significance of the SME sector to the UK and wider EU. Prior to the
agrcement of a common EU definition for what constitutes an SME, scholars have uscd a
range of definitions when progressing HRM rescarch’ and continue to do so outside of the
EU'®, Academics have even been found to sidestep such classifications (Cardon and Stevens,
2004) or purport to investigate SMEs but in reality fail to do so'". This is problematic not only
in that firms of varying sizes will have very different management and organisational needs,

but comparing studics is inhcrently difficult. This dcbate has led to size warranting undue

' For example, Edwards er al. (2006) study concentrates on retail (restaurants and catering) and
manufacturing (clothing and food) trades that are experiencing high levels of competition. Gilman &
Edwards (2008) concentrate on high tech firms. Whilst Harney & Dundon (2006) covers a wider cross
scction of firms their study fails to explore HRM-P, preferring to focus their efforts on how and why SMEs
adopt HRM.

* For example, Homsby & Kuratko (1990) define an SME as one with less than 150 employees and
McMahon (1996) include those firms with less than 100.

' For example, US studics typically define an SME as having fewer than 500 employees.

" Hamey and Dundon (2006; 2007) allege to investigate *SMEs® but medium-sized firms are found to make
up the majority of their sample.
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attention, with rescarch being ‘concerned more with prescribing what small business ought to
be than with analysing what it actually is” (Goss, 1991), with early dichotomics of size and
formality, explored in depth carlier within this review, providing a relatively emaciated

undcrstanding of ecmployment relations in SMEs.

Growth

It is widcly accepted that there still exists no universal mode! or theory that explains why firms
grow (c.g. Leitch er al,, 2010, Storey, 2011, Wright and Stigliani, 2013). The most widcly
referenced theory of growth is that of the *stage of growth’ theory. This theory, founded upon
the principles of organic life forms, views organisational growth and decline to be a rational,
lincar and incvitable process. Rescarch of this nature however, suffers from weaknesses not
dissimilar to that of rescarch that falls within the HRM-P paradigm. The ‘stage of growth’
modcls are based on weak theoretical foundations, and adopt largely positivist and quantitative
approachces to test often small and limited datasets (Leitch ef al., 2010). Studies also, more

often than not, rely on sclf-reported managerial data.

It is now well known that growth is not predictable, and the majority of firms do not grow or
aspirc to grow (Wright and Stigliani, 2013), at lcast not on a continuous basis (Storey, 2011).
To make such an assumption would be, to use Storey’s term, a ‘one-way bet’. Indeed, Storey
takes this further to suggest that growth is a game of chance influenced by the optimism of,
and the resources available to, individual entreprencurs. This is a view that is contested heavily
in its failure to explore, in adequate depth, the latest rescarch in the ficld of entreprencurship

(Westhcad and Wright, 2011).

Whilst provocative, Storey places the business owner at the centre stage of the growth debate
arguing that the human capital (e.g. cducation, lcarning, attitudes, prior experience and
propensity to nctwork) of individual business owners is central to understanding how and why
entreprencurs make the decisions they do (Leitch er al., 2010, Wright and Stigliani, 2013). The
distinction between the entreprencur and the firm is an important one to recognise as the
rationale for growth can vary by stakcholder group (Gibb, 2000). For instance, an
cntreprencur’s focus may well be on profit maximisation, whereas policy makers typically
focus their attention on employment growth. Through a policy lens there could be a danger that
big firms arc vicwced as ‘beautiful’ and slow growth (e.g. in employment) is associated with

poor performance (Leitch er al., 2010).
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The significance of an entreprencur’s human capital is reinforced by Levie and Lichtenstein
(2010). Through their systematic review of ‘stage of growth’ theories Levie and Lichtenstein
find no evidence of a conscnsus as to what a stage of growth actually is and, as a consequence,
propose that firms exist in a dynamic state which is open, complex, adaptive and in a continued
state of discquilibrium. Central to their argument is that organisational success is based upon
achicving the best possible match between an organisation’s business model and the market
potential. How entreprencurs configure the resources available to them to maintain this
dynamic state and the roles of complexity and uncertainty (Colvin, 2006, Phelps ef al., 2007)
and firm context (Levie and Lichtenstein, 2010, McKelvie and Wiklund, 2010) are therefore,
of central concern to rescarchers. In order to sustain this fit, entrepreneurs must ‘see’ and ‘act
upon’ opportunitics and match these with, and reconfigure, existing resources (McKelvie and
Wiklund, 2010).

The specific human resources available to the firm is considered to be a key component in a
firm’s ability to adapt and change (Dcrvitsiotis, 2003) and the management of human resources
is identificd as a core growth-related issue (Cowan, 1990, Dodge and Robbins, 1992, Kotey
and Shcridan, 2004). Indeed, rescarch reveals how the process of growth influences a firm’s
approach towards HRM (c.g. Kotcy and Sheridan, 2004, Harney and Dundon, 2007). In a
study of HRM practices in small growing firms in Australia, Barrett and Mayson (2007) noted
that growing firms arc more likely to use formal recruitment and selection practices than non-
growing firms. Evidence also demonstrates the use of more informal recruitment strategics
during the carly start-up stages, for instance with owner-managers displaying preference for

personal business networks as a key source of talent (Leung, 2003).

In an attempt to gain greater clarity as to the relationship between HRM and growth the
literature review took account of the body of literature on growth'2. The focus of this review
was to identify the way in which HRM was influenced by growth. Evidence was found of clear
HRM-rclated themes within those growth models studied. Whilst these will be presented in
order of incidence across those studies reviewed, commencing with the HRM-related growth
transition considered most common, there was a general lack of consensus across growth

studics as to their individual importance

12 The author undertook a review of stage-of-growth models published between 1967 and 1998. See
Appendix 2, p309, for a comprehensive breakdown of growth models and their associated HRM styles.
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Delegation: The delegation of tasks is found to be of greatest importance, denoting a transfer
of decision making power from the owner-manager to employees within the firm. Scholars
point to the changing nature of the owncr-managers role in response to firm growth that
incvitably impacts upon the employment relations style adopted (Clifford, 1973, Scase and

GofTee, 1982), increasing the nced for greater levels of delegation.

Formalisation: The sccond most prevalent HRM-related challenge is the formalisation of
reporting lincs and organisational structures, signalling a move from a less formalised to more
formaliscd organisation. As we found carlicr, formality has been noted as a common feature of
HRM modcls (Levie and Lichtenstein, 2010). Whilst evidence notes that innovative capacity,
considcred by some as an important distinctive capability for smaller firms, may be impeded
by more formal structures and systems (Kimberly, 1979, Baron and Hannan, 2002), the extent

to which formality can act as a hindrance or facilitate the growth of SMEs is little understood.

Skills development: The third most prevalent HRM challenge relates to the introduction of
more profcssionally oriented management skills. A central HRM-related growth challenge
rclates to the transition in the role of the owncer-manager from one of ‘doing’ to one of
‘managing’ (Ardichvill ct al., 1998). Galbraith (1982) describes this as the move from a
quartcrback to a playcr/coach, summed up parsimoniously by Churchill (1983; p10): *he or she
must spend less time doing and more time managing.....the inability of many founders to let go

of doing and begin managing and dclegating explains the demise of many businesses’.

Working practices: The new found reliance placed upon other members of the organisation by
the owncr-manager introduces a fresh range of HRM-related issucs. Due to the increasing
rcliance placed upon other members of the organisation, the owner-manager must begin to
design and implement suitable working practices that support delegation (Marlow et al., 2010).
Whilst not covered to any great extent within the growth literature, practices that promote
worker involvement and participation (Ciavarclla, 2003) and incrcase skills levels and

motivation were found embedded within the growth models.

Whilst the above review provides an insight to the many managerial challenges that result from
growth (i.c. the outputs of growth) it is argucd that such studics provide little insight into how
firms grow (i.c. the process of growth) (Leitch et al., 2010, McKelvie and Wiklund, 2010). An
indication of the processes involved in growth is evident through a paper by Wright and

Edwards (1998). In their study of tcamworking practices at a large aluminium smelter in
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Ircland, Wright and Edwards note that whilst the introduction of teamworking supported
improvements in performance (e.g. productivity) it was the unique combination of shocks,
technology, and management-union relations that provided the case for change. In effect, those
workers who survived a severe shock (in this case through a series of redundancics) grew an
awarcncss of the competitive environment that was challenging the firm and, as a consequence,
took a more flexible approach to work. This evidence demonstrates that growth and
performance as well being considered as output measures can also provide a stimulus for

driving change within a firm. Sadly research of this nature in the context of smaller firms is

lacking.

Acadcemics continue to call for further qualitative and longitudinal rescarch that sheds further
light on our undcrstanding of the processes that underlie growth, and how firms grow in
different contexts (Leitch er al., 2010, McKelvie and Wiklund, 2010, Wright and Stigliani,
2013)". As will become apparent within the next chapter, the substantive focus of this rescarch
will be on a sct of five detailed casc studies, which will represent a sample of growing firms',
The argument here is that growth is an uncommon and important event that is worthy of
further study (Levie and Lichtenstein, 2010). In addition, with the performance of these firms
not in doubt, emphasis can instcad turn to the impact of growth on HR processes, strategics
and policies (e.g. Truss, 2001, Gilman and Edwards, 2008) helping to shed further light on the
rclationship between HRM and performance. Whilst this study is not longitudinal, the research
will investigate the firm’s prior growth and development path which will shed further light on
the origins of HR practice (Guest, 2011) and the underlying processes involved in the growth

of smaller firms.

Resources

The uniquencss of the knowledge and relationships between individuals and organisations has
been noted as offering a significant potential to build firm competitive advantage through the
resource-based view (RBV) (Sirmon and Hitt, 2003). Developing a deeper understanding as to
how human and social capital evolve and interact within SMEs to create competitive advantage
is important (Edwards et al., 2006, Harncy and Dundon, 2006, Gilman and Edwards, 2008). As
highlighted earlicr, the naturc of family and kinship relationships have been found to influence

firm behaviour (Edwards and Ram, 2006). One might however, criticise the existing rescarch

1 Only Arthur & Hendry (1990) and Schuler & Jackson (1995) include ‘growth stage® with their
frmameworks and limit their definition to an internal infrastructural characteristic.
1 performance was asscssed against the OECD (2000) definition of *high growth’.
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on HRM-P on its overbearing focus on the practices that impact human capital rather than
human capital being a focus on its own right (Wright and McMahan, 2011). Rescarchers must
refrain from treating human capital as just another form of capital owned and controlled by the

firm and appreciate the complexity of human capital by developing:

*...rescarch that focuses on the resource that can provide competitive advantage rather
than the tools and techniques used to build that resource’ (Wright and McMahan, 2011;
p94).

Institutions

The legal, social and political environment has been noted by a range of contextual studies in
playing a key role in driving firm bchaviour (e.g. Ram, 1994, Ram et al., 2001, Paauwe, 2004,
Edwards and Ram, 2006, Edwards er al, 2006). It is institutionalist social theory that
acknowledges the embedded nature of these institutional pressures in driving firm behaviour
(DiMaggio and Powcll, 1983). A process of homogenisation, referred to as ‘isomorphism’, is
suggested to arisc from firm decision making that reflects upon three forces, namely coercive,

mimctic, and normative; as depicted in Figure 2.5.

Figurc 2.4: HRM and New Institutionalism

MIMETIC
HRM STRATEGY/
CO[RC!YE ] POLICY?COALS petfmeeememneed [miitation as a result
Implementation as of uncertainty
a result of e
Imitation as
regulatory
res a result of
pressures trends/fads
NORMATIVE
Management control

system, depending on the
professionalisation of an
employee group

Source: Paauwe and Bosclic (2003; p61)

Cocrcive mechanisms are represented by political authoritics and formal or informal pressures
excrted by organisations the firm is dependent upon. Mimetic forces are those that drive a firm
to copy of imitate others whether as a result of uncertainly or the latest management fads.
Finally, normative mcchanisms are embedded within educational and professional networks

that result in particular norms brought into a firm through their management specialists (for
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cxample accounting, marketing, and HRM). Institutional theory is seen to take account of
change with small firms being noted to operate across different domains (Whittington, 1994),

but not inimitability evolving from human agency.

Trade union presence has also been found to influence the approach towards HRM (Sisson,
1993, Wagcr, 1998) with trade unions being scen to form part of a wider coercive network
(Bacon and Hoque, 2005). In addition, a study by Ram er al (2001) highlights the impact of
changes to the National Minimum Wage and the Working Time Directive on small printing,
clothing and hotcl and catering firms. Through their investigations Ram ef al. noted the
influcntial role played by regulatory mechanisms in driving firm behaviour. Employers
continucd as normal, implemented more efficient labour management processes, or were

driven out of the market altogether through increased costs.

Labour market

A firm"s labour market has been noted to influence the approach towards HRM. Evidence
outlined carlicr denotes the limited access to HR expertise and formal qualifications in SMEs
when compared to their larger counterparts (Forth et al., 2006). The nature of skills available
to SMEs may therefore act as a resource constraint, limiting the potential to develop HRM
practices (Bacon and Hoque, 2005, Lado et al, 2006). Ram (1999) and Scase (2003) in
scparate studics have also drawn attention to the role played by employee skills within the
firm. Thosc employecs with higher levels of skills may well command greater respect in the
firm, translating into a greater opportunity for discretion and autonomy in their roles.

Developing an understanding of HR supply in SMEs is therefore important.

Product market

The product market provides further insight to the nature of the competitive and coercive
mechanisms that influence a firm's approach towards HRM (Paauwe, 2004). These include,
but arc not limited to, the types of technology available within the sector and subsequently
embraced by the firm (e.g. Edwards ef al., 2006, Gilman and Edwards, 2008) and the nature of
intcr-organisational rclationships between the firm and its customers and suppliers (Rainnie,
1989). Rainnic (1989) alludes to the latter through a typology that proposes four modes of

small firm opcration, namcly: dcpendent; dominated,; isolated; and innovative.
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Dependent small firms are entirely reliant on large firms and as a result are driven to orient
their opcrations (e.g. finance, working practices etc.) towards the requests of these large firms.
Dominated firms compete against large firms, and in many respects are subservient to their
larger countcrparts whom define the rules of the marketplace and, as a result, drive the
behaviour of smaller firms. Isolated firms exist within specific niches that are not viable for
large firms to cnter duc to low profitability. These niches are typified by the existence of
sweat-shops. Finally, innovative firms develop distinctive products/services, often with high
risk attachcd, that thcy may later gain commitment from large firms to grow. The extent to
which customers play a positive or ncgative role in driving firm behaviour is open to question
(Ram, 2000, Scasc, 2003).

Organisation

The influence of structure on organisations have been investigated by a number of scholars
within contextual studies of HRM (e.g. Arthur and Hendry, 1990, Jackson and Schuler, 1995,
Paauwe, 2004). Academics note that organisation should not only be used to refer to the way
the workplace is organised in the present day, but should also include considerations of how
the past has implicitly formed the development of structure (Paauwe, 2004). As outlined within
the growth dynamic above, whilst not longitudinal, this study will take account of the nature of

structural change and evolution.

Management style

Managerial style relates to the approach taken by management towards the regulation of the
cmployment relationship and is scen as an important feature of all the contextual models
reviewed. Edwards et al. (2006) propose that is it is the extent to which management assert an
authoritative approach towards the employment relationship, or permit greater participation
from employces in managerial decision-making, that is of particular intcrest here. Harney &

Dundon (2006) too draw attention to the importance of managerial style and the wider

idcology of management.

SME managers are scen to attach varying levels of importance to personal autonomy, financial
rctuns and managerial excellence, values which influcnce the approach taken towards
employment rclations issucs and firm growth (Hay and Kamshad, 1994). Indced, SME
managcrs may place a greater value on their standing in socicty and a wish not to be socially

marginaliscd (Stanworth and Curran, 1976) than the growth and performance of the firm per
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se. Stanworth and Curran (In: Goss, 1991) provide context to the mindsct of the proprictor
through three entreprencurial ‘latent social identities’: the ‘artisan® who assumes most reward
from autonomy and status; the ‘classical entreprencur® whose behaviour is motivated by the
bottom line; and the ‘manager’ who sccks acknowledgment for the way they work with those

intcrnal and external to the business.

Accordingly, the owncr-manager has been identified as a barrier to growth with evidence
noting that those firms that introduce higher levels of managerial skills are more likely to
sustain and grow (llambrick and Crozicr, 1985, Bullock et al., 2004, Davila, 2005). Evidence
confirms that incrcased levels of managerial expertise provides firms with the skills to
diagnosc and resolve particular issucs central to growth, for instance in relation to a firm’s
human resources (Tocher and Rutherford, 2009). However, studics also note that human and
social capital of the owncr-manager is important to overcome future points of crisis (Hill et al.,

2002).

The strategic approach taken towards the management of labour is also of importance.
Following the rational design school, stratcgy is traditionally sccn as a starting point for most
modcls that fall within the HRM-P paradigm. However one might question the extent to which
a purposcful strategy is the most appropriate starting point in smaller firms given that the
emergent nature of strategy is emblematic of SMEs (Edwards and Ram, 2006, Hamey and
Dundon, 2007, Gilman and Edwards, 2008). Just because a rational strategy cannot be easily
obscrved in SMEs one should not assume that decision making is merely accidental (Boxall
and Purccll, 2003). Rather than conclude SMEs to be simply strategically deficient, effort must
instcad be dirccted towards understanding the process by which strategy forms and is

influcnced by intcrnal and external dynamics (Jackson and Schuler, 1995).

Practice

Practicc is typically secn as a component of ‘organisation’ or ‘rules and routines® within other
contextual models'® but, along with growth, will be singled out within this study. The
dominant mcthodology used to test models of high performance considers the presence of
practice as proof of cxistence and considers these as an output to a rational firm strategy and a
precursor to firm performance (e.g. Husclid, 1995, MacDuffie, 1995, Ichniowski and Shaw,
1997, Appelbaum ez al., 2000). No such determinism is assumed here, but rather the dynamic

1% Although Gilman & Edwards (2008) do single out ‘reward’ practices within their analysis of small, high
technology concerns.
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naturc of formality of HR practice (Marlow et al., 2010) will be considered aside from the
more implicit rules and routincs that are embedded within the workplace. This study will
qualitatively question respondents on the nature, content and coverage of HR practices and will
retrospectively hang these practices on a framework of high performance'® derived from a

comprchensive review of high performance models (see Appendix 1, p295).

Rules & Routines

Here it is argued that there are more implicit rules and routines embedded within the workplace
that cxist between workers, management and wider stakcholders that are not easily separable
for the dynamics outlinced above. Established rules, conventions, norms, values and customs
can play a role in the approach taken towards HRM (Fleetwood and Hesketh, 2010).
Organisational culture is also scen to be implicitly embedded within ‘rules and routines’ and is
not meaningfully scparated from it, referring to culture at national, scctor, and workplace
levels (Jackson and Schuler, 1995). In order to gain access to these rules and routines one must
work at a decper ontological level and it is argucd here that this decper analysis is what is

missing from the archetypal surface level studies that fall within the HRM-P paradigm.

Building the conceptual framework

Having cxplored a range of dynamics that influence the behaviour of firms it is now
appropriate to reflect these dynamics within a conceptual framework that can drive this social
rescarch inquiry; such a framework is presented in Figure 2.6. This new conceptual framework
shares similarities to prior frameworks (for a full breakdown sce Appendix 3) but also provides
an opportunity to build new insight. This new conceptual framcwork builds on the work of
Edwards er al. (2006) and Gilman & Edwards (2008) acknowledging the role of firm context
in driving firm behaviour. Where this new conceptual framework differs is in the attention
afforded to the dynamics of firm growth and performance and how they interact with HRM
practice, an arca that has been typically overlooked in other studies'”. It is argued here that the
influence of firm growth and performance on HRM has received little attention within HRM

texts (Guest, 2011). As outlined above this rescarch will sclect case studies of growing firms

'8 Rescarch participants were questioned as to their experience of a comprehensive set of 40 working

racticcs.
L Those contextual frameworks that have been tested empirically (e.g. MacMahon, 1996; Edwards et al.,
2006; Edwards & Ram, 2006; Harncy & Dundon, 2006) largely ignore the growth and performance with the
exception of Gilman & Edwards (2008) who include fast-growth innovative firms within their sample.
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and will also include growth as a scparate determinant helping to build key empirical and

theorctical insight into HRM-P in SMEs.

Figure 2.5: Exploring how HRM & performance is explained in SMEs: a conceptual

=
=7 “C
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framework

Growth

Furthcrmore, this new conceptual model provides an opportunity to explore the intcraction and
influence of a range of dynamics and relationships in their totality and how and why these
influcnce the performance of SMEs, something that has not been achieved within any prior
study. Whilst othcrs have chosen to distinguish between the intemnal and external dynamics of
the firm (e.g. Arthur and Hendry, 1990, Jackson and Schuler, 1995, MacMahon, 1996, Harney
and Dundon, 2006) it was considered that it was ncither helpful nor warranted to provide this
distinction within this study. This new conceptual framework is not prescriptive in the
rclationships or direction of causation that will result, but instcad focussed on examining the
intcrplay of a range of determinants in greater detail, and how these determinants influence

HRM and performance in SMEs.
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2.5 The contribution of this thesis

It is without doubt that SMEs play a vital role in the modern economy, acting as a key catalyst
for employment, value and innovation generation (European Commission, 2005, BERR, 2008).
It is also undcrstood that HRM can play an important strategic role within SMEs to support
their competitivencss (¢.g. Sung and Ashton, 2005; Edwards et al., 2009). The notion of ‘high
performance working' relates to the belief that a set of HRM policies and practices that
togcther emphasise involvement, commitment and competences of the employee (Osterman,
2006) can help firms develop a sustained competitive advantage (Barney, 1991; Macky and
Boxall, 2007). However the extent to which high performance working is within reach of small
firms is quecstionable given that HRM rescarch typically portrays SMEs as informal and

resource deficient, lacking the necessary capabilitics to develop HRM practice.

Further understanding of how HRM influences the performance of smaller firms appears
hampered however, through a belief that formal practices of (larger) firms can and should be
applicd to smaller firms. Additionally, HRM should be, but is frequently not, more than a
vehicle for delivering predictions (Fleetwood and Hesketh, 2010). HRM rescarch typically
placcs an emphasis on cpistemology over ontology, reduces what is not known to what is, and
presumes that behaviour is rationale and predictable. This approach overlooks the fact that the
rcal world is open, complex and not reproducible. What this leads to is empirical evidence of
‘what’ practices are corrclated with measures of performance, but not ‘why’. As a consequence
existing rescarch on HHRM and performance in SMEs lacks necessary theoretical development

and, hence, explanatory power (Flectwood and Hesketh, 2008).

In addition to the above, few studies provide insight to how firms grow (Leitch et al., 2010,
McKelvie and Wiklund, 2010) and how growth interacts with HRM. Rescarch on growth
focuscs on the managcrial challenges that occur as a result of growth, often neglecting the
undcrlying processcs involved in growth. Understanding how human capital influences the
way in which busincss owners make decisions (Leitch et al., 2010, Wright and Stigliani, 2013)
and configure resources available to them is central to this debate. In addition, performance has
also been found to play a role in driving change within firms (Wright and Edwards, 1998).
However, qualitative rescarch on the nature of ‘shocks’ is underdeveloped in the context of
smaller firms. Academics continue to call for further qualitative and longitudinal research that
sheds further light on our understanding of the processes that underlie growth, and how firms
grow in diffcrent contexts (Leitch e al., 2010, McKelvie and Wiklund, 2010, Wright and
Stigliani, 2013).
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In order to address these challenges in the context of smaller firms, this thesis has developed a
ncw conceptual framework, grounded in prior discourse, which is capable of building new
insight into HRM and performance in SMEs. It does this by building on a priori frameworks
(e.g. Edwards ct al, 2006; Gilman and Edwards, 2008) and giving greater voice to the
dynamics of growth and HRM processes, strategics and policics, and how they interact with
firm context. This new all-encompassing framework acknowledges a broad range of
determinants that have the power to influence a firm’s approach to HRM including: ownership,
industry scctor, size, growth, resources (e.g. human and social capital), institutions (legal,
social, political, union influcnces), the nature of the product and labour market (e.g. influence
of technology, customers and suppliers), organisation, management style, working practices,

and rules and routines.

Taking a more holistic approach is critical if one is to address the prior criticisms of the
literature and build robust causal-cxplanatory accounts of the underlying causal mechanisms
that explain how and why HRM strategics, processcs and practices influence the performance
of smallcr firms. It is argucd here that the adoption of a critical realist perspective will help to
addrcss weakness of prior rescarch by placing an emphasis on explanation over statistical
analysis, viewing organisations as open not closcd, and the world as complex, contingent and
cmergent (Flectwood & Ackroyd, 2004; Edwards, 2006). Through a multimethod approach,
this study will place an importance on establishing how a range of influences interact in their

totality and how and why these influence the performance of SMEs.

The primary purpose of this rescarch is to explain how and why HRM influences the
performance of SMEs.

2.6 Research questions

In order to address the primary purpose of this research the following sct of research questions
have been identified:
RQ1): To what extent are SMEs adopting HRM practice?
RQ2): What form docs HRM take in SMEs?
RQ3): Docs a firm's approach to HRM alter in response to growth/performance
challenges?
RQ4): What are the underlying {[causal] mecchanisms that dctermine the HRM
approach taken by SMEs in response to growth/performance challenges?
RQS): Docs a particular SME modcl of HRM and performance exist?
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It is intended that these rescarch questions will contribute to the gaps that have been
acknowledged in the literature regarding the infancy of research on the underlying mechanisms
and processes at work in the black box between HRM and performance in SMEs. Our
objective herein is to build upon what has come before by advancing rescarch that is capable of
a devcloping understanding of the nature and extent of HRM in SMEs, and how and why HRM
influcnces the performance of SMEs. The next chapter will explore a credible research design

and mcthodology that is capable of investigating these important rescarch questions.
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Chapter 3

Research Design and Methodology

3 Introduction

This chapter will sct out the rescarch design and methodology. In order to do so, this chapter
will first outline the rescarch problem that has emerged from the literature review, before
restating the overarching rescarch question and set of sub-questions that will form the
foundation of this social rescarch inquiry. Once the rescarch questions have been restated
attention will turn towards the adoption of an appropriatc meta-theoretical stance, making
explicit the rescarcher’s epistemological and ontological assumptions, and how the exploitation
of a rcalist philosophical oricntation will provide a credible alternative to the contrasting
positivist and postmodcmist perspectives. Finally, the rationale for integrating particular
quantitative and qualitative data collection methods will be explored as will the embedded

cthical considcrations that go hand in hand with social research.

3.1 Objectives of the research

3.1.1 The rescarch problem

As noted in chapter 2, the existing HRM-P literature suffers from considerable weaknesses. To
date, much of the existing HRM-P rescarch has been focused upon larger firms. Allied with
this is the prcdominance of scientific rescarch methods that focus on the quantification of the
rclationship between surface level HRM practices and measures of organisational performance.
This has mcant that the literature provides little evidence of the underlying mechanisms and

processes at work in the *black box” between HRM and performance in SMEs.

It is argucd that if we are to better understand the relationship between HRM and performance
in SMEs we must move beyond simply highlighting how firms differ (Arthur & Hendry, 1992;
MacMahon, 1996), towards undcrstanding why they differ (Fleetwood and Hesketh, 2010). It
is recogniscd that further work is required that is capable of examining the form that HRM
takes within SMEs and how this impacts their performance. Thus, the primary aim of this

thesis is to cxaminc the role that HRM plays in the performance of SMEs. This will be
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achieved through the collection of empirical material that is capable of exploring the impact of

HRM on the performance of SMEs at a macro and micro level'®,

3.1.2 Primary rescarch objective & research questions re-stated

The primary aim of this rescarch is to explain how and why HRM influences the performance
of SMEs. In ordcr to unpick this rescarch objective, and as a consequence of the dynamic and
exploratory nature of the rescarch, it was deemed appropriate to use a range of research
questions to drive the study rather than a set of hypotheses (Hart, 2005; Punch, 2005). This

social rescarch inquiry will focus on five rescarch questions, namely:

RQ!): To what extent are SMEs adopting HRM practice?

RQ2): What form does HRM take in SMEs?

RQ3): Docs a firm’s approach to HRM alter in response to growth/performance
challenges?

RQ4): What are the underlying [causal] mechanisms that determine the HRM
approach taken by SMEs in response to growth/performance challenges?

RQS5): Docs a particular SME model of HRM and performance exist?

Given the rescarch questions outlined above, attention must now turn to the selection of an
appropriate mcthodology that will address these questions appropriately; it is this that we shall

next consider.

3.13 Designing a suitable methodology

Given the infancy of theory on HRM in SMEs coupled with the inherent weaknesses of
rescarch falling within the HRM-P paradigm outlined above it was considered highly
inappropriatc to use solcly quantitatively-driven methods as has been the case with much of the
rescarch on the HRM-P link. This thesis will instecad look to promote a largely qualitative
agenda but will also acknowledge the value in integrating these qualitative methods with
quantitative mcthods (Bryman, 2004, Denscombe, 2007, Leech and Onwuegbuzie, 2009). The

rationale for this ‘mixcd-mcthod rescarch strategy® will now be further explored.

" The data presented within this thesis was obtained from a wider Intcrreg 1A project on *Sustainable
Business & Productivity Growth in SMEs’. The PhD candidate was employed as the lead researcher on this

project.

-48 -



Research Design and Methodology

3.1.4  Justification for using a mixed-methods approach

The application of a mixed-mcthod approach (Creswell, 2003, Denscombe, 2007) is one that
has not been employed within prior studies on the HRM-P link, and the validity and relcvance
of this rescarch mcthodology is believed to be a key contribution in its own right. The adoption
of a mixed-mcthod strategy within this study will help to facilitate broader, multilevel research
questions (Connclly, 2009) and will support the rescarchers aim of developing a deep and
comprehensive understanding of HRM and performance in SMEs. This will ensure that the
wcaknesses of prior quantitative studics on the HRM-P link are overcome (Guest, 1997,
Edwards and Wright, 2001) in addition to building upon other contextual studies that exclude
the dynamics of growth and performative (e.g. Edwards ef al., 2006, Harmey and Dundon,
2006, Gilman and Edwards, 2008).

This social rescarch inquiry will adopt a pragmatic stance, an approach that sits comfortably
with the rescarcher’s realist stance. The mixed-methods approach employed within this study
will provide an opportunity to combine rescarch methods through a process of triangulation in
order to increase the accuracy, rigour and validity of findings (Hammersley, 1998, Creswell,
2003, Taskakkori and Teddlie, 2003, Bryman, 2004, Downward and Mecarman, 2007). Having
revealed the fallibility of knowledge on the HRM-P link triangulation within this study will act

as a validation stratcgy to uncover diffcrent features of the same layered reality (Creswell,

2003, Downward and Mcarman, 2007).

The integration of quantitative and qualitative approaches was previously believed to be
incompatible (Silverman, 1993, Bryman, 2004) but some rescarchers (Denscombe, 2007) now
rccognise approaches as complimentary in nature. The notion that quantitative and qualitative
rescarch mecthods can be scparated is neither warranted nor helpful with such a distinction
tending to oversimplify matters due to the fact that collection instruments can often contain
both forms of mecthods (Denscombe, 2007, Easton, 2010a). Researchers must however,
rccognisc that findings may not corroborate one another. For instance, the HRM literature has
noted a disagrcement between survey and case study findings (e.g. Duberley and Walley, 1995,
Bacon et al., 1996, Marlow, 2002) along with the inconsistency between the perceptions of

management and workers.

At this juncture it is right to question: what is the right combination? What is the overarching
mixed-mcthod strategy that the rescarcher should employ? It is these questions that we shall

now address.
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3.15 Exploring the mixed-method strategy

Rescarchers must make explicit their mixed-method strategies. In a study of 232 social science
articles over a ten-year period (1994-2003) Bryman (2006) identified a clear mismatch
between the rationale rescarchers had used in defence of their mixed-method strategics and
how these strategics actually played out in practice. The combination of quantitative and
qualitative rescarch methods is not without its difficulties. Researchers must take into account
the different ways in which rescarch can be combined (e.g. Bryman, 2006), how and when
mcthods should be integrated (Guest, 1997), and the weight given to each method (Leech and
Onwucgbuzie, 2009). This rescarch utilised a varicty of rescarch techniques in order to
increase reliability (Downward ez al., 2002). Three stages of data collection were progressed: a
survey, a personal interview and a sct of dctailed case studies. These research stages are

outlined in Table 3.1 below.

Table 3.1: Overview of the rescarch design

Research Level of  Stakeholder

14

Research Approach Nature Question Analysis  Perspective(s)

_— Owner-
la. Survey Approach Quantitative  1,2,3(partly) Macro manager
1b. Face-to-Face Quantitative Macro & Owner-
Interview Approach & Qualitative 1,2,3(partly) Micro manager
2.Multiple Case Study  Quantitative . Managers
Approach & Qualitative 1,234&S  Micro Employees

The survey and personal interview stages formed an introductory rescarch phase. This initial
rescarch phase provided an opportunity to identify the preliminary patterns and context of
HRM and performance in SMEs, along with identifying firms suitable for case study research.
These case studics provided an invitation to explore the patterns and context of HRM and
performance in greater detail in order to build a deeper appraisal of the underlying causal
mcchanisms that exist between HRM and performance (e.g. Paauwe and Boselie, 2005,
Flectwood and Hesketh, 2010). A sct of five case studies form the focus of this thesis. The
personal interview and case studics used a mixture of quantitative and qualitative rescarch
mcthods. In ordcr to operationalise these data collection stages, and as laid out in section 2.4.3,
key dynamics were identified from the detailed litcrature review to guide this inquiry; these are

now outlincd in Table 3.2.
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Table 3.2: Empirical clements uscd to operationalise the conceptual framework

Dynamic Empirical elements

Background

Ownership"’ Firm owncrship and legal status
Industry scctor Industry scctor, main activity of firm
Size Firm size

HRM, Management Style and Organisation

Nature of involvement & participation, human resource, and reward and

HRM Practice ! .
commitment practices

Managenial style  Managenial style, knowledge and management of HRM

Nature of organisational structure, organisational standards &

Organisation .
& accreditations, technology, and performance measurement

The nature of rulcs and routines, the working environment and wider

Rules & routincs workplace culture

Growth: HRM challenges and transitions

Firm age, historical growth trajcctory, growth barriers, growth

rowth - o
Gro transitions and future aspirations

Product Market, Labour Market and Strategic Choice

Role and nature of competition, market, product/service, customer and

Product market supplicr relationships, strategic choice

Labour market Role and nature of recruitment and skills

Human Capital, Social Capital and Institutions

Human capital (e.g. skills development) and social capital (e.g. business,

Resources 3
customer & supplicr networks)

Institutions Role and nature of business associations, advisory services and networks

The order and groups in which these dynamics are presented was informed by the results
analysis and prior discoursc. A bricf explanation has been included against each of these
dynamics to provide an insight to the empirical scope of this piece of research. The reader
should however note that these descriptors are not to be viewed in a prescriptive sense. For the

sake of namrative casc these themes were combined within the results chapters so as to afford

' The role description of interviewees and the nature of relationships with and between internal & external
actors will be reviewed within section 4.7: Case study selection: identifying suitable settings for further

rescarch
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the rescarcher the ability to build a layered explanatory account thereby providing maximal

opportunity to identify the underlying causal mechanisms.

The purposc of the following scctions will be to expand upon and explain, in turn, each data
collection approach as reported in Table 3.1 in section 3.1.5. This is considered important so as
to justify the sclection of each data collection method and explore how each approach was
designed and administered. It is also pertinent at this stage to report, for each approach, the

sampling mcthod employcd and the response rate achieved.

3.2 Stage one - Survey approach

The first data collection stage included the administration of a short survey by mail and online
(sce the stage onc postal survey in Appendix 6, p328). Where research falling within the HRM-
P paradigm traditionally adopts a survcy-driven approach to identify regularities and causal
associations, the purpose of this survey was to collect a broad range of data across a wide and
dispersed geographical sample (Mcadows, 2003) maximising the potential for variation and the
obscrvation of preliminary patterns and frequencics. The survey also facilitated a process of
purposcful sampling through the targeting of participants and particular scttings that were

appropriatc for the personal interview and in-depth case study stages.

An initial survey also cased the burden on the researcher and the rescarched by reducing time
and costs associated with the rescarch process. Commitment required from the organisational
‘gatckecper® at this stage was kept to @ minimum, encouraging greater levels of research
participation from the SME community. The adoption of an initial survey was also believed to
reduce the level of biases, such as ‘reactivity’ whereby the research participant might reflect
upon the rescarcher’s social characteristics, such as age, gender and ethnic origin (Van de
Mortcl, 2008). It was also apparent that the rescarch participants may scck to convey a more
favourable image of their organisation or themselves, a form of ‘impression management’

(Miles and Huberman, 1994) or ‘social desirability’ bias (Van de Mortel, 2008) when

questioncd personally.

However, the lack of rescarcher presence was also considered to be problematic and the sole
usc of a survey would have reduced the explanatory potential of a given reply (Bryman, 2004),
thus limiting the rescarchers ability to address the study’s rescarch questions. In order that

survey respondents could elaborate upon their survey responses a follow-up personal interview
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and dctailed casc studics were conducted; these are explored in greater detail in subsequent

scctions.

3.2.1 Survey design

Basic information was collected including name of business and participant, job title, business
activity, sizc by employment and sales turnover, proportion of turnover dedicated to labour
costs and cxporting, and working hours. The key themes as outlined in Table 3.2 were
translatcd into a sct of survey questions. Questions that appeared ambiguous or loaded were
avoided (Sudman and Bradburm, 1982). A combination of dichotomous (e.g. yes or no),
multiple choice and likert scales, ranging from between three and five options, were

constructed with data pertaining to:

- The incidence of a wide range of workplace systems and the wider firm context as

identificd in Table 3.2; and,

- The trend in growth (by employment and sales turnover) and anccdotal reasons for why the

organisation might have experienced such a trend.

The survey passcd through a number of itcrations informed through meetings between the
rescarcher and his supervisors. The draft survey was pilot tested with a group of five
acadcmics and five SME owner-managers to minimise the potential for response errors caused
by misunderstanding or misinterpretation. The pilot group provided valuable feedback on the
face validity of the survey, the case of comprehension (i.e. the extent to which questions would
be interpreted and answered correctly), skip patterns (where used) and gencral survey layout.
The survey took, on average, fifteen minutes to complete, which was not considered overly
oncrous. Given the funding support available to the wider research programme, the rescarcher
opted for a professional design of the survey. The survey was also available for completion

online through a dedicated project website (sce Appendix 7, p330).

322 Sampling method

It was nccessary to sct appropriate sampling critcria. Only those firms located in the
Kent'Mcdway region of the United Kingdom were chosen for the study and included postcode
prefixes of BR, CT, ME and TN. This was because the rescarcher would nced to visit

organisations for the latter personal and casc study stages of the rescarch. All organisations
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were privatcly owned SMEs having fewer than 250 employees®. Those firms with fewer than
ten employecs, classed as ‘micro’ firms, were excluded from the inquiry as it was considered
that such organisations would not have the necessary practices and systems to examine in any
great detail. This selection criterion was extended on a similar basis to exclude those firms that
had opcrated for less than five ycars. The overarching population sample for the research

inquiry can be viewed in Table 3.3.

Table 3.3: Survey population sample

Sector i;%f;:)e Sample Rep re;;;ta!ion
Agriculture 01-02 62 3
Manufacturing 15-37 326 16
Construction 45 319 16
Wholesale and Retail 50-52 488 24

Hotcl and Restaurant 55 189 9
Transport and Storage 60-64 116 6
Financial Services 65-67 51 3

Real Estate, Rental & 20-74 449 2

Business Services

The population sample was provided by a regional business advisory service, Business Link
Kent, containing details (e.g. contact name, position, business name, address, activity,
telephone number) of over 9,000 establishments. On receipt of the population sample the
rescarcher undertook a process of database cleaning to omit those establishments that were
regional subsidiarics or franchises of larger national or international organisations. This left the
rescarcher with a database of over 6,000 independent SMEs. The researcher applied a random
sampling technique to sclect 2,000 SMEs from this population sample. The sample remained in
line with central government statistics through the adoption of Standard Industrial
Classification (SIC) codes to two points in order that the population sample could retain

characteristics of the wider UK population.

2 Throughout this thesis, and in accordance with the Commission Recommendation 2003/361/EC concerning the
definition of micro, small and medium-sized enterprises [Official Journal L 124], a small organisation is defined as
an enterprise that employs fewer than 50 employecs. A medium organisation is defined as an enterprise that
employs 249 employecs or less. A large organisation is defined as an enterprise that employs 250 employees or

more.
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323 Method of administration

The survey was scnt out via mail to the named contact provided on the database. This was
typically the SME owncr-manager, managing director or another member of senior
management. Given their seniority in the firm it was considered that they would provide an
accurate representation of the organisation and its operations. The survey was accompanied by
an explanatory letter (scc Appendix 6 on p326 for the stage 1 survey). The letter encouraged
participation in the survey through a brief explanation of the research problem in practical
terms and the fact that this inquiry would provide organisations with a ‘voice’. It was
explaincd that this ‘voice” would be anonymous and indcpendently represented through the
projects rescarch reports and conference, along with the continued dialogue between the

rescarch centre and practitioner and policy communities.

The letter was addressed to a named individual and used professionally designed headed paper
to ensure that it was suitably distinguishable and attractive in comparison with other standard
correspondence. Time was also devoted to developing relationships with local and regional
chambers of commerce, advisory services and councils. It was believed that the depiction of
various local and regional support bodies with whom SMEs would be familiar, along with the
signature of the rescarch centre dircctor, would add appcal to participation in the project.
Conscnt to participate in this stage of the rcsearch was confirmed once the survey had either

been returned by post, or submitted online through the web-based survey.

3.24 Response rate and sampling error

The ‘responsc rate’ of a survey is often used to gauge the success, and hence the suitability, of
the mcthods of administration. Also referred to as the ‘completion rate’ or ‘return rate’ this
calculation is determined by dividing those responses received by the population sampled and

expressing this as a percentage using the following formula (Bryman, 2008; p181):

Number of usable questionnaires

Response Rate x 100

Total sample — (unrcachable + unusable)

All necessary steps were taken to maximise the potential response rate to promote the validity
of the survey findings. Non-response is considcred to be a key limitation of a survey approach
(Mangione, 1998). Low response rates hamper the inference of findings to a broader

population (Bickman and Rog, 1998) and could be considcred as onc of the many limitations
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of previous work in the HRM-P paradigm. This is because the characteristics of respondents

and of non-respondents differ, reducing the validity of the survey findings.

A systcmatic approach was therefore adopted and issucs that that might deter participant
responsc were considered. This approach employed the principles of the ‘Total Design
Mcthod® (Dillman, 1999) and designed a process so as to minimise non-response (see Figure
3.1). TDM is guided by four key principles: trust, reward, the reduction of costs to the
respondents and the exccution of multiple follow-ups. The principles of TDM meant that the
benefits of participation had to outweigh the costs, both monetarily and non-monetarily, to

maximisc participant responsc.

Figure 3.1: Survey mail out process

Action Description

1 An cxplanatory cover letter on headed paper locating: a) the rescarch participant;
b) the rescarch problem; ¢) the importance of participation; d) details of the web-
based survey; e) closure dates; and f) the research sponsors and support partners.

2 Addressing the letter and envelope to a named individual holding a suitable
position of responsibility in the organisation, and signing the letter from an equal
position of responsibility (in this case the corresponding research centre director).

3 The survey correspondence consisted of: a) an explanatory cover letter; b) a
survey; and c) a sclf-addressed business reply service envelope.

4 A follow up to the initial mail out was progressed after six weeks to all non-

respondcnts.

Source: Adapted from the Total Design Mcthod (Dillman, 1983; p359-373)

Indircct costs associated with the time taken to complete the survey were kept to a minimum.,
The survey took the form of a booklet over four sides of A4 and presented a scries of 47
questions. This lessened the potential for intimidation by reducing the number of pages to be
turncd. The length of the survey also ensured that errors, as a result of respondent fatigue
(Bryman, 2004), could be mitigated. Direct costs were reduced through the inclusion of a
business reply scrvice sclf-addressed envelope. Multiple response paths were also provided as
the survey was administered by mail but also as a web-based application. The web-based
survey increased the availability of the survey to participants and reinforced the anonymity of

responses through the use of unique identifier codes provided within the postal explanatory
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cover lctter. Incentives were also offered to participants for completing the survey including

the offer of a prize (an iPod Touch) along with future access to research findings.

In accordance with the survey process, illustrated in Figure 3.1 above, the survey was sent out
to 2,000 SMEs. A follow up to the first survey was carried out, six wecks after the initial
survey. In total, two hundred and fifty one surveys were returned, of which thirty four were

unusable. Table 3.4 reports the varied reasons for this.

Tablc 3.4: Nature of survey sampling error

Nature of sampling error No. of cases Pro;(; ;;tion
()

Returned unopencd, addressce not located 21

Refusal to take part 3

Survey rctuned with missing items 7

Firm outside of scope of target sample 3

Interestingly, the responsc rate was consistent between the initial mail out and follow up mail
out. The preference for hardcopy questionnaires and the use of postal mail as a source of
response was clear with four fifths (172) of the responscs retuned through the post. Only one
fifth (45) of rcspondents used the web-based survey to respond. Anecdotal evidence may

attribute the low web-based response to the access to, or acceptability of, computer technology

by SMEs.

By far thc most prevalent reason for sampling error was the failure to locate the firm’s
premiscs. These responses were received from the postal services. The addresses of twenty
SMEs were not recognised and one other participant had closed down. Six participants failed
to fully complcte the web-based survey. Of the three firms that submitted a complete survey,
but were considered to fall outside of the target sample, two were micro firms classed as
‘solctraders’ whilst the other was a publically limited company. Adopting Bryman’s (2008;

p181) formula, the overall response rate, taking into the above sampling error, was 11%:

217
Response Rate = x 100 = 11.03%

2,000 — (34)
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325 Analysis

A databasc was created in the Statistical Package for Social Sciences (SPSS) version 185.
Nincty-four variables were coded into nominal and scale variables. Data was interrogated
using cxploratory analysis techniques that included forms of univariate (e.g. frequency) and
bivariate (c.g. cross tabulations) forms of analysis. The purpose of this quantitative analysis
was to cxplore key patterns in the data that might inform the personal interview stage. For this
rcason, and on reflection of the aims of the social research inquiry, inferential forms of analysis

(c.g. corrclations, probability testing) were excluded.

33 Stage two - Personal interview approach

Following the preliminary survey stage, personal interviews were progressed with a sample of
the survey respondents. The principle aim of the personal interview stage was to identify those
firms suitable for casc study rescarch. The personal intcrview stage also provided an
opportunity to corroborate and expand upon the responses provided at the initial survey stage.

As outlined earlicr, the failure to illicit such qualitative information is considered a key

limitation of a survey approach.

3.3.1 Interview design

Following an asscssment of the types of interview available to the researcher, it was decided
that a sample of one-to-onc interviews would be progressed. This was considered essential in
developing trust between the participant and the observer, enabling the researcher to ‘get in
closc’ (Hill and Wright, 2001). This would allow the researcher to collect other contextual
information such as the body language and tone of the participant during the interview along

with obscrvations of the firm’s premises.

Quantitative analysis was undertaken on the survey data (as explained in section 3.2.5) to
cstablish whether any particular patterns were forthcoming. Time was then devoted to
expanding upon the survey through a further sct of questions. The interview drew upon the
same rescarch themes as the survey (as outlined in Table 3.2) with the addition of ‘change
management’. ‘Change management’ had been excluded from the survey stage as it was

viewed as an intricate issue best unpicked during a latter, more qualitative stage. A
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combination of dichotomous (e.g. yes or no), multiple choice, likert scale and open questions?!
were constructed to both corroborate and expand upon the survey findings, with data
pertaining to:

- Growth transitions;

- Employee involvement in strategic development;

- Key issues to address for long term survival;

- Factors constraining product/service, process innovation and ICT adoption;

- The HRM role, including responsibilities, qualifications and experience;

- Working hours;

- The importance of training and skills development;

- Benefits accrued from advisory services, associations and networks.

The front page of the interview containcd an overview of the basic quantitative information
collected at the survey stage in addition to the skip patterns. Where multiple choice questions
were uscd the participant was presented with a table containing all options. In some instances
an open question was provided, and then a closed question was progressed to check and
cxpand upon the qualitative answer. For instance the open question ‘What are the key issues
that you nced to address for the long term survival of your business?” was immediately

followed with a question ‘does it include any of the following key areas over the next 3-5

ycars?’

The interview provided further opportunity to collect qualitative data at the beginning of the
interview including: main activity; opcrational structure; ownership, management structure,
participant role and responsibilitics. Interviews were recorded for later transcription. Where
appropriate, a tour of the premises was requested. On departure photos were taken of the
facadc of the organisation’s premiscs and of the participant. The images taken and voices
recorded would be found to provide further contextual data and would help the rescarcher to
conncct the findings to the participant following the interview. Immediately following the
intcrvicw contcxtual obscrvational data was recalled and recorded such as:

- Employees, environment and overall impression;

- General management structure, style and responsibility;

- The leaders management style and relations with others;

- Internal procedures, rules, standards and methods;

3 The use of semi-structured interviews ensured that interviewees were allowed to expand on interesting
themes.
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- Culture, values and champions;
- Machinery, equipment, and technical processes;
- Whether the organisation was interesting for further investigation through a case

study and if so, why.

As with the sunvey, the interview protocol was informed from supervisor meetings and a pilot
testing process. The interview took, on average, sixty minutes to complete, which was
considcred an acceptable period of time for a personal meeting. The final version of the stage 2

personal interview can be found in Appendix 5 on p325)

33.2 Sampling method

A two-ticred purposcful sampling stratcgy was devised to select a sample of those SMEs
surveyed for the personal interview stage. This approach enabled the rescarcher to devise
critcria to allow for variation amongst the participant sample, thus maximising the opportunity
to identify disparitics in the data (Creswell, 2003). The sampling criteria that the researcher

applicd were limited to those questions that had been addressed during the survey stage.

SMEs wecre first sclected on the basis of their aspirations for growth over their next three to
five ycars (Sce question 19 of the Stage onc postal survey in Appendix 6, p326). This was to
cnsure that only those firms that displayed and increased in growth were to be selected for the
casc study stage. Those respondents that had recorded a desire to expand rapidly, at a steady
pace, or remain the same size were included. Those that had intimated they wished to reduce in
size, scll on or close down their business were excluded. Of the 217 survey respondents that

cntered this part of the sclection process, only 19 were omitted.

The sccond stage of the purposcful sampling strategy included the application of a set of a
further five critcrion. The aim at the sccond tier of selection was to identify those firms that
were expericncing growth and might be adopting more innovative workplace practices. SMEs
had to mcct at lcast onc of the following critcria:

- Grown in sales turnover over the last three years;

- Grown in employee size over the last three years;

- Have a business plan/strategy;

- View that product innovation is important;

- View that process innovation is important.
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The application of the above criteria led to a further eleven survey respondents being omitted
from the population sample, leaving a total population sample of 187 SMEs (please sce Table
3.5 for a brcakdown) for the personal interview stage. As can be seen through a comparison of
the survey population sample (Table 3.3) and the personal interview population sample (Table

3.5), the representative naturc of the sample was not unduly affected.

Table 3.5: Personal intcrview population sample

Sector .;21 S’ ’;?;je Sample Repre;;r;tation
Agriculture 01-02 3 2
Manufacturing 15-37 35 19
Construction 45 31 17
Wholesale and Retail 50-52 44 24
Hotcl and Restaurant 55 11 6
Transport and Storage 60-64 13 7
Financial Services 65-67 6 3
Real Estate, Rental & 70-74 44 24

Business Services

333 Method of administration

The participant sample was contacted dircctly by telephone. In instances when the sampled
participant was unavailablc a message was left, either with another member of staff or through
a recorded answer phone message. This, in the majority of cases, led to the researcher needing
to make multiple call backs as rarely did the sampled participant return the researchers call. A
tclephone script was designed (for a copy of the personal interview appointment script see
Appendix 8 on p331) to cnsure the consistency and accuracy of dialogue between the
rescarcher and participant sample. Consent to participate in this stage of the research was
prefaced on the confirmation of a mutually agreeable appointment. A reminder was sent via

cmail a week prior to the interview.

The interview was undertaken at the participant’s premises. Prior to the arrival, an interview
script was printed and skip patterns were completed in order to tailor the interview to the
participant firm. At the beginning of the interview the rescarcher provided the participant with
a busincess card and an explanation of the purpose of the rescarch inquiry allowing the

participant time to ask any questions. The start and finish time of the intcrview were recorded.
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At the end of the interview an image was taken of the participant and, if appropriate, a tour of
the participant’s prcmiscs was undertaken. On cxit of the premises an image was taken of the

building facade.

334 Response rate and sampling error

The principles of TDM (Dillman, 1983), as explored in the survey stage, were also applied to
the personal interview stage to reduce sampling error. It was considered that participants may
well be cordial to further involvement in the rescarch given the level of commitment already
demonstrated through submission of a response to the initial survey. Participants were offcred
free attendance at a sct of workshops and project conference for participation in the personal
interview stage. The rescarcher assumed the burden for travel costs thereby eliminating the
dircct costs of participation. Indirect costs associatcd with participant time were limited
through the complction of the interview in an agreed time slot of a one-hour in duration.
Discussions were recorded by hand on the interview script and via a digital voice recorder so
as to ensurc answers did not have to be repeated. These actions further reduced the opportunity
for participant fatigue. The personal interview covered a total of S5 questions suitably spaced
over 12 pages of A4. Eighty four interviews were scheduled. The reasons for sampling error

during the appointment and interview process can be observed in Table 3.6.

Table 3.6: Nature of personal intcrview sampling error

. Proportion

!
Nature of sampling error No. of cases %)
Appointment process
Refusal to take part 8 7
Telephone number not located 1 1
Organisation outside of scope of target sample 3 3
Failure to obtain response 91 81
Personal interview process
Too busy 7 6
Forgot 2 2
No rccord of appointment 1 1

By far the most prevalent reason for failing to sccure an appointment was the inability to reach
the survey participant. Three SMEs were found to fall outside the target sample, two of which
were national franchises and the other was a subsidiary of a larger group. Whilst low in

number, the continucd discovery of firms that fall outside of the study dcmonstrates the
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difficulty of placing complete rcliance on the accuracy of survey data. Of the eighty four
interview scheduled, scventy four were finally completed. Four of the participants that
cancclled were happy to reschedule for a later date but this was deemed too late for inclusion

in the study.

Adopting Bryman’s (2008; p181) formula as in the survey stage, the overall response rate,

taking into the above sampling error, was 42%:

74
x 100 = 41.8%

Response Rate

187 - (10)
335 Data analysis

A thematic analysis was undcrtaken on the qualitative data contained within the personal
intcrvicw. This typically began by recording a label (or a number of labels if treating a multiple
response question) that represented the participant response. Typically labels would begin to
duplicate after ten interviews at which point a brief review was undertaken on the group of
labels to ascertain if they were exclusive labels or if any were co-existing and could be
subsumed. Where nccessary, interview scripts and recordings were checked. 280 variables
were coded into nominal and scale variables. Analysis of these variables was progressed in the

same manncr as the survey results; details of which can be found in section 3.2.5.

34 Stage three — Detailed case study approach

The final stage of data collection involved a set of detailed case studies. In contrast to a survey
approach (sce Table 3.7), a casc study allows for the examination of a particular instance in a
detailed, in-depth manner (Hammersley, 1998) providing ‘an opportunity to: describe what is
happening in a case sctting (e.g. events, processes and relationships); explore the key issues
affecting thosc in a case study sctting (e.g. problems or opportunitics); and compare scttings to
learn from the similaritics and differences between them’ (Creswell, 2003; p38). It was
belicved that the adoption of a case study approach within this thesis would integrate with the
overarching mixed mcthods strategy (Denscombe, 2007). The preliminary research phase
helped to draw attention to key themes that required investigation in greater detail along with
identifying cascs suitable for further rescarch; a process which is important for two reasons,

ncither of which is antithetical.
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First, it is clcar from our ecarlier inquiry that little is still known about the HRM-P link, a
predicament promoted through an overtly positivist research agenda. This means that research
on the HRM-P link typically fails to get below surface level events (i.e. the what), preferring to
conncct the presence of particular HRM practices with high level measures of firm
performance. However, it is argued here that, the presence of particular HRM practices and
their association with performance can only be effectively explained by a deeper appraisal of
the underlying causal mechanisms (e.g. Paauwe and Bosclie, 2005, Fleetwood and Hesketh,
2010). Through the sclection of case studies that represent growing SMEs that are adopting
morc progressive working practices we ask ‘what caused the events associated with the
phenomenon to occur’ (Easton, 2010b; p123). In this manner we look to unpick the
rclationships between a range of influences (as reported in Figure 2.6, p48), a process likened
carlicr to pecling of layers of an onion (Paauwe, 2004), therein developing knowledge of the
undcrlying processes that drive firm behaviour (i.e. the ‘how’ and ‘why’) (Downward et al.,
2002, Yin, 2009, Easton, 2010b).

Table 3.7: Comparing survey and case study approaches

Focus Case study Survey

Detail Deep Shallow

Account The particular The general

Orientation Relationship/processes Outcomes and end-products
Scope Holistic view Isolated factors

Setting Natural Artificial

Data sources Multiple Singular

Source: Adapted from Denscombe (2007; p37)

Second, rescarch on the HRM-P link in SMEs is in its infancy. As we have come to leamn,
studics concentrate on the HRM practices of larger firms and assume that these practices apply
to smaller firms. When little evidence is found of HRM practices in SMEs researchers
typically conclude smaller firms to be problematic and somchow inadequate. However this
conclusion neglects the fact that SMEs are unique research contexts (Hill and Wright, 2001). It
is argucd here that an exploratory, detailed analysis will help us to shift the focus away from
the formal propertics of organisations towards the process by which certain outcomes occur
with SMEs (Downward et al., 2002, Rasmusscn, 2011). By working backwards from what is

obscrved and examining the underlying causal mechanisms at play, a discovery-led approach
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will provide opportunitics to develop theory (Denscombe, 2007) that is more applicable to the
SME context.

Despite the fact that casc studics are increasingly being seen a legitimate approach to
conducting rigorous rescarch in the field of management a key question emerges: how can one
generalise from a small set of cases? In line with the philosophical stance outlined above the
purpose of the casc study stage will be to employ deductive reasoning allowing for a general
conclusion to be arrived at through the use of specific casc examples that it can be argued
apply in other cases (Easton, 2010b, Rasmussen, 2011). The best that one can hope for is to
identify a ‘quasi-regularity’, or ‘semi-regularity’, as the stochastic closure presumed possible
by positivism is an unachievable feat (Downward et al., 2002). The goal here will therefore, be

to generalise theorctically, a form of ‘analytical generalisation’, not empirically (Yin, 2009).

Asidc to genceralisability, other matters of concern relate to defining the boundary of a case,
sclecting suitable cases and negotiating access (Denscombe, 2007). The selection of suitable
cascs and rescarch access will be explored within the next chapter following an analysis of
phasc onc of the rescarch. The unit of analysis uscd within this thesis was the ‘SME’ (Perren
and Ram, 2004). The boundary of the SME was stipulated by the examination of people,
practices and processcs intcrnal to the SME. Scope was not widened to include interviews with

individuals outside of this boundary such as customers, suppliers, or other industry experts.

The rescarcher chose four mcthods of data collection to promote a process of data and
investigator triangulation (Yin, 2009), these included: documentation; archival records,

intervicws; and dircct obscrvations. We shall now explore the rationale for each of these in

turmn.

34.1 Data collection sources

3.4.1.1 Documentation

Various documentary sources were requested from case studies to cross validate data gathered
from interviews (Bryman, 2004). An organisational chart was requested from the
organisational gatckecper prior to investigation to identify and agree upon those employces
suitablc for interview. When an interviewee made reference to a formal practice or procedure
during an intcrvicw a request was made to have sight of any formal documentation. The nature

of this documentation was recorded within the interview script for later recall.
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3.4.1.2 Archival records

Prior to the case study a request was made to the gatckeeper for the completion of historical
financial trend (i.c. sales turnover and profit) and employment trend for the preceding five-year
period (for a copy of the case study datashcet see Appendix 10 on page 347). This information
supplemented the sclf-reported data collected during the survey stage. This objective data
provided important opportunitics to explore the growth and performance of the casc-firm with
the owncr-manager at the case study stage and further assess the reliability and condition under

which this historical data was produced.

3.4.1.3 Interviews

Intervicws would be scen to play an influential role in the collection of case study evidence
allowing the rescarcher to explore alternative perspectives and corroborate certain facts (Yin,
2009). The case study interviews were split into management interviews and employee
interviews. An asscssment was made of each employee’s status prior to arrival at the firm on
inspection of cach firm's organisational structure. ‘Managers’ had to be a member of the
management team, with all other staff being considered as ‘employees’. Employees were
typically made up from middle management or supervisory levels and office staff, production

or site opcratives.

The manager interview (see Appendix 12 on p350) was first addressed to the organisational
gatckecper and the interview built upon evidence collected at the personal interview stage. The
manager interview provided an opportunity for semi-structured qualitative interview focussing
on issues relating to business structure and performance using the archival performance data
outlincd above. A range of other semi-structurcd questions were also addressed to management
including: rclationships (e.g. with customers and suppliers); work organisation; recruitment &
retention; pay, benefits, hours and overtime; and skills and training (see Figure 3.2 for an

overview).

Where the owncer-manager had delegated specific responsibilitics to other managers within the
firm, for instance for financial or HR tasks, questions concerning these areas were sct aside and
asked of those managers in the management interviews that followed. This enabled the
rescarch agenda to be tailored to the individual circumstances of each case and ensured that the
rescarcher remained adaptive and flexible. Structured in this manner, the manager intcrview

also offcred multiple sources of data which would help build an in-depth understanding of
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issucs; a particular feature of the inquiry’s mixed-method strategy. The management interview

took on average an hour to complete.

Figure 3.2: Overview of a manager interview

The interview followed a similar scction format regarding key areas for investigation as the
postal survey and face-to-face interview stages, and delved deeper into each section than the
facc-to-face stage using a sclection of closed and open questions, the scctions used were as
follows:

1. Business Structure and Performance: in relation to the growth process, market
threats, competitive advantage, management of the organisation, performance
mcasurcment, strategy and decision making.

2. Relationships: supplier, customer and network relationships.

3. Work organisation: discuss management and monitoring of staff and the way in
which work is organiscd.

4. Recruitment & retention: recruitment and labour tumover trends.

5. Pay determination: how pay levels are sct, monitored and reviewed.

6. Hours & overtime: average work levels and rates.

7. Non-pay benefits: other benefits not associated with direct pay.

8. Skills and training: skill development activities.

Employce interviews (sce Appendix 13 on p360) were singular focussed interviews (see Figure
3.3 for an overview) and followed a set of scmi-structured questions defined within the case
study protocol (sce Appendix 11 on p349). This was for two main reasons. First, there was a
balance to be achicved between the most appropriate level of detail and the time available for
employce interviews. Given the size of case studies, and the time available to the researcher, it
was not considered appropriate to kecp employees away from the workplace for extended
periods of time. Sccond, it was noted after the first case study that employees were less aware,

in comparison to managcrs, of the broader issucs affecting the firm (e.g. business structure and
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performance). Employee intervicws therefore, had to focus on employees’ immediate role and

expericnces. Employce interviews took on average half an hour to complete.

Figure 3.3: Overview of an employee interview

This interview discussed more detail around the individual’s current job and content and
their fecling about the company. The sections covered were as follows:

1. Labour market experience: tcnure, employment experience, qualifications.

2. Present job: current role, reasons for joining, opportunities for carcer advancement.

3. Pay and hours: how pay was calculated and their influence in regard to pay.

4. Motivation: trust between managers and employees and employee satisfaction.

5. Employment practices: the nature of employment practices experienced.

6. Training: the level of training experienced and opportunitics for training.

7. Information & consultation: the ways management and employees communicate.

Shorthand notes were taken during each interview. Consent to record the intcrview was
obtaincd from cach interviewee. This provided much needed time for the researcher to listen

and reflect during the interview so as to explore alternative lines of enquiry, thus remaining

open to contrary findings (Yin, 2009).

3.4.1.4 Direct observation

Dircct obscrvation served to add further context to the case studies with the body language of
interviewees and their working conditions being noted. Where applicable, the location of the
owncr-managers office was also recorded as this helped to inform the status of such
individuals within the firm (Yin, 2009). Digital images were taken of the building facade and
internal office and’or production processes in order to assist in building a conceptual

undcrstanding and recollection of each organisation.

3.4.2 Data analysis

The first stage of analysis involved building a descriptive report of the events for each case

study, a process that was important for three reasons. First, sponsors required sight of basic
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reports as part of the wider rescarch programmes. Second, because the doctorial studies were
completed on a part-time basis storing data in a suitable format was important to facilitate the
rctricval of data in the future. Third, the descriptive reports signalled the beginning of the
analysis process, and proved valuable in aligning all of the evidence against the rescarch

themes that had been uscd to operationalise the rescarch inquiry (as outlined in Table 3.2, p55).

Following the descriptive analysis, attention then turned to answering the study’s rescarch
questions. This involved identifying key entities, the causal powers and liabilities of these
cntitics and the relations between them, the extent to which events occurred as might be
expected, and the *...identification of one or more mechanisms that can be regarded as having
causcd the cvents’ (Easton, 2010b; p128). This approach acknowledged the complexity of
individual cascs and the importance of rival explanations, whilst capturing mcaningful patterns

as they emerged (Yin, 2009).

35 Ethical considerations

The social rescarch inquiry posed no scrious cthical problems. The research methodology was
subjccted to a stringent cthical review via the University of Kent's Rescarch Ethics Advisory
Group (REAG). All SMEs were afforded an equal chance of sclection at the initial survey
stage. The rescarch process was not a solcly one-way process. Informal feedback from
personal interview participants demonstrated that the interview process had encouraged them

to discuss issucs that they would nototherwise have the time or capacity to do so.

Special care was taken to trecat rescarch participants with respect in line with Yin (2009; p73).
The initial survey stage relicd upon the voluntary participation of SMEs. The aims of the
project and the intended usc of data were provided to participants. Agreement to participate in
the personal interview stage was obtained verbally by telephone, and interest and openness for
further participation in a case study stage was gathered during the personal interview stage,

with follow-up tclephone calls being made once the case study selection process was complete.

The anonymity of all organisations was assurcd through the use of pscudonyms. The use of
personal data within this rescarch inquiry met the 1998 Data Protection Act. Quantitative data
was retained within a data set that uscd unique identifiers so that participant organisations were
untraccable should the datasct have fallen into less scrupulous hands. Project datasets,

interview recordings, scanncd copies of interview scripts, transcriptions, images and
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supplementary documents were filed under the student’s private login on the University’s

central server.

36 Summary

The purpose of this chapter was to explore the rescarch philosophy, strategy and methodology
that guided this thesis and make explicit the linkages between theory, the inquiry’s conceptual
framcwork, and the rescarch mcthods. The adoption of a realist philosophy from a pragmatic
perspective cnabled the rescarcher to explore not just ‘what” but ‘how’ and ‘why’ HRM
practiccs opcrate and interact with performance in an SME context. A mixed-method strategy
drawing on thrce mcthods of inquiry; a survey, personal interviews and case studies were
subscquently explained and justificd. Finally, the rescarch process was exposed to, and

defended against, customary cthical obligations.
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Chapter 4

Survey and Personal Interview Findings

4. Introduction

This chapter will explore the preliminary phase of rescarch that included surveys and personal
interviews with owncr-managers of SMEs. This initial research phase provided an opportunity
to identify the preliminary patterns and context of HRM and performance in SMEs, along with
identifying firms suitable for casc study research. The structure of this section will be informed
by the study’s conceptual framework and aligns with Table 3.2 (sce p55). A background will
be provided to respondent organisations before exploring the nature and context of: HRM
Practice, Management Style and Organisation; Growth and HRM Transitions; Product Market,
Labour Market and Strategic Oricntation; and Human Capital, Social Capital and Institutions.
Where appropriate, comparisons will be made with the Workplace Employment Relations
Survcy (WERS) 2004, The chapter will conclude with the implications of these findings for

both the study’s rescarch questions and the detailed case studics.
4.1  Profile of respondent organisations

4.1.1 Formal positions of survey and personal interview respondents

In the main, respondcnts of the survey and personal interview stages were owner-managers or
held a scnior management role within the firm (see Table 4.1). Respondents in the majority

were therefore key decision makers and scen to represent reliable information sources.

Table 4.1: Formal positions of survey and personal interview respondents

Survey Personal Interview

Count % Count %
Position within Organisation
Owner/Chairman/MD.'CEO, Partner/Director 178 82.0 61 824
Opcrations Director/Manager 4 1.8 2 2.7
Finance Director/Manager 8 3.7 3 4.1
Gencral Manager (e.g. sales, production, quality) 21 9.7 6 8.1
Company Sccretary/Administrator 6 2.8 2 2.7

Base: Survey respondents, n = 217. Personal interview respondents, n = 74.

22 WERS 2004 covered 621 private sector SMEs. This will be referenced as ‘WERS 2004" from this point
on.
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4.1.2 Respondent organisations by size and employment

The majority of respondent firms were small (sce Table 4.2). Despite being excluded from the
original population sample, a number of respondents were found within the micro (N=34) and
large (N=2) categorics. These firms may well have declined or grown since the population
sample was first obtained and dcmonstrate possible inaccuracies in the original population
samplc obtaincd from Business Link Kent, along with the potential bias due to the self-

reported nature of the survey.

Tablc 4.2: Survey and personal interview respondents by size and employment

Survey Personal Interview

Organisations Employees  Organisations Employees

Count % Count % Count % Count %

Organisational Size

Micro
0-4 employees 9 4.1 22 0.3 5 6.8 11 0.4
5-9 employees 25 11.5 195 25 10 13.5 76 28
Small (10-49 employces) 143 659 2877 36.6 46 62.2 861 31.6
Medium
50-99 employees 21 9.7 1498 19.0 5 6.8 342 12.5
100-149 employees 12 5.5 1455 185 3 4.1 320 11.7
150-249 employees 5 23 865 11.0 4 5.4 664 24.3
Large (250+ employecs) 2 0.9 953 121 1 1.4 453 16.6

Base: Survey respondents, n = 217. Personal interview respondents, n= 74,

4.1.3 Distribution of respondent organisations by industry and ownership

The wholesale and retail, and real estate and business scrvices sectors accounted for over half
of all responses reccived™ (see Table 4.3). The manufacturing and construction sectors were
also well represented. As can be noted on comparison with the original population sample (sce
Table 3.3, p58 and Table 3.5, p65), the representative nature of respondent firms was retained.
Three fifths (59.0%) of survey respondents represented SMEs that were wholly or partly
family-owned, a figure commensurate with the wider business population (IFB, 2008). Cross
tabulations highlighted that larger firms were less likely to be family owned. Given that

rescarch has demonstrated that ownership can have an impact on worker relations (e.g. Ram,

B Firms were classified according to the two-digit Standard Industrial Classification (SIC, 2003).
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1994, Ram and Edwards, 2003) and the practice of HRM (e.g. Reid and Adams, 2001, de Kok
et al., 2006), the effect of ownership will be further explored as we move through this chapter

Table 4.3: Distribution of survey and personal interview respondents by industry and

owncrship
Survey Personal Interview
Organisations Employees Organisations  Employees
Count % Count % Count % Count %
Industry
A - Agriculture 8 3.7 581 74 2 27 300 11.0
D - Manufacturing 37 17.1 1467 18.7 14 189 761 279
F - Construction 38 17.5 1906 242 12 16.2 411 15.1
G - Wholesale & retail 50 230 1190 151 19 25.7 362 133
H - Hotel & restaurants 15 6.9 493 6.3 3 4.1 267 9.8
I - Transport 14 6.5 524 6.7 2 2.7 175 6.4
J - Finance 6 2.8 147 1.9 1 1.4 46 1.7
K - Rcal estate & business 49 22,6 1557 19.8 21 284 405 14.9
Sector of Ownership
Family owned 128 59.0 4957 63.0 39 527 1459 535

Base: Survey respondents, n = 217. Personal interview respondents, n = 74.
42 HRM, management style & organisation

4.2.1 HRM practice

In order to examine the extent to which SMEs were adopting HRM practices survey
respondents were asked identify which working practices were present at the firm, an approach
adopted in previous HRM studies (e.g. Harney and Dundon, 2006). To support the subsequent
interpretation of results working practices were retrospectively hung on a framework of high
performance. As noted within chapter 2 of the thesis (see page 12-13), consensus has not yet
been reached as to the exact practices that one should include within a system of high
performance (e.g. Dyer and Recves, 1995, Becker and Gerhart, 1996, Sung and Ashton, 2005,
Shih et al., 2006, Jan Angelis and Thompson, 2007) although practices are typically split into
three dominant components: high involvement practices (HI), human resource practices (HR)
and reward and commitment practices (RC). Survey measures were chosen to cover a broad set
of HRM practices that might be included in a system of high performance including: work
organisation; communication arrangements; training and skills development; employment

practices; and pay and reward practices.
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It is acknowledged that the presence of particular working practices does not necessarily
pertain to a greater understanding as to which practices are of greater or lesser importance to
the firm. Indeed, studies highlight that whilst the owner-manager might be able to comment on
the overall effectiveness of the firm’s HR system, they may not be the individual best placed to
obscrve the effectiveness of individual practices. The appropriateness of individual practices
may actually be best addressed at the employee level (Boselie et al., 2005), as coverage,
interpretation and experience of HR practice may vary across groups of employees (Duberley
and Wallcy, 1995, Marchington and Zagelmeyer, 2005). The primary aim of the preliminary
rescarch phase was to identify the preliminary patterns and context of HRM and performance
in SMEs thus the owner-manager was perceived to be most suitable respondent for the purpose

of this part of the rescarch.

An analysis was progressed as to the incidence of working practices within those firms
surveyed. SMEs typically reported the use of eleven practices (median = 11, mean = 11.9) out
of forty working practices mcasured. Few SMEs had implemented over twenty working
practices (15.2%)**. These results agree with those who have found relatively low levels of
uptake of working practices across SMEs (e.g. Duberley and Walley, 1995, Cassell et al.,
2002, Way, 2002) and reflect scope for greater levels practice adoption (Way, 2002; Scls et al.,
2006). When analysed within components?® SMEs were found to be using a greater proportion

of human resource and reward and commitment practices when compared to high involvement

practices.

Table 4.4: The distribution of working practices by sector

Total High Human  Reward &

Sector practices  involve  Resource Commit
Agriculture 13.4 33 6.0 4.1
Manufacturing 14.0 33 6.7 4.0
Construction 11.0 2.5 5.1 34
Wholesale & retail 10.2 24 43 3.5
Hotel & restaurant 12.1 34 53 33
Transport & storage 8.0 22 34 24
Financial scrvices 17.0 53 7.0 4.7
Real estate. rental & business services 13.0 3.6 58 3.6

Base: Survey respondents, N = 217. These results report a mean average score for each sector. Agricultural
and financial services sectors in particular should be interpreted with caution due to low sample rates.

2 Under 10 = 41.5%; 10 to < 20 = 41.5%; 20 to < 30 = 15.2%; 30 or more = 0.0%.
2 High Involvement mean = 3.0; Human Resource mean = 5.3, Reward and Commitment mean = 3.6.
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Further analysis demonstrated variation in work practice adoption across sector (sce Table
4.4). Those SMEs within financial services, manufacturing and hotel and restaurant sectors
were found to be using a greater proportion of working practices when compared to
transportation, construction and wholcsale and retail sectors. These results appeared to partly
reflect the levels of technology within a given sector, a point that will be explored later.
Further analysis revealed a positive relationship between the adoption of working practices and
size, findings that align with others (e.g. Hornsby and Kuratko, 1990, Pearson et al., 2006)%.
SMEs with some level of private ownership (i.e. wholly privately owned or partly privately
owncd) were more likely to have adopted a greater range of practices. These findings align
with the HRM literature with family firms being found less likely to use professional HRM

practices (Reid and Adams, 2001) in comparison to their non-family counterparts®’,

Table 4.5 presents the incidence of individual working practices by component and, where
possible, compares these results with WERS 2004. By far the most popular form of practice
was tcam bricfings, used by over two thirds (68%) of SMEs. Overall, practices for staff
induction (61%) and appraisal (65%) and the tracking of absenteeism (64%) were notably
popular used by over three fifths of SMEs surveyed. When compared with WERS 2004 lower
overall levels of teamwork were found (43% against 55%), higher levels of team briefings
(68% against 50%), and higher levels of mulitskilling (36% against 17%), appraisal (65%
against 45%) and harmoniscd terms and conditions (31% against 4%). On the surface, these
results imply that firms within this sample were more progressive than those captured by
WERS 2004. Whilst these results provide a welcome introduction to work practice adoption
across thosc firms surveyed they provide little insight to the form that practices took at a
workplace level. It is the form of these work practices that we shall now explore through the

personal interview findings.

26 Except for job security and culture change which were more likely to be used by smaller SMEs.

7 Further details on the dynamics of family in the ownership and management of the firm were collected at
the personal interview stage. However, given the informal manner in which the data was collected, allied
with a small sample size, it was not considcred appropriate to assess the extent to which the variable of
family may mediate the practice of HRM within those organisations sampled.
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Table 4.5: The incidence of working practices

% of workplaces

Survey WERS
2004
High Involvement Practices (HI)
Strategic integration
Process improvement 23 -
Culture change programme 23 -
Work organisation
Teamwork 43 55
Quality circles 4 13
Communication arrangements
Tcam bricfings 68 50
WCl/consultative committee 6 10
Trade Unions 2 3
Staff suggestion scheme 16 13
StafT attitude survey 6 16
Sharing company information via ncwsletter 19 16
Sharing company information via intranct 16 8
Sharing company information via notice board 50 49
Training/skills development
Communication skills 29 34
Teamwork skills 24 27
Problem solving skills 16 14
Human Resource Practices (HR)
Strategic integration
Forccasting staffing 33 -
Employment practices 22 -
Skills development 38 34}
Improving quality 36 -
Customer satisfaction records 52 26
Work organisation
Multiskill 36 178
Quality management certification (ISO 9000) 27 -
Employment practices
Formal recruitment & selection 38 -
Sclection testing (i.e. psychometric) 9 4*
Staff induction 61 -
Staff appraisal 65 452
Training/skills development
Equipment operation skills 51 44
Quality control skills 28 29
Leadership skills 26 19
Workforce diversity skills 7 13
Reward & Commitment practices (RC)
Strategic integration
Abscnteecism records 64 -
Labour turnover records 53 -
Communication arrangements
Employce job satisfaction records 30 34}
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Pay & reward practices

Formal pay system 55 -
Performance related pay 34 34°
Profit rclated pay 28 24
Employce Share Options (ESOP) 7 -
Commitment practices
Internal promotion 33 147
Job sccurity 25 -
Harmoniscd terms and conditions 31

Other contextual variables
Strategic integration

Productivity records 36 -
Communication arrangements

Communicate through mgrs 61 57

Communicate by email 31 25
Training/skills development

Training/skill dev. is important 73 -

Health & Safety training 69 64

Customer service training 33 26
Organisational standards

Investors in Pcople 14 15
Working hours

Greater than 35 hours per week excl. OT 81 -

Greater than 35 hours per week incl. OT 88 -
Sources of advice

Mcember of EA 7 -

Sought advice from EA 13 -

Base: Survey respondents, N = 217.

Please note: The following results were extracted from WERS (2004) and may not be directly comparable:
'Problem solving groups; ?Performance appraisals; Strategy covering empl 5ymcnt relations (employee
development, employee job satisfaction, diversity); “Personality or team fit; "Any merit pay or pay-by-
results; “Review promotlon, pay rates, recruitment and selection; "Preference shown to internal applicants
when filling vacancies; *Core employees trained to do a job other than their own.

High involvement practices

The most popular working practices represented within the high involvement component were
tcam bricfings (68%), communication via notice board (50%) and teamwork (43%). Given the
relatively mixed picture presented in regard to tcamwork and the fact that few SMEs had
provided employees with training opportunities in teamwork (24%), the nature of tcamwork
was therefore further explored through the personal interview stage (see Table 4.6). Whilst two
thirds of survey respondents at the personal interview stage reported that teamwork was more
than just a group of people working together’® it became apparent from the qualitative
interviews undertaken at the case study stage that that the majority of employees held little

responsibility outside of their immediate job role/task.

78 37 0f 95 (38.9%) survey respondents were followed up at the personal interview stage.
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Table 4.6: The meaning of team work

Strongly  Disagree  Neither ~ Agree  Strongly  No view

disagree agree %
% % % % %

Teamwork is just a group of
people working together 21.6 43.2 10.8 16.2 5.4 2.7
Members of a team cooperate
to get work done 76.3 21.1 2.6
Members of team cooperate
with other teams to get work 10.5 76.3 10.5 2.6
done
Individuals know the goals,
objectives of their team 5.3 13.2 68.4 10.5 2.6
Teams can influence long term
goals, plans of company 15.8 21.1 474 13.2 2.6
Teams have some
responsibility over budget 5.3 263 15.8 39.5 10.5 2.6
Teams plan and review their
own performance 342 10.5 42.1 10.5 2.6
Teams analyse and control
W 7.9 158  65.8 7.9 2.6
Teams are given time to
develop new ideas 342 13.2 42.1 ris, 2.6
Teams can initiate change 15.8 79 60.5 132 26

based on analysis of problem

Base: Personal interview respondents, N = 37 (38.9% of survey respondents indicating teamwork as a
practice)

The majority of personal interview participants agreed or strongly agreed that members of
teams; cooperate on an individual level; with members of other teams; know the goals and
objectives of their team; analyse and control the quality of what they produce; and can initiate
change based on an analysis of problems. However, respondents were divided as to whether
teams were given the time to develop new ideas, plan or review their performance or hold a
budgetary responsibility. These findings align with those of WERS 2004 in revealing the
apparent uneasiness of owner-managers sharing responsibility for reviewing performance with

others in the firm.

In addition to the way work was organised, respondents were also asked what form
communication and consultation took within the firm. Further insight to the extent to which
employees were involved in decision making in SMEs was gleaned through two follow-up

questions at the personal interview stage, relating to employee involvement in strategy and in
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change. Whilst over half (55.3%) of personal interview respondents noted that consultation
took place internally within the firm, such consultation proved to be no wider than the senior
management team. Strategy development was a task largely reserved for the owner-manager
and/or senior management team. To reinforce this, owner-managers reported that employees
were involved in changes relating to teamwork, problem solving, training, and quality control
but rarely around strategy, ICT implementation, job redesign or operational planning (see

Table 4.7).

Table 4.7: Employee involvement in the change process

Never Sometimes Always Not

Area of involvement involved involved involved  applicable
% % % %

Strategy 58.9 342 55 1.4
ICT implementation 52.1 31,5 15:1 1.4
Job redesign 425 28.8 11.0 17.8
Operational planning 384 39.7 20.5 1.4
Flexible employ practices 35.6 26.0 30.1 8.2
Prod/Proc innovation 28.8 35.6 32.9 P
Productivity 274 35.6 329 4.1
Quality control 24.7 28.8 452 1.4
Training 233 274 49.3
Problem solving 20.5 28.8 493 1.4
Teamwork 13.7 21.9 61.6 2.7

Base: Personal interview respondents, N = 74,

Take as a whole, the results within the involvement and participation component call into
question the level and coverage of employee involvement in decision making. Direct forms of
communication between managers and workers were prevalent within those firms surveyed,
results that align with those of WERS 2004. It was apparent that little opportunity was afforded

for involvement and participation outside of an employee’s immediate job task/role.

Human resource practices

The most popular working practices represented within the HR component were induction
(61%) and appraisal (65%). The use of appraisal practices amongst those firms surveyed was
noticeably higher than WERS 2004 (65% against 45%). Over a half (52%) of all firms
surveyed placed an importance on recording customer satisfaction”, a practice twice as

prevalent as WERS 2004 (26%). Whilst training and skills development activities were

** Within this study, customer satisfaction referred to formal feedback provided by customers on employee
job performance (Sung and Ashton, 2005).
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rcported as being important by the majority of SMEs, further contextual analysis revealed that
training revolved around statutory and task-based efforts such as health and safety (73%), and
the operation of equipment (51%) and lacked strategic intcgration. Only a third of SMEs noted
the importance of considering skills development (38%), improving quality (36%) and
forccasting staffing requircments (33%) within the business strategy®®, or the use of formal

A

recruitment and sclection practices (38%).

Reward and commitment practices

A clear mismatch was found between those SMEs reported to record turnover and absenteeism
(64% and 53°% respectively) at the survey stage and those reporting such issues not to be of
concern (82%6 and 78% respectively) at the personal interview stage. These results indicate the
potential reliance placed on anccdotal evidence for decision making within SMEs. Only half
(55%) of those SMEs surveyed reported the use of a formal pay system (55%), the presence of
which was size-related. Performance related pay schemes were used by only a third (34%) of
SMEs samplcd, with preference being placed on internal promotion (53%). The relatively low
levels of financial incentive schemes are surprising given that, when questioned, four fifths
(79.7%) of personal interview respondents either agreed or strongly agreed that wages and
financial incentives acted as kecy motivators. Personal relationships between collecagues

(90.5%) were also reported as a key motivator.

Further contextual analysis revealed evidence of a long hour’s culture amongst those firms
surveyed, with over a half (53.1%) of respondents reporting that workers were expected to
work in excess of 40 hours per week excluding overtime. Those employees working over 40
hours per week rosc to three quarters (74.3%) when overtime was included within the
calculation. When examined in greater detail at personal interview stage, nearly half (48.6%)
of SMEs contractually sct a working week of 40 hours or above, with the majority of other
firms building in flexibility to respond to work requircments reflecting a largely reactive
approach towards fulfilling working requirement. Further analysis will be required at the case

study stage to establish if high performance is more to do with longer working hours rather

than cfficiency.

® These results relate to all survey respondents (N = 217), not just those SMEs that indicated the presence of
a strategy (N = 107).
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4.2.2 Management style

Just over two fifths (43.3%) of those SMEs surveyed reported the presence of an individual
whose sole, or part, responsibility was management of HR within the firm (hereafter referred
to as ‘HR manager’). The responsibilitics of the HR manager were explored in greater detail at
the personal interview stage, the results of which can be observed in Table 4.9. The owner-
managcer was found to hold responsibility for management of HRM in the majority of cases,
with a level of internal administration support and external legal advice. These results are in
line with those of WERS 2004 which found that the responsibility for HR issues in SMEs falls
on proprictoral and linc management positions, with SMEs relying on external sources of
advice on employment rclations matters due to the limited personnel expertise available to
them within the firm (Forth et al., 2006).

Table 4.8: The management of the HR function

Count %
Owner manager + external legal assistance 16 533
Owner manager + Admin/cxternal legal 9 30.0
assistance
Owner manager only 3 4.1
Line manager 1 1.4
HRM manager 1 1.4

Base: Personal interview respondents, N = 30 (31.9% of survey sample)

The presence of an HR manager was found to be positively related to firm size, growth and the
presence of a business strategy. Indced, those SMEs with an HR manger were more likely to
cover all issucs in business strategy than those without. The presence of an HR manager was
also found to be positively related to the uptake of HRM practices (except for profit related pay
and quality circles). Interestingly, those SMEs without an HR manager are more likely to
report skills development to be important and were more likely to have carried out all types of

training. Those SMEs without an HR manager were found to favour direct forms of

communication.

4.2.3 Organisation

Survey respondents were asked to report on the status of organisational standards and
accreditations, the results of which are presented in Table 4.10. What is interesting to note is

that by combining the ‘not used’ and “‘considering’ section over three quarters of SMEs did not
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have any standard or accreditations. By far the most popular form of accreditation, used by
ncarly a quarter (23.0%) of all SMEs, was some form of quality management system. The
Investors in Pcople (IIP) standard had been achieved by one in seven SMEs (14.3%), results
that align with thosc of WERS 2004.

Table 4.9: The status of organisational standards & accreditations

Form of accreditation Not used Considering  Implementing  Accredited
Count %  Count %  Count %  Count %
1SO 9000.01 131 604 25 11.5 11 5.1 50 23.0
1SO14001 183 843 16 74 10 4.6 8 3.7
EMAS 208 959 6 2.8 3 1.4 0 0.0
1SO18001 167 77.0 25 11.5 14 6.5 11 5.1
1P 144 664 33 15.2 9 4.1 31 14.3
Preferred supplicr 144 66.4 20 9.2 16 7.4 37 17.1

Product/scrvice certification 172 79.3 12 55 10 4.6 23 10.6

Base: Survey respondents, n = 217,

A positive relationship was noted between size and the presence of organisational standards
and accreditation, results that agree with established debates that work practice sophistication
is size-related (e.g. Homsby and Kuratko, 1990, Pearson ef al., 2006). A positive correlation
was also noted between those SMEs using the most widely reported organisational standards
and the likelihood of keeping records of performance. A negative association was noted
between 1SO9000 and IIP and the presence of HRM practices; that is, those firms that held
accreditation to these standards were more likely to have no HRM practices than those with
other organisational standards. This is surprising given that these two organisational standards
contain significant pcople elements within them, and may support the argument that IIP is

adopted as a ‘badge’ to satisfy customer requirements (Ram, 2000).

Survey respondents were questioned as to the forms of technology used by the firm, the results
of which can be observed in Table 4.11. Basic forms of technology including PCs,
computcrised accounts, mobile phones and the internet were in use within the majority of
SMEs. However, relatively few SMEs used more complex forms of technology to regulate
their external relationships with clients, suppliers, customers, or to organise their internal
opcrations or production. A positive relationship was found to exist between size and the use
of technology, obscrvations that support established size and formality dcbates referenced
above. Further analysis also revealed that certain industry sectors were more conducive to the

adoption of particular systems, reinforcing similar findings in regard to working practices
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outline above. Computcrised production control (e.g. MRP) and operations control (e.g. ERP)
were more likely to be used by SMEs within the manufacturing sector and systems for client,
customer and supplicr management were more likely to be used by firms within service

sectors.

Table 4.10: Use of ICT applications

ICT application Count (%)
Personalised Computers (PCs) 215 99.1
Computeriscd accounts 199 91.7
Mobile phones 199 91.7
Internct (website) 198 91.2
Clicnt management system 68 315
E-commecrce customer 59 273
E-commerce supplicr 57 259
Computcriscd opcrational control 46 213
Computcrised production control 22 10.2

Base: Survey respondents, n=217.

Two fifths (37.3%) of survey respondents reported experiencing constraints with the use of
technology with the availability of skilled personnel (64%) cited as the biggest constraint
against implcmenting more advanced systcms. SMEs largely reported making decisions as and
when required (64.9%) in regard to investing in technology. Few SMEs (16.2%) reported that
they made technology investment decisions as part of a wider integrated strategy. Investments
in technology, and training outlined earlier, appeared reactive and piecemeal and lacked
strategic intcgration. Survey respondents were also questioned as to the type of performance

mcasurcment records they kept, and responses are reported in Table 4.12.

Tablc 4.11: Types of performance measurement records kept

Performance measure: Count (%)
Volume of salcs/scrvice 196 90.3
Total costs 193 88.9
Profit ROl 156 71.8
Training 147 67.6
Abscntecism 138 634
Customer satisfaction 114 523
Unit labour costs 112 514
Quality of product/service 100 45.8
Labour turnover 95 43.5
Productivity 79 36.1
Job satisfaction 65 29.6

Base: Survey respondents, n= 217,
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These results reveal that accounting-based performance measures such as volume of
sales/scrvice (90.3%), total costs (88.9%) and profit/ROI (71.8%) were by far the most
popular. Less of an emphasis was placed on productivity (36.1%) or job satisfaction (29.6%).
These results highlight the emphasis that SMEs place on financial output-based measures for
decision making and question the extent to which SMEs recognise that historical performance

is not a predictor of future performance (Storey, 1997).

Those SMEs rcporting trends of increased sales turnover were more likely to place an
cmphasis on input-bascd measurcs relating to human capital such as training, job satisfaction
and customer satisfaction. Those SMEs who had described their sales turnover trend over last
five years as *stablc’ were more likely to keep all records than those who had experienced an
irrcgular trend. Those SMEs reporting the presence of a business strategy were more likely to
kcep all categorics of records, with quality, productivity, job satisfaction and customer
satisfaction being most significant. These results highlight that firms experiencing growth are
more likely keep a broader range of performance measures and take a more strategic approach

to analysing performance.

Having considered the above, what do these findings tcll us in regard to this study’s research
questions, namcly: RQ1) the extent to which SMEs were adopting HRM practice and RQ2) the
form that HRM took within those firms surveyed? We shall now review the implications of

these findings.

4.2.4 Reviewing the extent and form of HRM practice

This introductory scction has provided an insight to the preliminary patterns of HRM and
performance in SMEs. HRM and wider workplace practice adoption continues to remain low
across SMEs (Dubcrley and Walley, 1995, Casscll er al., 2002) with firms, on average, only
using cleven of forty working practices measured. The most popular forms of workplace
practice, uscd by over three fifths of all SMEs surveyed, were team briefings, staff induction,
appraisal and recording abscntecism. No evidence was found of SMEs adopting a high
performance approach to organisational performance. Further analysis drew attention to the
disparity between the reported reality and actual reality of HRM practice in SMEs.
Communication mcchanisms such as tcam briefings were, on the whole, direct and
management-led (Forth et al., 2006) with little opportunity for employee involvement outside
of their immediate work tasks. In addition, those firms reporting the use of organisational

standards (c.g. 1IP) were found to have adopted a narrower set of HRM practices, lending
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support to the notion that organisational standards may be nothing more than symbolic (Ram,

2000).

On the one hand these findings reveal the widespread use of informal HRM practices in
smaller firms (Kaman ez al., 2001, Bartram, 2005) and show a preference by smaller firms for
an unstructurcd approach to the employment relationship (Edwards and Ram, 2010). On the
other hand, they draw attention to the discrepancies between the reported level of practices and
the reality (¢.g. Dubcrley and Walley, 1995, Bacon et al., 1996, Marlow, 2002), reinforce the
dangers of relying on sclf-reported survey-driven rescarch and draw attention to the challenges
of capturing the particularistic nature of practices in smaller firms (Harney and Dundon, 2006).
What can be said with some certainty is that once one had progressed past the practice label it
was unclear as to the form that practices took or the degree to which these practices lived up to
their *high performance’ label (Rowden, 2002, Way, 2002). These issues will require further

investigation during the case study research phase.

Ovcrall, a strong positive rclationship was found between HRM and performance (Kerr et al.,
2004, Scls et al.,, 2006b, Zheng et al., 2006). However, association does not prove causal
dircction and, unlike the studics cited above, these findings did not form the focal point of this
preliminary rescarch phase. Further analysis confirmed a relationship between measures of
formality, working practices and performance, findings that denote the potentially positive role
that formality may play in SME performance. A key relationship was also found between
ownership, HRM and performance. Family-owned firms were less strategic, were less likely to
use HRM practices (e.g. de Kok et al., 2006), and were underperforming when compared to
their private counterparts. This is an important finding given that three fifihs of those SMEs
surveyed (59%), and within the wider business population (IFB, 2008), involved an element of
family owncrship/management. Aside to ownership, a relationship was also found between
industry scctor and HRM practice adoption, with those firms within manufacturing and
scrvice-related sectors (e.g. finance, hotel & restaurants) found to be using a greater number of

HRM practices.

In addition to firm background (e.g. ownership, size and scctor), management style and
organisation a range of other contextual factors were found to influence the uptake of HRM

practice within SMEs. These shall now be explored.
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4.3  Growth: HRM challenges and transitions

Survey respondents had either grown in tumover and employment (57.6% and 42.5%
respectively) or remained the same (30.0% and 44.9% respectively) over the past three years.
When measured by sales turnover, a fifth (19.4%) of SMEs had experienced high growth,
whilst a tenth (10.3%) of firms had experienced high employment growth. The disparities
between turnover and employment growth denotes that employment growth lags turnover
growth, with employers being more likely to recruit new staff once sales turnover growth is
established. The level of SMEs reporting high growth within this study is above those reported
by national government statistics (BERR, 2008). This may be explaincd by bias within the

sample due to the sclf-reported nature of the performance data.

When asked how their historical growth pattern could best be described, just under two thirds
(57%) of personal interview respondents stated that growth was achieved in a linear/steady
pattern. However, two fifths (39%) of personal interview respondents reported that they were
not wholly happy with bcing presented with a choice of only one of the above growth paths.
These results highlight that firms do not necessarily experience a predictive lincar growth
pattern. When probing deeper into the nature of firm growth, just under half (47%) reported
that they were currently expericncing a phase of growth with two fifths reporting a phase of
maturity. Few firms rcported were found to be experiencing a period of decline (3%). A
minority of SMEs revealed that they were currently experiencing an invention/beginning phase
(10%) and had already expcericnced, somctimes multiple, phases of growth and maturity. These

results reveal that some SMEs have had to respond to growth & performance challenges.

At the survey stage, SMEs that had grown over the past three years were asked to report the
rcasons for their growth success. Responses are represented in Table 4.13. By far the most
prevalent reasons for growth success, reportcd by around half of all firms, were product/service
or process quality (53.2%), business strategy (49.2%) and market advantage (48.4%). Around a
third of SMEs also rcported the management of the internal organisation (37.9%) and
product/service or process innovation (30.6%), with a quarter of SMEs reporting HRM
(27.4%) and resource advantages (24.2%) as important reasons for growth success. These
results reveal that growth success is more likely attributed to developments in a firm’s product

markct when compared to internal developments.
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Table 4.12: Reasons for growth success

Reason for success Count %

Product/service or process quality 66 532
Business strategy 61 492
Market advantage (niche, competitive position, exporting) 60 48.4
Management of the internal organisation (operational planning, systems & procedures etc) 47 379
Product-service/process Innovation 38 30.6
HRM (recruitment, training, reward, appraisal, team work, culture etc) 34 274
Resource advantage (information, materials, location, human etc) 30 242
Management of the external organisation (suppliers, customers, sharcholders, partnerships) 23 18.5
Finance (Management of, sources of, favourability of exchange rate etc.) 16 12.9
Statutory regulation 15 12.1
ICT (computerised production control, E-business etc) 13 10.5
Other 12 9.7

Sources of advice (networks, business support services) 9 73

Transport networks (distribution/logistics etc) g 6.5

Base: Survey respondents, growth in turnover n= 125

When questioned further at the personal interview stage, a half of growing SMEs reported that
their growth was most likcly coming as a result of a mixture of established (51.1%) and new
customers (48.9%). Growth was less likely to come as a result of developing new products or
scrvices (26.7%), new markets (17.8%) or maximising availability/minimising dclivery times
(2.2%). Indced, when questioned, over half (53%) of all SMEs during the personal interview
stage reported that they had not realised any increased sales turnover from new products or
scrvices in the last three years. These results reveal that SMEs are more likely to rely on
established products and scrvices rather than look to develop new products or services when

sccking growth, and are experiencing difficulty in developing and exploiting knowledge.

At the survey stage, SMEs whose growth had either stagnated or declined over the past three
years were asked to state threce main reasons as to why they believed this to be the case. This
was presented as an open question in order to capture qualitative detail. Three of the top four
rcasons given for underperformance were attributed to a firm’s product market. Increased
compctition faced by SMEs was by far the most prevalent issue, assigned as a reason by over
four fifths (84.6%) of all underperforming SMEs, with a reduction in market (31.9%) and
customers (18.7%) also cited as important product market influences. To a lesser extent
institutional influences including government regulations and external influences (27.5%) and
labour market issues, such as the availability of suitable skills (17.6%), were deemed to be
reasons for a lack of growth. The results agree with those outlined above in further reinforcing

the emphasis SMEs place on product market matters. In order to find out further details in
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rclation to the dynamics of the growth process, all personal interview participants were asked
to describe the key transitions that had occurred in the history/evolution of the business; the

results of which can be viewed in Table 4.14.

Table 4.13: Key transitions during company evolution

Transition Count %
Expansion 34 45.9
Working practices/systems development/change 23 31.1
Product/service development/change 20 27.0
Market change 17 23.0
Professional expertisc/skills 15 20.3
Succession 14 18.9
IT/tcchnology 11 149
Downsize 9 12.2
Investment 6 8.1
Regulatory change 6 8.1
Acquisition/mcerger 5 6.8
Change in legal status 5 6.8
Partnership/collaboration 4 54
Higher valuc added 1 14
Qutsourcing 1 14

Base: Personal interview respondents, n = 74.

Whilst investment in expansion of delivery capacity was cited by just under half (45.9%) of all
SMEs as a key growth transition, a third (31.1%) of all firms noted the importance of
developing working practices and systems. Personal interview respondents largely reported
these developments to have taken place in response to growth, not as a precursor to growth.
These results draw attention to the important role that working practices, such as HRM, plays
in firm growth (e.g. Kotey and Sheridan, 2004, Harney and Dundon, 2007) and, would appear
to suggest that firms only introduce new working practices when pressured to do so. A quarter
of SMEs also reported having to overcome challenges in regard to their products/services
(27.0%) and their markets (23.0%). Finally, bringing in more professional skills and expertise
(20.3%) and taking into account succession issues (18.9%) were also reported as key growth
transitions. Overall, these results highlight that whilst responding to the need for expansion and
overcoming product market challenges were key developments taken by SMEs, developments
to working practices and management skills also featured promincntly, but were taken in

responsc to growth and performance challenges.

In order to achicve future growth ambitions SMEs reported that they would largely focused

their attcntion on improving their sales and marketing (73.0%), or reducing costs (sce Table
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4.15). As might be expected, given the focus on expansion within previous growth transitions
outlincd above, opening new or expanding existing premises was also seen as important. These
results highlight that SMEs initially favour short term, reactive responses to growth and
performance challenges, only then do they begin to think about longer term, strategic changes.
Indecd, only between a quarter and a third of SMEs were looking at longer term strategic
issucs such as introducing process changes (37%), developing new markets (30%) or
developing new products (28%). Far fewer SMEs were thinking what form of structure would

be required to manage the firm in the future (25%).

Table 4.14: Arcas of future growth

Area of future growth Count %

Improve salcs/marketing 54 73.0
Seck to reduce costs 32 43.2
Open new/extend existing premiscs 28 37.8
Introduce process changes 27 36.5
Invest in IT 24 329
Seck out new geographical markets 22 29.7
Introduce product changes 22 29.7
Invest in new cquipment 19 25.7
Change owncrship structure/control of the firm 18 243
Increase exports 13 17.6
Handing onto family members 9 12.3
Incrcase R&D spending 4 54

Investigating overseas production 3 4.1

Base: Personal interview respondents, n = 74.

Whilst SMEs appcared to favour short term solutions when reporting intended areas for future
growth, when asked as to the issues that required resolution in the longer term personal
interview participants reported more strategic level issues (see Table 4.16). Whilst sales and
marketing featured prominently, strategic (56.8%) and managerial development (52.7%)
concerns were also noted by a similar number of firms. The need to deal with HRM (39.2%)
and dclegation (27.0%) issues were also reported as key issues to address for long term
survival. These results denote that strategy, management skills and workplace practice are
arcas considered to be a relatively important in a firm’s bid for longer term survival and
growth, but a firm’s immediate response to the performance challenges faced are short term

and simple changes to their sales and marketing.
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Table 4.15: Issucs to address for long term survival

Issue Count %

Strategy 42 56.8
Sales & marketing 42 56.8
Management development 39 52.7
HRM 29 39.2
Quality control 24 324
Dclegation 20 27.0
Product’proccss innovation 19 25.7
Partnering/collaboration 19 25.7
Accounting 16 21.6
Opcrational planning 15 203
Productivity 14 18.9
ICT 13 17.6
Department structure 12 16.2

Base: Personal interview respondents, n = 74.

Finally, survey participants were questioned as to whether any barriers were likely to hinder

future growth over the next three years. These are reported in Table 4.17.

Table 4.16: Barricrs to growth

Barrier to growth Count (%)
Compctition intcnsity 96 44.2
Availability of skills 90 41.5
Availability of labour 88 40.6
Employment regulations 78 359
Cost of labour 71 32.7
Finance 53 244
Management/lcadership 49 22.6
Environmental regulations 42 19.4
Suitable premises 36 16.6
Financial regulations (e.g. VAT) 25 11.5
Ability for organisational change 20 9.2
Transport nctworks 18 8.3
ICT 12 5.5

Base: Survey respondents, n= 217.

As might be expected, given the reasons outlined earlier for a lack of growth and areas for

future growth, product market influences relating to competition (45%) was the top barrier

cited by just under half of all SMEs. Labour market issues related to three of the top five
barriers to growth and included the availability of skills (42%), the availability of labour (41%)

and the cost of labour (33%). Institutional influences relating to employment regulations (36%)

were also relatively important. Developing the capability of management within SMEs was
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only cited by a fifth of all SMEs questioned. These results were further reinforced when
personal interview participants were questioned regarding the skills required for future change.
The majority of firms (39.2%) reported sales and marketing skills with fewer firms placing an
cmphasis on communication (28.4%), strategy (20.2%), professional management (18.9%) and
HRM (17.6) skills. These results yet again reinforce that that issues relating to human capital

were considered less important than those relating to the firm’s product market.

4.4  Product market, labour market and strategic orientation

4.4.1 Product market

It is cvident from the results revealed thus far that SMEs placed significant importance on
responding to product market challenges. This scction will therefore delve into the nature of
the product markct. When asked, survey respondents revealed that they were experiencing high
levels of compctition. Two thirds (66.4%) of SMEs reported that they faced ‘many’
compctitors, with almost a third (31.8%) facing ‘few” competitors. Few SMEs reported that
they faced ‘no’ competitors (1.8%). A relationship was found between size and competition,
that is smaller firms reported higher levels of competition. A relationship was also found
between ownership and competition, with privately owned firms facing less competition than

family-owned firms.

The level of competition faced by SMEs appeared prefaced on a number of issues, but two
stood out. First, survey respondents were largely found to be competing in local or regional
markets. Nearly half (47.0%) of all SMEs rcported that they competed within local or regional
markets. Only a third (32.3%) of SMEs reportcd competing at a national level, with a fifth
found to compcte intcrnationally (19.8%). When compared against WERS 2004, a
considcrably higher proportion of SMEs within this sample were found to be competing
intcrnationally, a fact that might be partly explained by Kent’s proximity to Europe. When the
intensity of compctition was examined against the nature of competition the only strong
rclationship found was that those SMEs competing in regional and national markets were more

likely to face more intense competition (i.e. many competitors).

Sccond, when combined, over two thirds of all survey respondents were found to be competing
in ‘mature’ (41.7%), turbulent (18.9%) or declining (9.0%) markets. Fewer SMEs reported
compcting in a ‘growing’ (30.4%) markct. As with the intensity of competition, relationships

were found between the nature of the market in which SMEs were operating and size and
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ownership. Smaller firms found more likely to be competing in mature markets, and a higher
proportion of medium companies were found to be competing in growing markets. Privately-
owncd firms were more likely to be found competing in growing or turbulent markets. Family-
owned firms were more likely to be found operating within local/regional markets that were
rcaching maturity or experiencing decline. The picture painted earlier of family-owned firms
being less progressive may be partly explained by limitations placed on resources due to the

increascd levels of competition they were experiencing.

The stage onc survey also revealed evidence that SMEs were more likely to compete on the
basis of quality, findings that align with WERS 2004 (sce Table 4.18).

Table 4.17: Factors critical to competitive success

% of workplaces

Survey WERS 2004

Price & qualiry:

Dcmand heavily dependent on price 36 10
Dcemand heavily dependent on quality 69 50
Dcemand depends on offering both 20 25
Dcmand depends on neither 9 14
Other factors:

Offering quality and reliability 70 -

Offering product/scrvice with unique features 18 23
Customising to mect the demands of customers 33 46
Offering complex product or highly skilled service 11 24
Offering low price/no frills 5 .

Maximising availability or minimising delivery times 12 19
Developing a new product/scrvice 3 6

Offering high level of customer service 48 64

Plcase note: Price & quality obtained from survey respondents, N=217. Other factors obtained from personal
interview respondents, N = 74. Other factors are a combined score of respondents being asked at the personal
interview stage ‘what are the two most important factors for competitive success?’

A conflict was apparent, with a fifth (20.3%) of firms reportedly competing on a high
quality/low price continuum (i.e. compcte on offering better quality and better price than the
competition), a finding that brings into question the extent to which SMEs were dealing with
quality and price in a strategic manner. All personal interview participants were further
questioned as to what were the two most important factors to the competitive success of their

main product or scrvice. The most important factor related to quality and reliability cited by
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ovcer two thirds (70%) of all SMEs followed by a high level of customer service (48%). Taken
as a whole, these results emphasise the focus on product quality and that competitive success

relics on skill and discretionary effort.

In order to better understand the way in which SMEs made decisions in regard to their product
market, personal intcrview participants were probed on the nature of the decisions they took
with regard to their market, products/service and competition. SMEs were found to be relying
on anccdotal knowledge of their sector/market. Intervicwees mentioned that “the competition
is well-known to us” or *we know who our competitors are”. Few SMEs were therefore found
to undertake any objective rescarch into such issues. Despite this apparent lack of research,
nincty five percent of all SMEs surveyed reported that they possesscd a competitive advantage.
Taken together these results are significant as they denote that the majority of SMEs may not

understand competitive advantage in relation to their firm.

In order to gauge the relationship between firms and their customers, SMEs were asked what
percentage of sales turnover was attributable to their largest customer. Of those SMEs
surveyed, the dependence on larger firms for sales ranged from zero to eighty five percent,
with a mecan of twenty onc percent. Further analysis revealed that in the majority of firms
(52%) one customer contributed no more than ten percent of sales turnover, with only fifteen
percent of SMEs reportedly trading with a customer for over half of their business. Over a
quarter (27%) of SMEs did not supply large firms at all. These results demonstrate that SMEs
were, in the main, not as dependent on large firms as previously argued (Rainnie, 1989, Barrett
and Rainnie, 2002) and question the extent to which coercive networks play a role in HRM
practice adoption (Bacon and Hoque, 2005). These results also highlight the strongly

local/regional bias of the market in which firms competed.

4.4.2 Labour market

Labour market issues were earlier reported as key barriers to future growth. This section will
therefore attcmpt to provide an insight to the nature of the labour market that SMEs were
expcriencing. The majority of SMEs reported recruiting managers using a mixture of internal
and external methods (43.8%), resulting in over half (56.7%) of SMEs relying to some extent
on internal mcthods of recruiting employees into management roles. This would not be
particularly concemning if it weren’t for the limited attention given to managerial training
outlincd earlicr and calls into question the extent to which managers hold the appropriate skills

to fulfil their roles. For instance, further analysis identified that those SMEs that had recruited
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managers intcrnally (or not at all) were less likely to have a business strategy. Size was also
rclated to the recruitment of employees into management roles; the larger the firm the greater

the propensity to recruit managers externally.

Interestingly, three fifths (59.5%) of personal interview respondents reported that they
experienced difficultics in recruiting employees. Informal feedback during the personal
interview stage largely attributed these difficulties not in terms of attracting candidates, as
most SMEs rcported plentiful supply, but rather that applicants rarely matched the firm’s
expectations or requirements in terms of skill levels and aptitude. Additionally, when asked as
to the proportion of employces that were skilled when recruited, just over two fifths (41.9%) of
SME:s at the personal interview stage reported that their employees lacked the skills required to
perform their roles when recruited, with a fifth (18.9%) of SMEs reporting that all new recruits
were fully skilled when recruited. The majornity of employees that were recruited required

further training.

The majority of SMEs reported training/skill development to be important (72.9%)*', however
this was found to largely be as a result of the specific knowledge required of the firm’s
products and/or processes (41.9%) and the level of quality and/or customer service (37.8%).
Few firms rcported that training and skill development was important to personal or
profcssional devclopment (14.9%), employce morale and motivation (12.2%), to retain skills
(12.2%) or promote multi skilling (5.4%) or autonomous working (4.1%) across the workforce.
Few owncr-managers were able to formally describe those skills required by the firm other
than those relating to an employee’s specific task/role and, as will be reinforced later within
‘human capital’, this is where training focussed. As a consequence, SMEs are experiencing
scrious labour market challenges in regard to managers and employees. These results also

highlight that firms were not using RBV as an approach to competitive advantage.

4.4.3 Strategic orientation

When asked, half (49.3%) of those SMEs surveyed reported that they had a formal strategic
plan which scts out objectives and how they will be achieved, slightly higher than firms
reported within WERS 2004 (40%). When asked whether the firm had a formal vision™, two

thirds (68.9%) of firms rcported that their vision was informal. Few SMEs were able to

3' A positive rclationship was found between firm size and those companies reporting training/skills
development as important.
32 Base: Personal interview respondents, N = 72, 2 = missing.
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dcmonstrate the existence of a formal vision or strategic plan at the personal interview stage.
Vision and stratcgy were therefore, informal and lacked wider involvement and consultation.
Not surprisingly, a strong relationship was found between the existence of informal vision and
a lack of strategic direction. Privately-owned SMEs were more likely to report the use of a
strategic plan when compared to wholly family-owned firms, results that agree with WERS
2004.

Those SMEs that reported the presence of a formal strategy at the survey stage were asked
upon which issucs the plan focussed. Unsurprisingly, strategic concerns focussed on elcments
relating to the firm’s product market (e.g. market strategy) (78.5%), labour market (e.g.
obtaining suitable skills) (75.7%) and improving quality (72.9). The lcast likely issues to be
covered in an SME strategy were process innovation (46.7%) and employment practices
(44.3%)™. These results reveal that, at best, a fifth of SMEs may be adopting more progressive
working practices and typically do not form part of a wider strategic planning process in

SMEs.

SMEs wecre also asked at the personal interview stage as to whether they attempted to
anticipate change (i.e. market, competition etc.) or not. The majority of SMEs reported that
they attempted to anticipate change (60.8%), however it was questionable as to the extent to
which owner-managers were reporting this as an aspiration, rather than reality, especially
given the informality of strategic planning and the limited formal knowledge of competition
and markets highlighted above. Over a quarter (28.4%) of firms reported that they react when
nccessary, and although a minority, worryingly a tenth (9.6%) of SMEs reported that they

remained the same and did nothing at all when a change was required.

4.5 Human capital, social capital and institutions

4.5.1 Human capital

As we have moved through this chapter it has become evident that investments in a firm’s
product market appear to take precedent over investments in human and social capital. In an
attempt to shed further light on these issucs this section will aim to provide further insight to
the nature of human and social capital and institutional forces. Over half of all managers within

those firms surveyed did not hold any formal qualifications, results that align with those of

33 A third (34%) of SMEs surveyed within WERS 2004 reported that strategy covered employment relations
issucs.
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WERS 2004, and reveal the reliance placed on carcer-related experience at a managerial level.
The presence of managers with formal qualifications was found to be positively related to the
presence of a business strategy. Those SMEs with qualified managers were most likely to place
a strategic emphasis on skills and process innovation, whilst those SMEs that employed ‘some’
managers with qualifications focused on strategic issues such as skills and marketing. Those
firms did not have managers with qualifications were less likely to have a written business
stratcgy. These results highlight that formal management qualifications are related to the depth

of strategic considcrations and the performance of SMEs.

Despite the majority of survey respondents reporting training and skills development to be
important (72.9%) and that costs incurred in regard to training were scen as an investment
(79.7%), only two fifths (40.5%) of personal interview respondents allocated a budget to such
activitics. Furthecrmore, cost and lost staff time were the most significant barriers to training
cited by just under half of all personal interview respondents (47.2% and 45.2% respectively).
In the main, personal interview respondents reported that training was paid for as and when
required, if they could afford it, and that it would be assessed on an individual basis reinforcing
the limited investment in human capital alluded to earlier. The intentions of sampled firms
therefore appear largely contradictory to their actions, with little conceptualisation of how

investment in human capital relates to longer term development.

Surprising was the relatively high levels of training reportedly provided to employees by
SMEs. The majority of personal interview respondents reported that employees received
between two and five days of training per annum (43.2%) with a quarter of SMEs (28.4%)
providing employces with five days or more. Owner-managers reported that training was
provided to employees through a mixture of external courses and internal/on-the-job training
(51.4%), with a third (33.8%) of SME:s relying solely on in-house/on-the-job training methods.

Most intcresting, however, was the nature of training provided to employees.

As can be noted in Table 4.19 the most popular form of training provided to employees by
SMEs was hcalth and safety (69%). Given the highly regulated nature of health and safety in
the UK it is surprising that just under a third (31%) of SMEs had not trained their employees in
this arca. Aside from hcalth and safcty issucs importance was notably placed on task-based
activitics such as computer skills (53%) and the opecration of new equipment (51%). The
emphasis on the operation of new equipment may be expected given that SMEs were found to

draw on their supplicr networks for employee training, outlined below. Much less emphasis
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was placed on communication (28%), leadership (25%), teamwork (24%) and problem solving
(16%). As can be noted these results are not dissimilar to the WERS (2004) findings*. These
findings reveal that the skills development activitiecs of SMEs focus on an employee’s

immecdiate job role/task and other wider regulatory requirements.

Table 4.18: Topics covered in training for core employees

% of workplaces
Survey WERS 2004
Hcalth & safety 69 64
Computing Skills 53 40
Opcration of ncw equipment 51 44
Customer service/liaison 32 26
Communication skills 28 34
Quality control proccdures 28 29
Lcadership skills 25 19
Team working 24 27
Problem-solving methods 16 14
Reliability and working to dcadlines 12 14
Nonc of these 8 6
Equal opportunities 7 13

Base: survey, N=217. Survey respondents within this study were not asked to distinguish between training
that was formal off-the-job or on-the-job. WERS2004 data only includes formal off-the-job training,

4.5.2 Social capital

The nature of business, customer and supplier networks were also investigated through the
survey and personal interview stages. A minority (43.3%) of SMEs were found to hold
membership to a business network or club, with network membership being more likely
amongst smaller firms. Of those SMEs that held membership to a business network, only two
thirds (67.0%) reported that membership had assisted them in some way, a figure that reduced
to half (50.0%) when questioned at the personal interview stage®*. SMEs reported that business
networks were local and parochial (the term ‘a job for the boys’ was typically used) and that
advice was too gencric. Those SMEs that reported benefits noted that membership had assisted
with navigating regulatory and legal matters (31%), with business improvement (29%), and
had enabled them to share experiences and industry information (26%) along with providing

access to more general information (20%). Overall, these findings reveal that a minority of

3 Elevated responses within this study may be attributed to the fact survey respondents were not required to
distinguish between formal off-the-job or on-the-job training, whereas the WERS data includes only formal
ofI-the-job training.

33 37.2% of those SMEs reporting at the stage one survey stage that membership to a business network, club
or forum had assisted them were subsequently followed up during the stage two personal interview.
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SMEs hold membership to business networks, with three quarters of SMEs either choosing not
to intcract with other businesses through a formal network of club, or reporting little benefit of

such networks.

Similarly, just under two thirds (64.5%) of SMEs at the survey stage reported that relationships
with their customers or supplicrs had assisted them in some way. Three quarters (77.0%) of
thosc SMEs followed-up at the personal interview stage reported that their customer
rclationships had assisted them with product development (43.8%), sharing experiences
(37.0%), building new contracts (39.7%), providing access to new markets (34.2%) and market
intclligence (34.%). Supplicr relationships with SMEs were focussed around skills and training
activitics (38.4%), market intelligence (35.6%) and new product development (30.1%). These
findings, coupled with those above, reveal that few SMEs had developed wider support
nctworks, and those that had focussed their attention around resolving product market (e.g.

sales development), labour market (e.g. training development) and regulatory issues.

4.5.3 Institutions

A key challenge was found in attempting to separate out institutions and rules and routines as
scparate variables, as regulations and custom and practice were engrained in growth. All SMEs
within this study were non-unionised. As was been explored above, regulations (e.g.
cmployment, environmental, financial) to varying extents were dcemed to play a negative role
in future firm growth and the most popular form of training provided to employees was health
and safety rclated. Given that this is an area regulated heavily in the UK these results may
explain the cocrcive role played by regulation (DiMaggio and Powell, 1983, Bacon and Hoque,
2005). More voluntary forms of workplace practice and system adoption (e.g. IIP) had not
been taken up by SMEs. As a consequence of the above, and given the limited nature of firm
nctworks outlined earlier, it was considered important within the institutional dynamic to delve
into the sources of information and advice that SMEs were drawing upon. As a consequence,

this scction appceared to sit comfortably following human and social capital.

Whilst half (47.0%) of all SMEs were found to be members of a trade association, membership
of the other business associations was much lower. Just over quarter of SMEs were members
of a Chambers of Commerce (26.3%) or the Federation of Small Businesses (26.3%). Just
undcr a quarter of all those firms questioned held no membership or affiliation to a trade or
busincss associations (24.0%). When asked, SMEs reported that they were most likely to

obtain information and advice from accountants (71.4%) and lawyers (54.8%) and reported
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being largely satisfied with the advice provided. Just under half of SMEs sought advice from
other professional bodies (48.4%), with two fifths working with other business owners
(40.6%). The family was also noted to be integral to the information and advisory needs of just
undcr a third of all SMEs sampled (31.8%).

Taken together with those findings in the previous section, few SMEs were accessing external
advisory nctworks, and those that were focussed on financial, legal and product market related

activities.

4.6 Implications: emerging patterns of HRM & performance

This chapter has provided an insight to the preliminary patterns and context of HRM and
performance in SMEs. Having explored the extent and form of HRM earlier what has become
evident is that investigating HRM on its own means little more than a tick in the box. It is
therefore important to examine the wider context if we are to contribute to the debate as to

what influences HRM and performance in SMEs.

There appeared sensitivity to HRM issues by most firms, but operational challenges took
precedent over longer term developments to HRM and wider working practices. Growth and
performance challenges revolved around the product market and related to short term, reactive
changes to business need (Duberley and Walley, 1995, Cassell et al., 2002). Investments in
physical capital were favoured over human capital and dccisions were taken ‘as and when
required” and lacked strategic integration. Indeed, few firms displayed evidence of strategy let
alone one aimed at the management of employees (Scott et al.,, 1989, Harney and Dundon,
2007). Whilst stratcgic and managerial developments were positively related to performance
(Gilman and Edwards, 2008) SME:s placed a reliance on career-related experience and training
focussed on an employee’s immediate task/role. Overall, these results denote a limited
undcrstanding amongst SME owner-managers of the behaviours that are required to generate

longer term competitive success (Lado er al., 2006).

Having said this, results also revealed that SMEs had made changes to working practices in
response to growth & performance challenges. A large minority of SMEs had made, and were
contcmplating, a range of changes to internal structures, systems and practices. It was apparent
that those SMEs that had been responded to previous growth and performance challenges were
better able to articulate the HRM challenges they faced. It was evident that the modus operandi

of most firms was prefaced on a short term, reactive approach to product market challenges
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faced (c.g. generating more sales), a situation unlikely to change unless survival was
threatened. Could these findings reveal a potential role for environmental ‘shocks’ in
catalysing a change in firm behaviour (e.g. Ram er al., 2001)? Taken together, these findings
uncover the potentially significant role that that growth plays in the development of workplace
practice, such as HRM (e.g. Kotey and Sheridan, 2004, Harney and Dundon, 2007) along with
the role that the owner-manager plays in limiting or promoting opportunities for the firm

growth.

This prcliminary phase of rescarch has provided an introduction to patterns of HRM and
performance in SMEs and has reinforced the importance of understanding the wider context
within which firms opcrate. However, whilst evidence has been found of a relationship
between HRM and performance in SMEs, we are still left asking ‘why’? If we are to build a
more dctailed understanding on the relationship between HRM and performance in SMEs, and
the role played for instance by ‘shocks’ (e.g. Wright and Edwards, 1998), one must move
beyond these surface level practices and relationships and uncover the underlying casual
mechanisms (Fleetwood and Hesketh, 2010). The remainder of this research will do just that

by exploring these unanswered questions through a set of five detailed case studies.

4.7 Case study selection: identifying suitable settings for further research

The central question that emerges is: what are the underlying causal mechanisms that explain
why some SMEs are using more progressive working practices and experiencing higher levels
of performance than others? In order to identify these underlying causal mechanisms it was
considcred important to focus attention on a small set of cases. It was belicved that a multiple
casc study approach would increase the robustness of potential findings (Creswell, 2003) and

would promote theory development, reinforced by Downward er al. (2002):

‘Ovcerlap or consistency in the results of investigations in different contexts adds
weight to the rcalist account of the phenomcnon under investigation and, by
implication, increases the basis of a rational belief in that account’. (p496) [original

emphasis]

The survey and personal interview stages provided opportunity to identify suitable settings for

further rescarch. The sclection process and characteristics of the case studies are now explored.
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4.7.1 Sampling criteria

Following the preliminary research phase, attention turned to identifying those settings suitable
for further rescarch. It was considered important to identify settings that exemplified ‘typical’
cascs (Scawright and Gerring, 2008) i.e. SMEs that were introducing more progressive
working practices and were growing. A purposcful maximal sampling procedure was advanced
in two layers (Denscombe, 2007). First, personal interview participants had to show an
aspiration to grow and had to satisfy not just one but all five criteria adopted at the personal
interview stage (see Personal Interview Approach Sampling method on p64). These criteria
were subscquently applied to all 74 personal interview participants. 27 SMEs met all these
criteria and thus formed the population sample for the case study stage (please see Table 4.20

for a brcakdown by scctor).

Table 4.19: Casc study population sample

Sector lefizzge Sample Rep re.(s;;tation
Agriculture 01-02 2 2
Manufacturing 15-37 7 19
Construction 45 4 17
Wholesale and Retail 50-52 6 24
Hotel and Restaurant 55 1 6
Transport and Storage 60-64 1 7
Financial Services 65-67 1 3
Recal Estate, Rental & 20-74 6 24

Business Services

In addition to the criteria outlined above, a second layer of criteria were determined to ensure
maximal variation®®, along with providing an opportunity to explore the themes identified
within the preliminary phase of research. As a consequence, cases varied in terms of age,
ownership, structure and industry sector (Trochim, 2006) and displayed key HRM and growth-
rclated challenges. Firms also had to be open to the research and provide suitable research

access.

3 This would ensure that the sample would be broader than prior contextual studies. For example, Edwards

et al. (2006) study concentrates on retail (restaurants and catering) and manufacturing (clothing

trades and Gilman & Edwards (2008) concentrate on high tech firms. w r
TEMPLEMAN
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Of the 27 SMEs that made up the casc study population sample, five firms met the second
layer of sclection criteria. Following consultation with the literature and reflecting on resource
constraints (e.g. time, financial resources) it was considered that five case studies were
adequate (Hammersley, 1998) in order to promote the emergence of patterns and rival
cxplanations (Yin, 2009). Case studics represented all key sectors including: manufacturing;
construction; hotcl and restaurants; wholesale and retail; and financial services. Unfortunately,
the firm representing the hotel and restaurant scctor later declined to take part in the research.
Given that there were no SMEs that fully met the selection criteria outlined above it was
dccided that a further manufacturing firm would be included. This decision was based upon the
appreciation of the inherent diversity of the manufacturing industry, along with the ability to

include a contrasting casc within the same sector.

4.7.3 Case study characteristics

Table 4.21 bricfly summariscs the main characteristics of the five case studies. All case studies
were non-unionised. As can be obscrved, case studies were growing, and had implemented a
greater quantity of working practices than the average SME within phase one of the research®’.
Cascs were also purposively making changes in response to growth and performance
challenges. The decision was also made to include a set of ‘diverse’ cases (Seawright and
Gerring, 2008) within the sample. CCTV Co. and Mortgage Co. were chosen because both
firms were expericncing high growth but had implemented a contrasting numbers of working
practices. Whilst Kitchen Co. was also growing, the firm had implemented the least number of
working practices when compared against the other case examples. For reasons of

confidentiality all case studics were allocated appropriate pseudonyms.

4.7.4 Method of administration

Overall, 33 interviews were conducted across the five case studies. All managers within the
firm were interviewed. As noted earlier within the methodology, the bias towards interviews
with managers was taken because employees were typically not party to wider discussions and
were therefore less aware of the broader issues affecting the firm (e.g. business structure and
performance). The job title and tenure of interviewees, along with the type of interview, can be

viewed in Table 4.22.

37 Survey respondents had implement on average 11 working practices.
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3-ycar growth trend

Organisation Description sIC Location Age Size Sales turnover Employment Working
Industry scctor p (Kent) (years) (employees) (% increase) (% increase) practices
Cable Co Manufacturer of cable markers 32 North East 63 28 0-15 0-15 22
Manufacturing

Kitchen Co Kitchen Manufacturer 36 West 12 23 0-15 0-15 12
Manufacturing

CCTV Co CCTV Installers 45 Central 19 12 15+ 15+ 15
Construction

Bearing Co Distribution of bearings 51  North West 18 16 0-15 0-15 23
Wholcsale

Mortgage Co Commercial mortgages 67 West 17 52 15+ 15+ 28
Financial

Services
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Table 4.21: Interview participants according to case study organisation

Organisation Tenure I
terview by;
Role title (Years) Y bpe
Cable Co
Managing Dircctor 6 Manager interview (Gatckeeper)
HR and Finance Administrator 27 Manager interview (HR)
Technical Dircctor 33 Manager interview
Production Development Manager 25 Manager interview
Production Opcrative A 20 Employee interview
Production Opcrative B 11 Employee interview
Kitchen Co
Managing Dircctor 12 Manager interview (Gatckeeper)
Sales & Marketing Director 5 Manager interview
Office Manager 11 Manager interview (HR)
Workshop Manager 11 Manager interview
Production Operative A 5 Employee interview
Production Operative B 3 Employee interview
CCTV Co
Managing Dircctor 19 Manager interview (HR)
Finance Director 18 Manager interview (Gatckeeper)
Business Development Dircctor 7 Manager intcrview
Sales Manager 6 Employee interview
Service Engincer 4 Employce interview
Installation Engincer 10 Employee interview
Bearing Co
Managing Dircctor 18 Manager interview (Gatekeeper + HR)
Commecrcial Manager 8 Manager interview
Internal Sales Manager 11 Employee interview
External Sales Manager 10 Employee interview
Markecting Assistant 1 Employee interview
Mortgage Co
Managing Dircctor 17 Manager interview (Gatckeeper)
Finance Dircctor 6 Manager interview
Operations and HR Dircctor 3 Manager interview (HR)
Hcad of marketing 5 Manager interview
OffTice Manager <l Employee interview
Administration Exccutive 1 Employee interview
PA to Hecad of Sales 3 Employee interview
Mortgage Consultant 1 Employee interview
Product Support Manager 1 Employee interview
Technical Support Analvst 1 Employee interview
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The variability in the number of interviews conducted was related to the level of access granted
by the organisational gatckecper, the availability of the interviewees, and a judgement by the
rescarcher of what was considered appropriate. All managers of each case study were interviewed
once and intcrvicws were addressed to a cross section of at least twenty pér cent of the total

workforce in cach case study.

Each of these case studics will now be further examined in turn through a within-case analysis
allowing for the identification of the underlying causal mechanism between HRM and
performance. In order to achicve this, each case will follow the critical realist approach to case

analysis outlined by Easton (2010b), which involves:

*...developing a rescarch question that identifics a research phenomenon of interest, in
terms of discernible events, and asks what causes them to happen. The key entities
involved, their powers, liabilitics, nccessary and contingent relationships are then
provisionally identified. Rescarch then proceeds by capturing data with respect to
ongoing or past events asking at all times why they happened or are happening and taking
into account the problems and issues associated with interpreting the empirical data back
to the rcal entitics and their actions. The research process is one of continuous cycles of
rescarch and reflection. The final result is the identification of one or more mechanisms

that can be regarded as having caused the events’ (p128) [emphasis added].

The author will then discuss the most significant findings within both research phases and will

consider how they interact and extend prior discourse in Chapter 10.
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Chapter 5

Case study 1: Cable Co

s. Introduction

This chapter reports the case study findings at Cable Co., a small manufacturing firm that
fabricatcs high performance cable markers for the acrospace, defence and rail sectors.
Established in 1934, the firm operates on an industrial estate in Broadstairs, East Kent. The
firm had developed a market niche within a multi-billion pound international industry. Where
their compctitors had diversificd to provide a range of ancillary products, Cable Co. had opted
to specialise in the fabrication of high quality cable markers that were capable of performing in

harsh environments®®:

*...we get our ink sitting under the surface. All our competitors put surface mounted ink

on the cable which can be susceptible to extremes and abrasion’. (managing director).

Cable Co. was originally brought to the UK in 1934 from Switzerland, along with another
unrelated business (a curtain rod manufacturer), by the HR and Finance administrator’s
grandfather. Up until the early 1980s both businesses ran on the same site until they were split
through a management buyout and now operate scparately. At the time of interview, Cable Co.
had 27 employecs and had achieved a sales turnover of £1.4 million. As will be explored later,
the firm had previously experienced higher levels of sales turnover and employment at various
points in its history. In 1984 the firm reached its largest at 53 employees and a sales turnover

of £2.2m.

Cable Co. is partly family-owned, with ownership shared between the managing director, who
is not a member of the family, and the HR and finance administrator who is the granddaughter
of the original founder. The managing director had been with the firm for six years, and prior
to this the firm was wholly family-owncd and managed by the grandson and granddaughter. At
time of intervicw respondents held an average tenure of over twenty years with the managing

dircctor being the most recent to join the firm.

3* The firm's activity is formally recorded as installation of insulated wire and cable (manufacture) and
relates to SIC code 33.20 (2007).
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5.1 HRM, management style & organisation

5.1.1 HRM practice

The managing dircctor reported at the survey stage that Cable Co. had implemented a total of
22 out of 40 working practices (See Table 5.1). These observations reveal that Cable Co. had
implemented twice the number of practices than the average SME within the survey stage and
were above the average within their sector. Whilst these results, on the surface, demonstrate
positive signs of work practice adoption, they provide little insight to the form that practices
took at a workplace level. Table 5.2 presents a more detailed analysis by practice comparing
the initial survey with the case study results. It became apparent that practices varied in their

form and coverage, and it is this that we shall now explore.

Table 5.1: The distribution of work practices by component at ‘Cable Co’

Component Cable Co.
Survey  Sector
Mean Mean Reported Actual
High Involvement 3.0 33 6 6
Human Resource 53 6.7 10 8
Reward & commitment 36 40 6 3
Total 119 14.0 22 17

Table 5.2: The incidence of work practice adoption at ‘Cable Co’

Survey Case study evidence

High Involvement Practices (HI)

Strategic integration

Process improvement

Culture change programme
Work organisation

Teamwork

Quality circles
Communication arrangements

<

Yes — ‘Lean team’

el

Yes — at a mgt level

* «

Team bricfings

WCl/consultative committce

Trade Unions

Staff suggestion scheme

Staff attitude survey

Sharing company information via newslectter

Sharing company information via intranet

Sharing company information via notice board
Training/skills development

Communication skills

Teamwork skills

Problem solving skills

Yes — in production, mgt-led
No awareness

Yes — formal, infrequent use

Yes — operational
Yes - basic

LA™ * (%" g

E

Human Resource Practices (HR)
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Forccasting staffing X
Employment practices X
Skills development v Yes
Improving quality v Yes
Customer satisfaction records v No evidence
Work organisation
Multiskill v Informal
Quality management certification (ISO 9000) v Yes
Employment practices
Formal recruitment & selection v Yes - formal
Sclection testing (e.g. psychometric) X Yes - production employees
Staff induction v Informal
Staff appraisal v Yes ~ formal
Training/skills development
Equipment operation skills v In-house - informal
Quality control skills X Yes — in-house/formal
Lcadership skills v Yes — at a mgt level
Workforce diversity skills X
Reward & Commitment practices (RC)
Strategic integration
Absentecism records v Yes - part of appraisal
Labour turnover records v Informal
Communication arrangements
Employee job satisfaction records v Yes - part of appraisal
Pay & reward practices
Formal pay systcm X
Performance related pay X Yes - sales employees
Profit related pay X
Employce Share Options (ESOP) X
Commitment practices
Intecrnal promotion v Informal
Job sccurity v Informal
Harmonised terms and conditions v No - working hours & pay disparity
Other contextual variables
Strategic integration
Productivity records v Yes — production
Communication arrangements
Communicate through mgrs v Yes - direct and top down
Communicate by email X Yes - office only
Training/skills development
Training/skill dev. is important v Yes
Health & Safcty training v Yes - in-house/informal
Customer scrvice training v Yes ~ in-house/informal
Organisational standards
Investors in Pcople v Yes - accredited
Working hours
Greater than 35 hours per week excl. OT v Yes
Greater than 35 hours per week incl. OT v Yes
Sources of advice
Mcmber of EA X
Sought advice from EA X
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High Involvement Practices

A strategic emphasis had been placed on process improvements at Cable Co. and these linked
to a widcr strategic plan. On joining the firm, the managing director had recognised that the
production process for the firm’s established product was labour intensive and inefficient, and
rclicd on old-fashioned processes. In order to develop new processes, and realise greater
efficiencics, the managing dircctor had sought to introduce lean manufacturing techniques to
the workplace. Subsequently, investments had been made in developing the knowledge of the
two employces in particular, the technical director and production supervisor, who assumed
‘champion”’ roles. These champions had attended a government-funded training programme
and a local best practice network focussed on Lean. The managing director had placed an
cmphasis on a ‘hands off” approach and time was being released for an internal ‘Lean team’ to

make these improvements:

‘...it was decided that rather than top down it would be better to get roots up...to
involve a couple of key pcople in production, two people who have worked here but
one is me for 27 ycars and the other slightly longer...they are part of the Lean tcam’

(technical director).

However, involvement was not just been reserved for these champions, with other employees

at a shop floor level also becoming involved in workplace developments:

‘I have not personally [had training in lean] but some of the others have and they are
passing that onto others, its in-house training if you like...I designed the drying and
dipping arca, so it is more easy to work in whereas before we were walking a long

distance...” (production opcrative B).

That is not to say that these improvements were progressing smoothly, indeed progress

appcarcd sluggish. This had led to frustrations being voiced by the managing director:

‘...we have done training and development and it has been a waste of time...the
weakness that I have is that I have not said I want to sce this or this change in
productivity, but I would have expected them to...come back to me and say ‘we think
we can do this’ and ‘improve this’. I have not had any of that so I am a bit frustrated...”

(managing dircctor).
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It was evident that the Lean champions and other production staff lacked key production and
lcadership skills and had been afforded little opportunity for involvement prior to the managing
dircctor joining. Whilst evidence was found of increasing levels of involvement in process
improvement at managcrial level, employees in general were not involved in decision making
relating to operational and strategic matters. It beccame clear that teamwork related to the
management tecam, with tceamwork operating on an informal basis at an employee level. Team
bricfings rclated to management tcam mcetings and management subsequently communicated

dccisions to the shop floor via daily production meetings.

Communication was therefore, management-led and direct an approach that was believed to
work. Employees rcported management to be approachable. It later transpired that the firm’s
intranct was an MRP system which did little more to promote communication outside of
opcrational matters. Whilst employees confirmed the existence of a suggestion box scheme, it
was uscd infrequently. The lack of a formal consultation between management and employees

on wider matters outside of production had resulted in a level of mistrust:

*..they give us the idea of it, but there is a lack of communication...you just get
rumours, then a little be more would get added, that is just how it goes, it is like

Chinese Whispers® (production operative A).

‘I think that [communication] has been the biggest problem, it is getting better but it is
still a long way short of consultation between management and workers...they seem to
think it is them and us...I do not think they mean it but they just say ‘nobody told us
about that’. Sometimes they do neced to tell the staff ‘that’” (production operative B).

Human Resource Practices

Training and skills development activities had been recognised at a strategic level within the
firm. This was evident not only in the introduction of specific production knowledge, as
outlined above, but also through leadership training that managers attended externally at the
local college. As will be explored later, attention within production had turned towards the
development of a new high-tech product line that required high skilled personnel. Training on

the existing production line was dclivered informally, on-the-job, through a buddy system:
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‘It is all in-house training...the new person will shadow an experienced worker; it is a
buddy type thing. It works because they get involved in the company a lot more’ (HR

and finance administrator).

Quality was clcarly important, with accreditation forming an integral part of fulfilling the
firm’s existing and future contracts. Decisions in relation to quality were reserved for the
management tcam. This translated into a limited involvement at an employee level in quality
issucs other than those relating to their immediate job role. The management-led nature of

quality however did not always reccive satisfactory buy-in from employees:

‘...we have checkers and the last one it goes through signs it, but it doesn’t get done. It

is not always uniform unfortunately’ (technical director).

Whilst induction and multiskilling practices were reported at the survey stage, little evidence
was found at the casc study stage. The firm’s induction process was reported by production
cmployces as ‘informal’ and multiskilling related to the firms informal on-the-job training
outlined above. Recruitment involved an application and interview procedure, but was
infrequent with the majority of employees holding long tenure. Whilst the managing director
had initially not reported the use of psychometric testing, it later transpired that some recent
ncw recruits had experienced such tests. A formal appraisal scheme had been developed by the
managing dircctor as a conscquence of the Investors in People standard. The managing director
presented the appraisal as a developmental process to aid communication with the workforce

and the generation of new ideas:

*...we have a one to onc, it is not an appraisal, and we were very determined not to call
it this. It is done by non line managers...it takes about three different areas of the
companics vision and strategy and we ask: ‘what do you do in your role that you feel
you are particularly good at’...*how can that help other people in the team’ and you
identify that they could be a key worker and a key trainer and they can pass that
knowledge onto other people. Then we move on to say ‘what areas of your duties do
you feel nced improvement and how we can provide training for them’. On the form
there is always arcas for innovation and new idcas because what we have been doing

we have been doing for 40 years® (managing director).
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Employees confirmed the presence of this practice through the experience of more ‘structure’,

but provided little feedback in regard to its content.

Reward and Commitment Practices

Issues in rclation to absentceism were resolved as and when they occurred between
management and employees and were reviewed as part of the appraisal process. Employee job
satisfaction was also an element included within the appraisal process. When questioned, the
managing dircctor provided detail on employee tenure, but did not need to consult any records.
In this respect, size and proximity were seen to facilitate a level of informality. Pay was
informal, and dccided on a personal basis and related to experience and an element of job
content. A number of non-pay benefits were provided by the firm including; pension scheme;
privatc health insurance (applicable to management only) and full sick pay (applicable to

cmployces who had been with the firm for at least two years).

Pay across all employces was reviewed individually and annually, but did not necessarily
cquate to a wage increase. Production employees reported that wages varied depending on
‘who you are’ and ‘where you work’. Despite production employees reporting that pay was a
private issuc and not for gencral discussion, wages amongst production employees were
discussed. It was clear that management dctérmincd wages, but would review pay if changes
were made to job roles. Employees that had taken on increased levels of responsibility had
received higher levels of pay as a result. Whilst the managing director reported that the firm
did not use performance related pay at the survey stage, it later transpired that sales employees

did reccive bonus payments.

When asked, production employees felt that their jobs were secure, but reported that they were
unsatisfied with pay and promotional opportunities with little opportunity for internal
promotion. This appeared somewhat contradictory to reports by the managing director that he
had purposcly not recruited employces externally, preferring to work with employees within
the firm. Evidence demonstrated that internal promotion had not only been progressed at a
managcrial level (e.g. the promotion of the production manager to a production development

role) but also at a shop floor level including the recent promotion of a production operative to a

supervisory role:
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‘I started as maintenance engineer and then I progressed to this [production
supervisor], they asked me to do it, and I have been doing it for about a year now’

(production opcrative B).

Decspite the managing director reporting at the survey stage that the firm had harmonised terms
and conditions, production employees reported this to not be the case. A clear disparity was
obscrved between hours worked and pay rates. Whilst the standard contract for employees in
production was 40 hours per week excluding overtime, employees in the offices worked 37.5
hours per week. There was an incquality between male and female employee wages, although
this was an arca that the firm had recognised and was in the process of rectifying. Production
cmployces commented that the level of effort they had to put into their jobs was quite tiring
and that their jobs required them to work hard. Indeed, employees reported working up to 50
hours per week including overtime. When questioned, the managing director reported that

working hours responded to fluctuations in work levels, and that this was a regular occurrence.

In general, production employees reported that they were very satisfied with; the quality of
relationships with other employees; satisfied with; their ability to influence decisions or how
they work; and, their ability to develop skills and knowledge. Production employees reported
that their satisfaction had increased as a result of the new managing director and developments

madc to the management tcam:

‘I think it has increased now. I was a bit concerned at first, but since the management

takeover it scems to be going in the right direction’ (production operative B).

It was clcar that the managing director was appreciative of the pressures of home life and had
promotcd opportunitics for flexible working to all employees. This did not so much translate
into a formal policy, but rather that agreements were made on an individual basis with
particular employees (e.g. working mothers) and a level of discretion was shown outside of
these contractual arrangements. Aside to the relationships held with other members of the

workforce, the level of flexibility was reported by employees as a key reason for working for

the firm.

5.1.2 Management style

At the survey stage, Cable Co. reported having an individual who held part or sole

responsibility for human resources; however it later transpired that the granddaughter balanced
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a dual role for human resources and finance. The granddaughter held no formal human
resource qualifications and the HR aspect of her role revolved around statutory personnel tasks
such as payroll and holiday entitlement. The firm accessed legal advice through an external
firm. It was therefore clear that the human resources function was relatively undeveloped and

played a functional’administrative role in the firm:

‘It was one of those situations when you are a small company, we just had not got the
resources so I just fell into [HR] like so many other things and I just do it to the best of
my ability. It is not idcal because 1 cannot concentrate necessarily on one thing and 1

was doing accounts before” (HR and finance administrator).

The organisational structure of Cable Co. had changed since the new managing director had
joined resulting in the creation of a management team. This management team consisted of the
managing director, a production development manager, the technical director and a sales and
markcting manager. It was clear that the managing director believed that future success would
comec as a result of accessing the embedded knowledge and skills within the firm. The
managing dircctor therefore drove a more inclusive approach and placed an emphasis on

employce involvement.

These developments enabled the firm to change its emphasis on fulfilling existing work
rcquircments to the development of new products and processes, a change promoted through
the rclocation of the production manager into a production development role. This
development was supported by the intcrnal recruitment of production supervisors and, as noted
carlier, initial training was being provided in leadership and management to develop the skills

of these new production operatives:

‘They are production supervisors and 1 véry much take a back step. I have said to them
[the production supervisors]...come to me if you have a problem, but as far as everyone

clse is concerned it is your responsibility” (production development manager).

5.1.3 Organisation

At the survey stage, the managing director reported that the firm was accredited for ISO9000
quality management systems, Investors in Pcople (IIP), preferred supplier status, and
product/scrvice certification. Further analysis at the case study stage revealed that the firm also

held a specific industry standard for the acronautics industry (EN9100) which placed an
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emphasis on quality, safcty and technology. Indced, quality management accreditations were

dcemed to be critical to the firm’s operations due to the nature of the products they supplied:

‘...we have accreditations...we have to be approved to a certain standard. Approvals,
certification, conformities, everything is fundamental, everything we say to a customer
‘it is manufactured to an international standard’...we cannot afford to downgrade that
because we are governed by so many approvals and accreditations’ (managing

director).

The pressure excrted on the firm through customer standards and accreditations had led to the
crcation of a bijou testing laboratory that processed all goods received and dispatched.
Responsibility for quality remained at a management level, through the Technical Director.
That is not to say that the Technical Director had not looked to include employees within the
management of quality, but there appeared limited understanding as to how he might be more

inclusive:

‘We try not to put too much pressure on anybody here...we have customers come in
who wanted SPC [statistical process control] and records; all that sort of thing...Well
he said [production opcrative] that he did not have time to stop every five minutes and
measure loads of stuff and write it down and report it, obviously it is not in his brief so

we tended to let it become an inspection operation’ (technical director).

Whilst quality procedures were not always followed by employees, as outlined earlier, it was

evident that a quality-led approach had been embedded across the workforce:

‘...we do try and make sure [tpe quality of the product]; we know we have got to keep

up the quality® (production operative A).

*It is paramount for us as a small company; we are the only ones in the world who do it

by hand so it has got to be good quality...” (production operative B).

The managing dircector had taken steps to formalise the firm’s vision and values and a range of
other processes (c.g. tcamwork, appraisals etc.) and employees reported that they shared the
vision and valucs of the firm. It was evident that the changes being made linked to a wider

dcsire for professionalisation by the managing director and that IIP had played an important

rolc:
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‘IIP accreditation means that every member of staff understands the mission, the vision
and the values of the business. They [employees] understand what we value and they
understand what they do every minute, every hour and how that impacts on the

business’ (managing director).

Aside to specific industry standards, the managing director was also driving the introduction of
increasingly complex forms of technology. In addition to basic forms of technology (e.g. PCs,
computcrised accounts, internet, and mobile phones) investments had also been made in
computcriscd production control (MRP) and a computerised client management system
(CRM). As with the introduction of Lean methodologies, the introduction of more complex
forms of systcms was not without difficulty with resistance to these new ways of working

being displayed by employees:

‘...we have an MRP system...we have bills for material and cross reference systems to
tcll you what you have uscd, how you need to do it, what job has got to be done first,
but there is an element of disregarding the MRP system and working on the old

system’ (managing director).

The managing director had also driven the development of broader forms of performance
mcasurement. Aside to financial measures of performance, records were kept on productivity,
quality, training, job satisfaction, and customer/clicnt satisfaction. Whilst the managing
director and wider management tcam could sce the value of generating management
information through such systems to inform dccision making, as outlined above, employees
were typically not involved in these wider operational and strategic discussions. Analysing the
performance of employces therefore largely relied on personal and direct observation by the

managing tcam and production supervisors.

The ncglect of the firm’s current MRP system, as with the firm’s quality management
procedures, typified the limited understanding that employees had as to how these systems
worked in reality and what their wider purpose was. It was evident that once one moved
beyond the formality portrayed by the managing director and management team an
undercurrent of informality was retained and regulated by employees. This reality appeared
promoted through long job tenure and a preference for intemal promotion. For instance, the
recently promoted production supcrvisors had been recruited from the shop floor. Whilst these

individuals were, at time of investigation, attending leadership and management training it was
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clear that they were keen on retaining a level of informality and flexibility between themselves

and their colleagues:

‘It is quite informal which I tend to agree with, I think it is okay if you have got a big
company then it has to be formal but when it is small you need the management to be
talking, that certainly helps as it is more friendly, in a big company you may only sce
people once in three years! When there are only about a dozen of you on the shop floor

you need to be a little bit more flexible’ (production operation B).

Having considered the above, what do these findings tell us in regard to this study’s research
questions, namely: RQ1) the extent to which Cable Co. was adopting HRM practice and RQ2)

the form that HRM took? We shall now review the implications of these findings.

5.1.4 Reviewing the extent and form of HRM practice at ‘Cable Co.’

Casc study analysis found evidence of twenty out of the twenty-two practices that were
reported during the initial survey stage. Limited support was found for the practice of
harmonised terms and conditions, with variation being observed in relation to gender and role.
No evidence was found of customer records (i.e. relating to formal feedback on employee job
performance from customers). In fact, if one were to rate the existence of HRM on the
presence of ‘formal” HRM practices that covered all employees one would have concluded that
Cable Co. had only implemented three practices out of the twenty-two practices initially
reported, namely: appraisal; recruitment and selection; and a suggestion scheme. Not only do
these results indicate inconsistencies between the data collected during phase one and phase
two of this research and provide evidence of over claiming, they also draw attention to the

varicd form that HRM practices took within Cable Co.

What became evident is that practice coverage varied across employees. For instance,
tcamwork included the management team but not employees, process improvements involved,
to varying extents, those in production but not in the offices, and performance related pay was
rescrved for employces holding sales-oriented roles. The content of practices also varied.
Practices were not static, but were evolving. The attempts made at Cable Co. to transit towards
a more formal statc meant that a clear line could not always be drawn between formality and

informality, and it is even questionable as to the extent to which such a distinction would have

been helpful.
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Taken as a whole, these findings reveal little formal evidence of HRM practice in Cable Co.
The firm held no formal knowledge on HRM. Involvement, in the majority, was reserved for
management, with employees being largely confined to their immediate job task/role. Those
practices that had been developed were management-led and suffered from a lack of employee
buy-in. This predicament appearcd exacerbated by the limited investments made in human
capital in the past and the limited opportunities afforded to employees for wider involvement
in decision making. Employees held a limited understanding as to how and why new practices,

processes and systems were being introduced and what their wider purpose was.

Having said this, cvidence was found of green shoots of working practices, such as the
emphasis placed on process developments and the implementation of an appraisal system.
These practices appearcd to be promoted through the desire, on the behalf of the managing
dircctor, to pass control to other employees within the firm. Formal communications structures
had been created, regular management team meetings were held, and management and
supcrvisory staff were receiving training. These changes were, in effcct, promoting the
introduction of more formalised working practices, and working practices were playing a
supportive rolc to these wider intcrnal developments. The development of formality in this

respect was not sccn as negative, it was scen as necessary.

What this Icads us to ask is, why now? Why was Cable Co. making these changes? It is this

that we shall now explore.

5.2  Growth: HRM challenges and transitions

Whilst only five years of archival data had been requested at time of interview, the managing
dircctor provided 24 years of financial and employment data. The trends of which can be
viewed in Figures 5.1 and 5.2. The firm had grown its sales turnover on average 6.7 percent
per annum over the past five years, increasing from £1m in 2002 to £1.3m in 2006, in
agreement with the 0-15 percent average increase reported at the survey stage. Whilst the firm
had begun to arrest its decline in employment, the overall trend translated into a decline of 2.0
percent per annum over the last five years, well below the 0-15 percent average increase
reported at the survey stage. In agreement with the previous section, these findings
demonstrate the difficulties of relying on self-reported data. They also denote that employment
growth lagged turnover growth at Cable Co.
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The managing director explained that whilst the underlying size of the firm was in the region
£1.3m, Cable Co. had experienced two noteworthy peaks in sales turnover in 1992 and 1997.
This was as a result of securing large refurbishment contracts for London Underground
following the King's Cross disaster in 1987. Cable Co. had been chosen for these contracts
having developed a cable marker that was flame retardant and did not emit smoke. Following
the completion of the second contract in 1997 the firm had entered a period of decline. The

gradual decline of Cable Co. is better illustrated by their employment trend in Figure 5.2.

Figure 5.1: Sales turnover and profit trend at ‘Cable Co’
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Figure 5.2: Employment trend at ‘Cable Co’
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The gradual decline that the firm had experienced prior to the new managing director joining
appeared to be largely as a consequence of the approach taken by the previous managing
dircctor (the grandson). The grandson had managed the firm in a highly autocratic manner

which limited opportunitics for employee involvement:

‘If you can imagine a managing director running the place pretty much as an autocrat
and department managers were not allowed to make any decisions, so they were
perceived to be weak..when I came along I asked the managers ‘what are the
answers?’” Here was some responsibility and they did not have the skills or the

understanding, so it was a scary time’ (managing director).

A fact confirmed by the granddaughter:

‘I was just told to sign a few papers here and there it was obviously just to keep things
okay with the accountants. I had very little input it was very much a one-man band. He
oversaw everything, even to coming in to open the post at the weekends. He wanted to
sce all the post before it went anywhere, so he absolutely had his finger on the pulse...’

(HR and finance administrator).

It was also apparent that the grandson’s accountancy background drove an overt focus on
financial performance. The granddaughtcr explained that her brother preferred to accrue profits
and camn interest on these profits, rather than reinvesting in the firm’s human and physical
capital. This was emphasised by the Technical Manager who had been with the firm during

this time:

‘...the previous MD would say petrol is expensive so telephone, do not go and see too
many people and do not go if there is a problem. For years we had technical reps not

sales reps; they would have a sales meeting once a year’ (technical director).

As a result of the above the grandson had stifled growth and the firm’s revenues gradually
declined, until a loss was made in 2000/2001. It was at this point that the grandson believed
that ‘the good times were over’ and he sought to exit the firm. The grandson initially employed
a gencral manager as an interim managing director to run the operations. Whilst the general
manager lcft shortly after this duc to underperformance, he had recognised the need to invest in

the firm's sales and marketing activitics and had employed a new sales manager. When the
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general manager left, the new sales manager decided to buy the grandson’s shares, recognising

the firm’s potential:

‘There were a lot of good things here that were about the brand with the existing
customers, their service and also the high performance products...it was either a failing

busincss or a shining diamond that had gathered a bit of dust’ (managing director).

As a conscquence, the sales manager took on the role of managing director and set about a
process of redevelopment. The managing director reported that the changes made within the
initial two ycars under his leadcrship revolved around generating increased sales and reducing
costs where possible. It was only once sales turnover had been stabilised, and profits were
being gencrated, that investments were made organically in future developments. What this
means is that much of the developments to working practices reported within the previous
scction had come as a result of this change in leadership, and had only taken place in the two

ycars prior to investigation:

*There were a lot of things that we were consumed with in the first couple of years and
so without doing too much externally we did stop the revenue going downward. It is
only in the last 18 months we have been able to come out from that salvation and say

what is it we need to do in terms of development’ (managing director).

The managing director reported that he was growing the firm at an organic rate through the
reinvestment of profits. Over the last couple of years, profits had been accrued and reinvested
in updating existing machinery (£25k), new capital equipment (£150k) for new high
technology product line and Information Technology (£25k). It was believed that these
investments would provide opportunities to develop new products for existing and new
markets and would provide a return in the long term. Employees were buoyed by the new

investment-led approach taken by the managing director:

*...you can do so many projects but if you do not finish them off then you cannot use
them and if it is not working then it is not eaming you any money...there are going to
be a lot of changes with the managing director...he is quite happy to spend money on
new products and all this sort of stuff, so there are very good times ahead’ (production

development manager).

-121-



Phase 2: Case Study Findings at Cable Co

The way in which the firm responded to these growth and performance challenges outlined

above related to a range of influences. These influences will now be explored at greater length.

5.3  Product market, labour market and strategic orientation

5.3.1 Product market

Cable Co. compcted against a small number of much larger competitors, such as BAE Systems
and Airbus. The niche that Cable Co. had created in high performance cable markers had
allowed the firm to effectively trade under the radar of these larger firms (Rainnie, 1989). The
firm’s products had also been written into long-standing technical specifications with
customers, meaning that barricrs to entry for competitors were high (Porter, 1998). Cable Co.
supplicd a diverse range of customers and did not rely on any one customer. Whilst the firm’s
product was relatively low cost, pricing was subject to some control by the firm. Taken
togcther, these factors had afforded the firm much of its historical growth success, but had also

bred a level of compctitive complacency.

Duc to the legacy of established contracts the grandson had made little investment in
developing new products or markets. However, these contracts that had once provided the firm
with protcction from competition were increasingly coming to an end. These factors had
contributcd to the firm’s gradual decline in revenues. On joining the firm as a sales manager
the new managing director quickly recognised these failings and took a proactive approach in
responding to these issues. In order to stabilise the firm initial emphasis was placed on
identifying new markets for the firm’s existing products and driving efficiencies in the firm’s
cstablished production processes, as explored earlicr. However, the managing director held a
belicf that the long term future of the firm lay in new product development in order to generate

new revenue streams:

‘..we¢ have got a £1 million turnover and of that probably £600,000 is this high
performance labour intensive way..by growing other areas of the business and
automating ncw products means the dependency on the labour intensive areas of the

business is diminished’ (managing director).

Subscquently, the managing director set up three new product lines. One product focussed on
the supply of low cost pre-approved cable markers, which were imported from China and

resold under the Cable Co. brand. Another product resulted from backward integration with an
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extrusion firm who located their production process within Cable Co. This meant that Cable
Co. were better able to control the quality of the product entering their production process, and
greater opportunity was afforded for new product innovation. The third product related to the
development of a pre-approved cable marking system that would allow customers to print their
own cable markers. This development required a significant investment in high tech machinery
and the recruitment of advanced design and production skills that the firm, an investment that

could only be made once profits were accrued over the last couple of years.

Whilst under the grandson Cable Co. firm had retained a UK-centric focus, the new managing
dircctor looked to develop new international markets for the firm’s established and new
products. Relationships were developed with distributors who provided access to new markets
in Europe (e.g. France, Germany and Italy) and Asia (e.g. China). It became apparent that
customers in China held a desire for local forms of supply, so the firm established a satellite
office in Hong Kong and recruited a home national employee. New markets were also
developed, such as the fibre optic cabling market in Denmark and renewable wind energy

locally in Thanct.

The product developments outlined above were made possible through the exploitation of
existing knowledge within the firm and the introduction of new forms of knowledge to the

firm; this process will now be explored.

5.3.2 Labour market

On assuming his new role the managing director had taken the decision to internally recruit the
management tcam and draw on the embedded knowledge within the firm. However, the formal
qualifications of these managers were largely technically based (e.g. chemistry, electronic
engincering etc.) and nonc of them held any formal management of lcadership skills. The
technical director was a qualified polymer chemist and the production development manager
was a qualificd electronic engincer. The managing director recognised the weaknesses of

existing managers and had invested in skills development opportunities:

‘He [the managing director] could see there had been a lack of any real training in
management skills. I went on a five day course over at the Thanct High Tech centre. It
was called ‘how do I manage?” That was quite good and it was nice to be involved with
about four or five companies nctworking and seceing how other people address

problems and that sort of thing’ (technical director).

-123 -



Phase 2: Case Study Findings at Cable Co

Employee recruitment was an infrequent process. The firm reported an average length of
tenure of nincteen years across all employees. Where recruitment had been progressed reliance
had been largely placed on informal networks and the process of attracting the right skills to
the firm was reported as ‘challenging’. Whilst production operative B had been recruited
through the job centre, production operative A had joined the firm through her sister who
worked on the shop floor. New requirements for skills were beginning to emerge, driven by the
product developments outlined above. This had led to the recruitment of a production manager
from an extrusion supplicr, with whom the firm already held a relationship. The firm was also
in the process of scarching for an employee to lead the development of the production cell for
their pre-approved cable marking system. On discussing this issue, the managing director
conceded that the recruitment & selection process would likely need to be more formal to

attract the advanced programming skills that these new production processes demanded.

5.3.3 Strategic orientation

The managing director had developed a business strategy and a structured set of budgets with
other managers in the firm. Prior to the managing director joining the firm did not have a
stratcgy under the grandson. The managing director reported that the firm had developed a
five-ycar plan covering: employee skills development; product/service
development/innovation; process improvement and innovation; improving quality of product
or service; and market strategy and developing new markets. Examples of these have been
highlightcd throughout this chapter. It was evident that the managing director was promoting a

more structurcd and proactive approach within the firm.

The managing dircctor reported that he intended on achieving the firm’s strategy largely
through intcrnal development, which related to the reinvestment of profits and a focus on
developing and promoting employees intcrnally as outlined above. Management were involved
with the development and review of the business strategy and budgets, and the view below

would appear to sum up the approach taken by the managing director:

‘He [managing director] started getting involved...and it made you feel part of the
tcam...he was honest so that was a good change...up to that point it was still very

autocratic and if somcone said do something that is what we did’ (technical director).

The nature of the firm’s human and social capital played an important role in workplace

change. We shall now explore each of these influences in turn.
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5.4  Human capital, social capital and institutions

5.4.1 Human capital

The embedded technically-based skill set of employees that had once provided the bedrock of
the firm’s (now established) product innovations, could be seen to constrain future product and
process innovation. Much of this skills shortage appeared to relate to a previous
undcrinvestment in skills development activities within manufacturing. In the main, training
was on-the-job and focussed on established skill sets which relied on production techniques
that were now out-dated and labour intensive. This resulted in a lack of understanding amongst
existing employees of modern production techniques. The shortage of skills in manufacturing
appearcd to hamper the firm’s ability to introduce new product and process innovations which
would ultimatcly allow the firm to realise increased production efficiencies and implement

more up-to-date production tcchniques:

‘I think pcople develop blind spots in what they do because they do not believe
anything else is possible because they have been doing it for years and it is really hard
to shake them and wake them up. I am not a manufacturing guy but I can look around

me and wonder why they do that, and what about if we did this...” (managing director).

It was clcar that greater emphasis was being placed behind the development of human capital
since the new managing director had joined. The managing director had purposely chosen not
to become too involved in managing production. He did not hold any manufacturing
expericnce or qualifications and believed his career-related experience could be put to best use
on developing the firm’s future markets. Because of this, the managing director placed
emphasis on developing the leadership and production (e.g. Lean) skills of other employees,
and employces felt that they were being encouraged to develop their skills. Given the
investments required for the new production cell, balancing the costs of developing existing

human capital was considered to be a major challenge.

5.4.2 Social capital

Whilst the managing dircctor reported at the survey stage that the firm did not belong to a
busincss nctwork, club or forum, an informal business network was maintained between the
firm and its sister company. This had led to the sharing of knowledge, particularly in regard to
modem manufacturing techniques, and this relationship had influenced their decision to join a

formal business nctwork to exchange knowledge on manufacturing best practice. The
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managing dircctor had released employees to attend this network and this had acted as a
catalyst to implementing workplace improvements and it was evident that employees enjoyed

and were motivated by this experience:

‘We are part of the Kent Manufacturers Best Practice Club...we have been involved
for about the last two years..time goes so quickly! I love it! ...the production
dcvelopment manager and I started out on the lean route through contacts and other

companies’ (technical director).

The managing director reported at the survey stage that the firm had not benefitted from
rclationships with their suppliers, and appeared cautious regarding the extent to which
knowledge was sharcd within their supply chain. Despite the initial observation of the
relatively detached nature of the firm’s supplier relationships, evidence was found of a range of
steps that the firm had taken to develop its relationships with its suppliers during the case study
stage. This supplier relationship had provided access to new markets enabling Cable Co. to

develop two new business entities, outlined earlier:

‘They [the supplier] sell low cost, high quality tubing...this business [new business
entity] uses this supplier in Europe...what they do for us is they use their existing
nctworks in France and Germany to get the Cable Co. brand around to businesses in
that area that would sell two things, one is high performance markers that we already
manufacture and they [the supplier] do not have access to and the second thing would
be to sell the high performance cable marking system which they [the supplier] do not

have any experience of software/hardware printers...” (managing director).

The sccond relationship related to the silicon extrusion supplier. This relationship had
developed under the grandson who had purchased the machinery for the supplier but had
choscn not to take any equity in the firm. The managing director subsequently led a process of
backward intcgration and the development of a new business entity, as outlined earlier. This
provided the firm with a level of independence and a greater level of added value, taking them
from merely a printer to a manufacturer. It was believed that this would act as a catalyst for
new product development, provide access to new skills and new markets, and provide an

ability to share expericnces across the supply chain:

- 126 -



Phase 2: Case Study Findings at Cable Co

‘....the production manager from this main supplier will be coming here to bring that
technology because we do not have the expertise...The opportunity for us if we can
truly become manufacturers of our own product...to become silicon extruders so we
can have more control of our supply chain...this will enable us to make parts like

different shapes for seals, grommets® (managing director)

The managing director confirmed at the survey stage that the firm had not benefitted from
rclationships with their customers, although as with supplier relationships this was also found
not be the casec. The managing director outlined that relationships with customers had
stimulated new product development, provided access to business development and
improvement information, an ability to build new contracts, access to market intelligence and

an opportunity to share expericnces:

*About three years ago Airbus called us in and said they had a problem, wires chaffing
in the wings...the grade of cable that they used wasn’t good enough...they invited us in
to find a solution which wraps around existing cables in existing planes to prevent this.
It is a two and a half year development phase to invent this part. We have patterned it
and we have got the first opportunity to quote and supply them two days ago...’

(managing director).

However, customer nctworks continued to prove challenging to the firm. Not least was the fact
that products took considerable time to take from design to market due to the length of the
product development cycle. This example also highlighted the obligation that the firm

experienced from the influence of larger customers.

5.4.3 Institutions

As was the case with the phase one research findings, institutional forces were not easily
scparated during the analysis of the case study firms. Institutional forces were found to be
embedded across the range of dynamics. Having said this, the literature review identified key
institutional forces (Paauwe and Boselie, 2003) and these were proved to be useful in teasing
out institutional forces that played a role in the introduction of working practices. An overview

of these institutional forces, along with the practices they influenced, is provided below:

- Coercive: Cable Co. had established quality management practices and accreditations

in response to customers demands;
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- Mimetic: the implementation of lean manufacturing practices had been promoted

through a government-funded best practice network;

- Normative: The managing director had implemented an organisational structure,
reporting lines, a management team, management standards (e.g. IIP) and operational

systems (e.g. MRP).

The cocrcive mechanisms outlined above had enabled Cable Co. to secure a number of
customer contracts, and these accreditations formed part of the fabric of the organisation.
Whilst this mechanism had promoted the implementation of work practices under the
grandson, the other two forces had only become recogniscd under the leadership of the
managing director. The managing director had recognised the nced to develop greater
cfficiencics within production and had subsequently promoted the uptake of practices (e.g.
Lean) via their sister company and a best practice network. Finally, the managing director had
promoted a process of professionalisation, introducing management structure, reporting lines,
management standards (IIP) and operational management systems (e.g. MRP) to promote

dclegation and communication.

5.5 Implications: establishing the underlying causal mechanisms

This case has explored the extent and form of working practice at Cable Co., a small
manufacturing firm. What is important here is to understand what these findings tell us in
regard to this study’s rescarch questions, namely: RQ3) did Cable Co.’s approach to HRM
alter in response to growth/performance challenges? and RQ4) what were the underlying
[causal] mechanisms that determined the HRM approach taken by Cable Co. in response to the
growth/performance challenges faced? We shall now explore these research questions in the

context of Cable Co.

The case describes a scries of events that occurred at Cable Co. as a result of exchanges at a
scnior level between key entities including the grandson of the original founder, an interim
gencral manager and the (current) managing director and the internal events that were linked to
cach of thesc interactions. The key sequence of events involved the recruitment of an interim
general manager by the grandson, the recruitment of a sales manager by the general manager,
and the purchasc of the grandson’s shares by the sales manager who assumed the role of
managing dircctor. As a consequence of these changes it was evident that a range of internal

events had occurred, with the working practices of Cable Co. being advanced beyond the scope
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of the firm’s long established quality accreditations that had previously been achieved under
the grandson. Cable Co. had developed a management and supervisory structure and an
organisational strategy, had appointed a production development manager, had introduced
production and management skills (e.g. Leadership, Lean principles), management standards
(e.g. IIP) and operational systems (e.g. performance measurement), and were operating basic

HRM practices (e.g. appraisal, recruitment and selection, suggestion scheme and so on).

Three interrelated mechanisms were clearly identified to be at work in Cable Co. The principle
mcchanism related to the ‘detection of an imminent shock’. The firm had been experiencing a
gradual decline in demand from its traditional market, placing the firm’s protective niche under
threat. However, the grandson failed to recognise these signals until the firm had reached a loss
making situation and sought to exit the firm. The ‘desire to exit’ the firm formed the second
mechanism. It was apparent that the grandson lacked the necessary understanding to lead the
firm’s redevelopment and respond positively to the challenges the firm faced. The third
mechanism was represented through the ‘entry of a new owner’ to the firm with the grandson
taking a decision to sell shares in the business to a non-family member. The new owner held a
belief that he could lead a resurgence of the firm and respond positively to the challenges the
firm faced. The managing director took a proactive, democratic and investment-oriented,
absent under the grandson, and championed the development of structures and working

practices as outlined above that unlocked knowledge within and outside of the firm.

An important point to recognise is that the recruitment of the managing director to the firm was
a chance contingent event (Easton, 2010). If the grandson had not initially recruited a general
manager then the sales and marketing director may never have been recruited to the firm.
Indeed, any possible alternative futures could have been envisaged when combining the three
mechanisms identified above. It is also important to note that the knowledge held by the (new)
managing director informed his management style. On joining Cable Co., the managing
director held little knowledge of the firm’s manufacturing processes. Rather than getting
involved within production, the managing director focussed on the firm’s sales and marketing

as it was hecre that he believed he could add most value.

Taken as a whole, these findings suggest an answer to the question ‘Why was Cable Co.
implementing more progressive working practices?” When aligned against the study’s research

questions these results reveal that working practices at Cable Co. had altered in response to
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growth/performance challenges. These results also suggest three possible mechanisms that

might occur in SMEs to drive the introduction of more progressive working practices.

What these results fail to conclude at this stage is whether a particular SME model of HRM
and performance exists (i.e. rescarch question five). However, what can be said with some
certainty is that these case study findings, allied with the survey results, question the
applicability of traditional modcls of high performance at an SME level. In order to advance
our thinking in this arca it is belicved that further patterns will emerge across the other four
case studies. We shall now explore a contrasting case example to Cable Co. Whilst Kitchen
Co. was also growing, the firm had implemented the least number of working practices when

compared against the other case examples.
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Chapter 6

Case study 2: Kitchen Co

6. Introduction

This chapter reports the case study findings at Kitchen Co., a small manufacturing firm that
designs, manufactures and installs kitchens for commercial and domestic customers.
Established in 1995, the firm operates out of a factory in a rural location in Goudhurst, West
Kent. The firm operated with a niche of a highly competitive marketplace providing bespoke
kitchen design and installation solutions®. Kitchen Co. focussed on servicing the domestic end
user market, whilst retaining some well established relationships with a small selection of
trusted building contractors. Kitchen Co. was founded in 1995 by the managing director as a
result of his knowledge in kitchen design and his passion for carpentry. The managing director
left school and completed an apprenticeship in carpentry before embarking on the restoration
of an oak framed house with financial support at the time being provided by his family. He
then worked as a sales manager for a local kitchen design and installation firm in Tunbridge

Wells for fifteen years, and Kitchen Co. was founded when this firm went bust:

‘This role [sales manager for the Tunbridge-based firm] gave me the opportunity to
learn about sales and this is where I met Deborah [current office manager at Kitchen
Co.]. We both left when the [Tunbridge-based] business went bust...By accident I
stumbled back into the kitchen world through a word-of-mouth request for me to make
a kitchen. It soon grew to 3 people: myself, Deborah and a machinist [current
workshop manager at Kitchen Co.]...working out of a thousand square foot space

making purely bespoke kitchens’ (managing director).

At time of investigation the firm was of a comparative size to Cable Co, with 27 employees
and a sales turnover of £1.5 million. Whilst it was initially reported at the survey stage that the
firm was privatcly owned, it transpired that the firm was wholly-family owned by the
managing dircctor. At time of interview respondents held an average tenure of just under eight
yecars with the managing director being the original founder and therefore holding the longest

tenure.

3 The firm's activity is formally recorded as cabinets for kitchens (manufacture) and relates to SIC code
31.02(2007).
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6.1 HRM, management style & organisation

6.1.1 HRM practice

The managing director reported at the survey stage that Kitchen Co. had implemented a total of
12 out of 40 working practices (Sce Table 6.1). Whilst this might not be surprising given that
the majority of all survey respondents had implemented under twenty practices (83.4%), these
observations reveal that Kitchen Co. had implemented less that the average number of
practices within their sector, and almost half as many as Cable Co. The comparatively low
levels of practice adoption observed at Kitchen Co. are interesting given that the firm was
achieving higher levels of growth than Cable Co. Further analysis as to the form and coverage

that practices took (see Table 6.2) was therefore required and will now be explored.

Table 6.1: The distribution of working practices by component at ‘Kitchen Co’

Component Kitchen Co.
Survey Sector

Mean Mean Reported Actual

High Involvement 3.0 33 2 2
Human Resource 53 6.7 6 1
Reward & commitment 3.6 40 4 2

Total 119 14.0 12 5

Table 6.2: The incidence of work practice adoption at ‘Kitchen Co’

Survey Case study evidence

High Involvement Practices (HI)
Strategic integration
Process improvement v No - Ad hoc and unstructured
Culture change programme X
Work organisation
Teamwork
Quality circles
Communication arrangements
Team briefings
WC/consultative committee
Trade Unions
Staff suggestion scheme
Staff attitude survey
Sharing company information via newsletter
Sharing company information via intranet
Sharing company information via notice board
Training/skills development
Communication skills
Teamwork skills v No evidence
Problem solving skills X

o

Yes — amongst management team

Yes — not actively used

EalE T - R -

]

Human Resource Practices (HR)
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Strategic integration
Forecasting staffing
Employment practices
Skills development
Improving quality
Customer satisfaction records
Work organisation
Multiskill
Quality management certification (ISO 9000)
Employment practices
Formal recruitment & selection
Selection testing (e.g. psychometric)
Staff induction
Staff appraisal
Training/skills development
Equipment operation skills
Quality control skills
Leadcrship skills
Workforce diversity skills

No - informal quality procedures

LR N I

No - no practice, employee-led

* S

Informal
Yes — formal pay review

NEN

Informal

No evidence

X\x\

Reward & Commitment practices (RC)

Strategic integration

Absenteeism records

Labour turnover records
Communication arrangements

Employce job satisfaction records
Pay & reward practices

Formal pay systcm

Performance related pay

Profit related pay

Employee Share Options (ESOP)
Commitment practices

Intcrnal promotion

Job sccurity

Harmonised terms and conditions

<

Yes — formal records

»

»

No evidence
Yes — directors only

»” \\X

Informal

>R

Other contextual variables
Strategic integration
Productivity records v Yes — production figures
Communication arrangements

Communicate through mgrs v Yes - direct and top down

Communicate by email X
Training/skills development

Training/skill dev. is important v

Health & Safety training v

Customer service training X
Organisational standards

Investors in People X
Working hours

Greater than 35 hours per weck excl. OT v 45hrs

Greater than 35 hours per week incl. OT v 46hrs+
Sources of advice

Mecmber of EA X

Sought advice from EA X
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Involvement & participation

There was a general disinterest by management to involve employees in decision making.
Management presumed that employees were disinterested and did not want further
responsibility. As will be outlined later, delegation was beginning to occur but this was largely
retaincd amongst member of the management tecam. As a conscquence, communication was
top down and dircct and employee involvement on the whole was disparate and infrequent.
Mecetings that involved the wider workforce were informal, unstructured and revolved around

day-to-day work requirements:

‘Once a week we have all the key members of each department in to let them know
what is going on and what deliveries are going where and when. I also have a
discussion with the production manager and the office also once a week...” (managing

director).

General mectings did take place at a more senior level between the directors of the firm, but

focussed on financial performance:

¢...the monthly mcetings only ever started because our accountant said [we should]. So
we started having accounts meetings then realised we needed to talk about other things

and it became a gencral meeting (office manager).

Decspite the managing director reporting that employees had received training in teamwork
over the past twelve months no evidence of this practice was found at the case study stage. In
addition, whilst the use of a suggestion scheme was not reported to be in use at the survey
stage, employees later reported the existence of a suggestion box. However, this box was
largely unused by employees and it bccame apparent that there was no underlying practice to
encourage its use. In addition, employees noted the potential for the scheme to create a source

of conflict with management:

*...no one really uses it [suggestion box], hot air and you do not want to make waves’

(production operative B)

At the survey stage the managing director reported that process innovation was important and
improvements in this area were integrated to widcr strategy. However, whilst investments had

been made in improving existing processes and introducing new processes these improvements
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rclated explicitly to sales. As with Cable Co., Lean was viewed to hold significant potential for
the firm, however there was a general lack of understanding as to how Lean applied in practice

at Kitchen Co. and an ad hoc and unplanned approach was evident:

*...I dragged him [production operative] into an early lean manufacturing meeting...he
went back to the workshop and acted like he was some kind of chosen mentor...it upset
people that he was going back in...I just wanted him to quietly engage and move things
forward...he probably did not mean to be like that, but that is how it came across’

(managing director).

Human resource practices

As with process improvement outlined above, little evidence was found of any meaningful
practices that might promote the improvement of quality within the firm. Kitchen Co. held no
formal quality systems or standards. Having said this there was informal recognition amongst
employces of the importance of doing a quality job, therefore quality was embedded and did
not rcly on formal processcs or procedures. More formal practices had been developed for
employee induction and appraisal. It later became apparent that these practices had been
developed whilst implementing the Investor in People (IIP) standard, which will be discussed
later. Production opcratives commented that employee appraisals were useful and helped them
answer important career questions such as ‘am I doing a good job’ and ‘where am I going?’

The induction process concluded with a formal meeting with the managing director:

‘There is a formal induction...it is almost a site mentoring process...there is a three-
month review...we will sit down at the end of three months work out the good and the

bad bits’ (managing director).

Although it was argucd at the survey stage that the firm had implemented practices that
encouraged multiskilling, it later transpired that there was no formal system. Training was
largely in-house, informal and unstructured and revolved around job-related tasks. No evidence
was found of management or leadership training. Whilst management reported that they would
accommodate employce requests to experience new roles there was little evidence that this has

been actively pursucd across the existing workforce:

‘Over a period of time you identify people you want to go in that direction and they

will get training in that direction...sometimes it happened through someone being ill or
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on holiday. It is a bit of a chancy process as to how these people get this experience’

(managing director).

The limited nature of skills development activities at Kitchen Co. will be further discussed

later within *human capital’.

Reward and commitment practices

The firm recorded absenteeism rates, but not labour turnover. The managing director reported
that labour turnover rates were low, demonstrated by the long tenure of employees. Kitchen
Co. did not opcrate a formal grading structure with pay being decided on a personal basis. Pay
was reviewed on an annual basis and linked with an appraisal process. Whilst pay rates across
employecs appeared to be based largely on tenure and had resulted in wage drift, management
did recognise employees that that were achieving higher levels of performance and rewarded
them accordingly. However, given the lack of formal structure, decisions surrounding pay were

based on judgement and anecdotal evidence:

‘...[the annual review] comes down to measurements again, you need to be able to
measure these things and point out where they are wrong...I do not think anyone
addresses it well enough because I do not have the time really, it is an excuse but it is

annoying. There is definitely more to be done in that respect’ (managing director).

As a conscquence of this informality, and the limited ability for employees to influence
decision making through other mechanisms, pay formed a flashpoint at Kitchen Co. The
managing director portrayed this as a historical issue that had since been resolved; however

employees reported continued room for manoeuvre and negotiation:

‘You can negotiate with the boss...a year ago I had a better offer from another

company and the boss made the same offer for me to stay’ (production operative A).

Whilst the managing director had reported at the survey stage that the firm operated a
performance related pay scheme it was later reported that bonuses were reserved for directors
of the firm. The firm had previously introduced a bonus scheme for production employees but
this scheme had later failed. It appcared that the targets management had set for employees had
not been achieved and, as a result, the managing director chose to increase wages across the

workforce:
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‘We had a bonus scheme...based on a six month strategy, but the first month did not
quite mecet the expectations that I had and they [production employees] then said ‘well
we do not want this we’d rather an hourly rate increase’. I saw it as a cheaper option;
they saw it as a more stable answer...it is worked out surprisingly well’ (managing

directors).

Employees at the firm rcportcd that rates of pay at the firm acted as an incentive to work hard
and to stay with the firm. However, the lack of formality surrounding pay and reward had
impacted on the firm’s ability to retain skills. Rather than providing a rationale for
implementing more formal systems, the managing director appeared resigned to losing higher

performers:

‘We lost someone to Virgin Airways...you could throw anything at him and he would
find an answer. When he left we thought...perhaps we should be paying the extra £3
per hour...but if the workshop hears about it...your wage bill goes up...but it is probably

worth it?’ (managing director).

The managing director reported that they operated an internal promotion scheme and
production employees articulated that internal promotion was possible. However, much like
multiskilling, it transpired that there was no formal process in place to identify candidates
suitable for promotion and development. Employee terms and conditions, such as their pay
conditions outlined above, varied considerably. The managing director also reported a disparity
between the working hours of office and production employees. The standard contract for
production employees was forty five hours a week. This long hour’s culture was something the
managing director had recognised and was hoping to address. However little action was
evident and production employees reported that they regularly worked upwards of fifty hours
including overtime. In many respects overtime had become a part of an employee’s normal

wage in addition to becoming a necessary part of the job.

Having said all this, employees reported that they were largely satisfied with their: level of
pay; interest in work tasks; ability to influence decisions over the way they work; ability to
develop skills and knowledge; promotion opportunities; and quality of working relationships
with collcagues and management. Employees also reported that their job satisfaction had
increascd over the past few years and that there was a good level of trust between themselves

and management.
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6.1.2 Management style

At the survey stage the managing director reported not having an individual who held part or
sole responsibility for human resources. It later transpired that responsibility for managing
human resources lay with the managing director and workshop manager, with the office
manager providing administrational support. The workshop manager held responsibility for the
management of human resources within production and the managing director held overall
responsibility within the firm. No employees held any formal training or qualifications in
human resources. This led the firm to rely on human resource advice from the membership
associations including the Fedcration of Small Businesses (FSB) and a private employment
consultancy. Together, these external organisations provided support to the office manager in
mecting statutory employment regulations. The skill deficiency amongst employees outlined
above promoted a relatively unplanned and ad hoc approach to human resources. There was

however awareness that this may be an area that would require development in the future:

‘I think it was very good what you said earlier about having someone specific trained
in human resources. Once again I have not spent enough time on it and need to look at

it’ (managing director).

The firm had recently developed a management team structure and a éhain of command. The
majority of communication therefore took place at a management level, but even here meetings
remained unstructured, with historical performance data providing a foundation for
management decision making. Whereas the managing director at Cable Co. had championed
the introduction of these structures it was the management team at Kitchen Co., made up from
the sales and marketing director, office manager and workshop manager, who had promoted

the introduction of these structures:

‘It was Deborah [office manager], David [workshop manager] and Tom [sales and
marketing director] who said ‘look you have got to set up a management structure — got
to spread the load — not keep changing your mind about things and create the

structure’’ (managing director).

The new management structure outlined earlier had led the office manager to delegate
elements of her role to the workshop manager. This included statutory tasks relating to health

and safcty and supplicr contracts. The office manager, who held responsibility for finance at
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the firm, attributed the introduction of greater levels of structure with the firm’s improved

performance:

‘Yes, I think that [management structure] must be quite a big part of what we must do,
without it we cannot move forward...we have progressed from a minus 60 to a profit
of 120 in just over a year and that was by making one person a director and

empowering someone to get on with it” (office manager).

However, whilst increased levels of delegation and involvement were beginning to emerge at a
management level there appeared little change to existing working practices. The financially-
focused director’s meetings remained and information was not shared with the wider
workforce. This approach afforded few opportunities for employee involvement in decision
making at shop floor and lower administrative levels. The managing director’s lack of

management style appeared to be at odds with these more structured ways of working:

‘that [consultation] is probably done quite poorly, there are individual employee
reviews...what I have not done is produce a written plan; which is a good idea and I

could do that, for them [employees] to buy into’ (managing director).

When tasks were assigned the managing director would often change his thinking by the time
the task had been completed. It became apparent that although the managing director

recognised the need for letting go he was unsure what was expected of him in his new role:

¢...listening to the management team...they are kind of saying it needs to be led by me,
people listen to me more than anybody in the family...at the end of the day it is down to
leadership...it is frustrating in a way that people have to hear it from me and not

someone else’ (managing director).

6.1.3 Organisation

Whilst the managing director reported at the survey stage that the firm did not hold the
Investor in Pcople (IIP) standard, it transpired at the case study stage that the firm had begun to
implement IIP but had failed to implement the standard. The managing director attributed this
to his traditional and old fashioned mindset responding ‘we take a traditional view of a

foreman so we take the bits [of IIP] that we like’. The firm also did not have a formal system
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for the management of quality and did not hold accreditation to any quality standard. The

management of quality was reliant on the judgement of what was considered acceptable:

‘If it is not right, you do it again and again until its right. After a while you get to know
the quality. You cannot let it go; our customers are paying a lot of money’ (workshop

manager).

In addition to basic forms of technology (e.g. PCs, computerised accounts, internet, and mobile
phones) investments had been made in a bespoke Customer Relationship Management (CRM)
package. This system had been introduced by the sales and marketing director to provide a link

between sales and production and release capacity in the sales department:

‘The Process Flow system has enabled us to automate the design process, allowing for
increased numbers of presentations from between five to ten per month to fifteen to

twenty with minimum redraw requirements’ (sales and marketing director).

However, investments in technology were undertaken as and when required and did not form

part of a wider plan, with the general approach summed up by the managing director:

‘] did it more by luck than judgement I think...landed up with exactly the right kit

[machinery] that has sat in the same position in the workshop and has not been moved’

(managing director).

It also became clear that the development of a performance measurement system had been a
relatively recent occurrence. Aside to financial measures of performance, it was reported that
records were kept on productivity, quality of product/service and workforce training. The
introduction of a performance measurement system had been influenced by a Business Link

advisor and this knowledge had then been translated to the firm’s context by the office

manager:

‘..when Richard [managing director] first gave it to me it was on the back of an
envelope...We have this system called ‘egg boxes’ which actually works very
well...directors will ask for things to be filled in each month and to get to those figures

and produce the information as necessary’ (office manager).
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However on closer inspection it transpired that the measures used by the management team
were largely accounting-based and the firm did not record the quality of product/service or

productivity, a shortcoming recognised by the managing director:

‘I do not think we have enough KPIs [key performance indicators]...we should do
more because obviously you can measure what happens in the workshop and it doesn’t
have to be a financial measure...to measure the number of mistakes for example...we

are quite poor on that side...” (managing director).

Whilst the performance measurement system provided a facility to track historical
performance, set future targets and create basic pricing structures it was apparent that it did not

provide adequate information upon which management could base their decisions:

‘...we’re not terribly aware on costs of something like that [as he points out a hand-
made table]. But maybe we should never make tables like that, maybe we should get
some other company to make them for us, sticking ten per cent on them and saying
thanks very much and moving on concentrating on getting the best possible cabinets
through. That might well be a trick that we are missing out on, and it might be a way of

growth’ (managing director).

The further development of these measures and appropriate systems of monitoring appeared
hampered by a lack of knowledge amongst management within the firm, which will be

explored later within *human capital’.

Having considered the above, what do these findings tell us in regard to this study’s rescarch
questions, namely: RQI1) the extent to which Kitchen Co. was adopting HRM practice and
RQ2) the form that HRM took? We shall now review the implications of these findings.

6.1.4 Reviewing the extent and form of HRM practice at ‘Kitchen Co.’

Casc study analysis found evidence of five out of the twelve practices that were reported
during the initial survey stage. Limited support was found of practices that might promote
improvements in processes or quality. No evidence was found of multiskilling, training in
tcamwork or lcadership, and performance related pay. Even those practices that were recorded
could be questioned as to their form. *Appraisal’ related to a formal meeting held to review pay

on an individual basis and absenteeism records related to the formal recording of sickness
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statistics. Neither of these practices linked to wider practices/processes. Appraisal relied on
anccdotal evidence against which to review employee performance and absenteeism records
were not linked to a wider retum-to-work procedure. These results reveal further
inconsistencies between the initial reports of the owner-manager and subsequent reports of

employees.

As with Cable Co., practice coverage varied across employees. Profit-related pay was reserved
for director-level employees. Whilst not initially reported at the survey stage evidence was
found of tcam bricfings at a management level and a suggestion box within production.
Through the cases of Cable Co. and Kitchen Co. it has become apparent that practices reported
at the survey stage do not represent a set of neat formal HRM practices when investigated at
the case study stage. Working practices varics in their form and coverage and, in the case of

Kitchen Co., often related to no more than a recognition/desire to be doing more.

As with Cable Co., wider structural change and evolution was evident through the introduction
of a management team structure and the dclegation of tasks. In contrast to Cable Co., these
changes had been led by employees who held management roles and who effectively had told
the managing director to go away! The fact that these changes were bottom-up rather than top-
down was not overly problematic, but the absence of overall leadership in the firm was. It was
evident that the managing director was not clear on what was expected of him and this
appecared to reinforce a reactive and unplanned approach. Overall, the managing director
recognised the need to introduce new practices, processes and systems, but held a limited

understanding as to how he might introduce them.

Taken as a whole, these findings reveal little formal evidence of HRM practice in Kitchen Co.
The firm held no formal knowledge on HRM. Involvement was reserved for management team
members, with employees confined to their immediate job task/role. Those practices that had
been developed were management-led and isolated to an individual’s knowledge of their
immediate role/task, such as the introduction of a CRM system by the sales and marketing
director. Whilst there was a recognition and desire by the management team to develop more
formal ways of working little progress had been made. Given the limited nature of skills and
knowledge it was not clear how the firm might take a different approach in the future. When
compared to Cable Co. change at Kitchen Co. was very much in its early stages and
management were largely unaware how they might approach such issues in the future.

Interactions between management and employees remained informal.
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What this leads us to ask is why Kitchen Co. had made changes to their structure? And why
were changes taking place at a slower pace than those in Cable Co.? It is this that we shall now

explore.

6.2  Growth: HRM challenges and transitions

Five years of archival performance data was requested at time of interview, the trends of which
can be viewed in Figures 6.1 and 6.2. Kitchen Co. had grown at a faster rate when compared to
Cable Co. On average the firm had grown by 8.5 percent per annum over the past five years,
increasing from £1m in 2002 to £1.5m in 2006, and by 5.7% in employment, in agreement
with the 0-15 percent average increase reported at the survey stage. The managing director
reported that Kitchen Co. had grown historically in successive peaks and troughs and was
presently moving into a growth phase. However, one might call this interpretation into
question given that the firm’s growth trend would appear to denote maturation in sales

turnover growth.

Figure 6.1: Sales turnover and profit trend at ‘Kitchen Co’
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Kitchen Co. was the youngest firm amongst the case study participant sample. Much of the
firm’s initial challenges appeared to relate to developing a reputation in the marketplace. In
addition, the limited human resources meant that demand and capacity planning were

particularly challenging:
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‘...pcople did not trust us to produce a kitchen; it was hard to get contracts of any size
[in the early days]...and consistency was a real problem; the whole stop-start thing’

(managing director).

Figure 6.2: Employment trend at ‘Kitchen Co’
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Despite these initial tecthing problems, the firm grew considerably between 1996 and 2003
from three employees to 25 employees. In 2002 the managing director took a decision to

employ his brother-in-law as a salcs and marketing director:

‘His background is a degree in Graphic Design and Marketing...he had his own
company marketing companics like BMW...but made no success at all...landed up with
partners who ran off with the money and clients did not pay him for his
idcas...eventually he just said ‘I will work for you Richard’ [managing director]. He
worked for me as a 17-year old on a building site, he knows me well from a young lad.
So I said, well I couldn’t believe, because here was a supposedly high flyer chap from
Richmond with a tremendous lifestyle suddenly wanting to come and design kitchens’

(managing director).

However in the spring of 2003 the managing director dccided to make some redundancies. In
exploring why this was the case it became apparent that the managing director had not

developed appropriate systems (e.g. financial) upon which to base decision making:
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‘I just did not understand the importance of the financial side of the business...At the
time I held the whole thing too close to me. I did not sit down and work out a company
plan it just kind of grew from a couple of orders...when it got too much for one person
to do, someone joined me, so I think it was a poorly conceived company’ (managing

director).

Since 2003, the firm had developed a management team structure and financial measures. As
with Cable Co., initial emphasis lay in increasing sales. It was evident that the sales and
marketing director had played a key role in improving the fortunes of the firm since joining in
2002 “...dcveloping it [Kitchen Co.] from a hand-to-mouth business to a full order book’
(managing director) and implementing more up-to-date processes, as outlined earlier. The
managing director reported that he was growing the firm at an organic rate through the
reinvestment of profits, and investments had most recently been made in a new sales

showroom and website.

However developments to working practices failed to take place outside of the sales function
and the firm was yct to make changes to wider workplace practices. The reasons why the firm
responded to their growth and performance challenges as they did related to a range of

influences which will now be explored.

6.3  Product market, labour market and strategic orientation

6.3.1 Product market

Kitchen Co. compcted against a small number of similar sized competitors in Kent and
London. The majority of their work being secured through informal customer referral networks
through a broad base of domestic clients. A conscious decision had been taken by the
managing director to supply the end consumer following prior experiences with larger
construction firms. The firm had encountered difficulties in the past in ensuring the quality of
the end product in homes that were under development. Installing a kitchen in a home that was

not yet finished often led to damage, leading to money being withheld from the firm:

“The last thing we want to be is sub contractor, or a minor contractor, to a building firm
doing a big house or something because you just do not get paid...and that has

happened, we have had two or three poor experiences of that’ (managing director).
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The local/regional emphasis of their work allied with the bespoke and high quality nature of
their product had somewhat isolated the firm from the competition (Rainnie, 1989). Indeed, the
quality of the firm’s product and service was reported by the managing director as a
compctitive advantage asserting that other firms ‘could not compete’. Having said this, it was
recogniscd that the firm were beginning to experience increased levels of competition as they

sought future growth:

‘It is something I have raised...as part of our business plan for this year that we should
be paying more notice of the competition, so we do need to do more’ (managing

dircctor).

‘Doing more” in this sense related to the formalisation of their sales and marketing processes
which the sales and marketing director play an influential role. As outlined earlier, investments
had alrcady been made in a CRM system and the managing director was currently leading the
development of a new showroom and website. These decisions were based upon little
knowledge of the competition and did not link to a wider planning process. As with the need
for increased levels of formalisation outlined earlier, the requirement for an integrated planning
process signalled little more that a desire. The firm was also being challenged by the scalability

of its bespoke product/service and the need to realise efficiencies as the firm grew:

‘...we are too gencrous with customers, we’re not hard enough with the customers, and
we give too much away without them paying for it...although that has a knock on effect

that when you do well you get referrals’ (workshop manager).

6.3.2 Labour market

All of the management tcam had been recruited intcrnally, apart from the sales and marketing
director who had been recruited through familial networks. None of the management team held
any formal management qualifications and knowledge was technically-based. As outlined
carlicr, the managing director and office manager relied on career-related experience. The sales
and marketing dircctor held a degree in Graphic Design and Marketing and relied on career-
rclated expericnce when operating his own firm. The workshop manager had joined the firm as
a machinist and held a City and Guilds qualification in wood engineering. Whilst there was
recognition of the weaknesses in the knowledge of the management team, the firm had not yet

made investments in training and development:
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‘I do see the skills need changing...not necessarily the skills in term of the physical
skills...but more mental..we always struggle with it...this thing of passing out

responsibility to other people’ (managing director).

As with Cable Co., employee recruitment was an infrequent process, and when it took place
the reliance was placed on (often local) informal networks. It was acknowledged that the firm’s
rural location potentially restricted the pool from which the firm could recruit, which provided

challenges in attracting the right skills to the firm:

‘We do not have that many skilled guys on the shop floor anymore. You can advertise
for young guys for a month and they are not out there. It is difficult to get a decent
youngster. They are all cottoning on...an experienced guy will command top dollar’

(workshop manager).

Steps had been previously taken to invest in apprenticeships, although to date the firm had not
achiecved much success. The managing director asserted that the apprenticeships provided by
the Construction Industry Training Board (CITB) were too generic and did not prepare
apprentices adequatcly to work for the firm. The fact that those employees who were currently
being recruited were trained to a sufficient standard to be introduced directly to the production
process, allicd with the above, appeared to be used as an excuse to not invest in their own

training and skills programmes.

6.3.3 Strategic orientation

Whilst the managing director had reported the presence of a formal strategic plan at the survey
stage it transpired that this was not the case. The managing director had begun to formulate a
business improvement plan since the first phase of research. This improvement plan had been
developed following a meeting with an advisor from Business Link and made a range of
recommendations. These recommendations ranged from establishing key objectives over the
next year, to more specific internal efficiencies such as stimulating improvements in client
management and manufacturing processes. The need to improve levels and methods of

communication were also noted.

Given the shortage of managerial and manufacturing-related knowledge it was however

unclecar how the managing director would be capable of taking these recommendations
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forward. Most apparent was the managing director’s own management style, alluded to earlier,

which was in conflict with the approach that the management team wanted to take:

‘The MD is full of contradiction...blows hot and cold, with the business strategy
changing year on year. Most other director’s view that there is not a business plan’

(sales and marketing director).

‘I do not think the company can grow...it comes from the top which is not here...most
people will go with him [managing director], whatever he decides. But he doesn’t

decide’ (office manager).

6.4  Human capital, social capital and institutions

6.4.1 Human capital

Whilst the firm had begun to respond to its sales and marketing challenges through the
recruitment of sales and marketing director there was considerable underinvestment in human
capital across the firm. Despite the managing director reporting at the survey stage that training
and skills development were very important to the firm, it transpired not to be the case. The
managing director recognised the nced for greater levels of management skills, and that this

was integral to growth, but had not yet made investments in this area:

‘It [management training] is something we should do more of; I do not think we have
done enough of it. Management skills need to be honed. We do not have anybody here
who has a business studies degree; 1 think we are a bit shy on that score’ (managing

dircctor).

This lack of emphasis on employee skills development was evident in the amount of training
the firm invested in. Employees on average undertook less than two days training per annum.
Employecs remarked that training provided was ‘adequate’ and enabled them to carry out their
immediate work tasks effectively. Training was in-house and informal, with employees being
left to lcarn from each other. One could not help feel that the limited emphasis placed on
training, allicd with the embedded technically-bascd skill set, limited the potential for future

product and process innovation:

*...we have experienced some lean through a taster meeting...some [of the principles]

are alright, but some are farfetched...I can see the problems with the company [that we
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visited], I can see where they can improve, but they do not produce what we produce;
so what is the relevance? You have to be able to adapt what they are saying to your

environment’ (workshop manager). [emphasis added]

Given the lack of internal systems and structures one could question the extent to which

Kitchen Co. was storing up a much larger problem for the future:

‘I do not know, I cannot even tell you what sort of formal training Sarah’s had in
production, scheduling and that type of thing...There are fears, certainly there are, not
particularly with Sarah but there are elements that if someone got run over by a bus
that would create some problems. We do not have enough time spent on the processes

to make it so it can just smoothly pass to someone else’s hands’ (managing director).

6.4.2 Social capital

Whilst the managing director confirmed at the survey stage that the firm held membership to a
business network, club or forum, this later proved inaccurate. The firm had held membership to
the Institute of Directors [IoD], but had allowed this membership to lapse. The managing
director cited his decision to be based upon the high cost of membership. Aside from the status
of more formal nctworks outlined above, the managing director reported that some informal
connections had been made with other manufacturers which had begun to enable the firm to

share best practice:

‘We have been looking at other companies, particularly on the manufacturing
front...techniques that we have seen in other companies that we have brought back

here’ (managing director).

However it was later discovered that sharing of information on manufacturing best practice
was not a regular occurrence at present. There appeared a realisation that informal networks for
the reciprocal sharing of knowledge should be built, and the managing director appeared open

to such developments, however it was not clear what action, if any, had been taken to progress

this:

*We have not [sct up an informal relationship]...Tom (sales and marketing director] has

talked about it...of spending a bit more time working with other companies that are not
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necessarily based in Kent...go and talk to them about how they do things and learn

from that...we probably do not do enough of that* (managing director).

At time of investigation the sharing of information appeared greatest with the firm’s supplier
basc. The importance placed on quality by Kitchen Co. translated into a readiness to work with
their established suppliers to ensure quality of the final product. Where there were instances of
suppliers failing to deliver the appropriate quality the firm made a conscious effort to select
new suppliers. Aside from the quality-related issues it was evident that the managing director
was also keen to establish relationships with other firms. This was prefaced on the need to
broaden their customer network and offer a more comprehensive service. However, no formal
plans had yet been made, and in talking around this subject it felt as though the manager

dircctor was waiting for firms to approach him:

‘I think there are three or four companies that I could start if I met the right
people...feeding off their database would be an added benefit...you get phone calls
from people looking for a job but you do not get similar approaches from other
businesses...people do not seem to look outside of the box...that innovation does not

secem to happen’ (managing director).

The managing director confirmed at the survey stage that the firm had bencfitted from
relationships with their customers, however when pressed further at the case study stage he
could not articulate how. Kitchen Co.’s customer networks were relatively limited due to the
nature of their market. The majority of their products were supplied to the end domestic
consumer whose interaction with the firm was typically on a one-off basis. As outlined above,
the firm avoided relationships with larger construction firms and relied on informal referrals

made by existing domestic customers.

6.4.3 Institutions

As with Cable Co., institutional forces were also found to have influenced the introduction of

working practices at Kitchen Co. An overview of these institutional forces is now provided:
- Coercive: No evidence was found of coercive forces.

- Mimetic: the development of a business improvement and action plan that had led to

the introduction of a performance mcasurement system had been promoted through
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government-funded business support service Business Link. The firm had also sought
advice for process improvements in sales and more latterly in manufacturing through
UK First, a management consultancy set up with assistance from the Furniture Industry
Rescarch Association (FIFA), and the Manufacturing Advisory Service. It was clear

however that developments in production were very much in their early stages.

- Normative: Management members had instigated the introduction of a management
structure, reporting lines and a management team. The sales and marketing director had
promoted the introduction of operational systems for sales and marketing (¢.g. CRM).
Management standards (e.g. IIP) had also promoted the introduction of an induction &

appraisal process.

6.5 Implications: establishing the underlying causal mechanisms

This chapter presents an analysis of the factors that influenced the workplace practices of a
manufacturing SME, Kitchen Co which shared similarities with Cable Co. Both firms were
similar in scctor and size and competed within market niches prefaced on a high quality
product/service. Both firms were also responding to a lull in performance and recognised the
nced to adopt new ways of working if they were to realise their future growth and performance
ambitions. However this is where much of their similarity ended in these compafative cases.
Having explored RQ1) and RQ2) earlier, it is important now to turn our attention towards
addressing whether  Kitchen Co.’s approach to HRM altered in response to
growth/performance challenges (i.e. RQ3) and whether this differed to Cable Co., and what
were the underlying [causal] mechanisms that determined the HRM approach taken by Kitchen
Co. in response to the growth/performance challenges faced (i.e. RQ4).

The case describes a series of events that occurred at Kitchen Co. as a result of exchanges at a
scnior level between key entities including the original founder (managing director) and a sales
and marketing director. As a consequence of the managing director recruiting the sales and
marketing director a range of internal events occurred that triggered the development of
working practices beyond the scope of what was previously possible under the founding
managing dircctor. Kitchen Co. had developed a management structure and reporting lines, had
introduced operational systems (e.g. CRM) and were operating basic forms of HRM practices

(e.g. induction, appraisal etc.).
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Whilst a broad range of mechanisms were observed to have influenced the approach taken by
Kitchen Co. towards working practice, three key mechanisms appeared to directly inform the
firm’s approach. The principle mechanism related to the ‘detection of an imminent shock’,
however the nature of this shock at Kitchen Co. was very different to that at Cable Co. Whilst
Cable Co.’s product was, over a period of some time, loosing relevance to an international
marketplace lcading the firm into a loss making position, Kitchen Co.’s products/services were
in demand and the firm was making profit. The shock in Kitchen Co.’s case related to financial
mis-management with managing director being forced to make a set of redundancies. The

nature of this shock held consequences for the way Kitchen Co. responded.

The “entry of a new director’ formed the second mechanism and involved the recruitment of
the managing director’s brother-in-law to the firm. These mechanisms did not occur over time
in a lincar fashion, but rather the first mechanism was found to unlock the power of the sales
and marketing director in his ability to influcnce future change at the firm. As with Cable Co.,
sales became a key focus in Kitchen Co. and the sales and marketing director played a key role
in stabilising and growing demand and led changes to sales systems and processes. It is
important to recognise that the recruitment of the salcs and marketing dircctor was a chance
contingent event (Easton, 2010). If the sales and marketing director had not approached the
firm it is not clcar whether the managing director would have recruited sales-related skills to

the firm. Indced, any possible scenarios could have occurred.

The third mechanism relates to the ‘decision by the management to take control’. Management
played an influential role in developing a management team structure and reporting lines in
order to promote delegation and afford the managing director time to step back. Whilst this
form of structural change led to wider workplace change at Cable Co., existing practices were
retained at Kitchen Co. (e.g. director meetings). The deficiency in knowledge and
understanding limited scope for future change and work practice adoption. It was also not clear
that the owner-manager understood what his new position entailed and what was expected of
him, and his limited knowledge and capacity for leadership drove a relatively ad hoc and
unplanned approach across the firm. The management team were also unclear on the practices
that the firm might adopt and how one might go about adapting these to the firm’s setting.
There was recognition by the managing director of the need for change and initial steps had
been taken to introduce a business improvement plan, but it was not clear that he understood

what of how to make this change.
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Taken together these results suggest that the depth of shock may be related to the depth of
response and shcd light on the reasons why some firms may implement more progressivé
working practices than others. Whilst the Cable Co.’s products were losing relevance to their
marketplace and the firm was recovering from a loss making position, Kitchen Co. was
achieving good levels of profitability and was able to rely on isolated changes to sales
processes and systems in order to improve performance. Unlike Cable Co., Kitchen Co. was
not forced to make wholesale changes to ways of working in order to survive. As a
conscquence, changes to working practices were largely confined to the sales function. Wider
workplace practice remained largely underdeveloped, informal and particularistic, a

predicament that did not look likely to change in the immediate future.

These case study findings, allied with the survey results, continue to question the applicability
of traditional modecls of high performance at an SME level. The case of Kitchen Co. reveals
that smaller firms may be able to disregard the introduction of HRM practices for various
rcasons but if they do the likelihood is that performance may not be sustained. Firm
performance at Kitchen Co. appeared to be reaching a plateau at time of investigation and there
was a feeling that the new sales processes introduced by the sales and marketing director were
effectively covering up the wider issues present at the firm. It was difficult to comprehend how
the firm would effectively exploit capacity within production and sustain its growth in the
future without investing in its human capital and adopting a more strategic and planned

approach to its operations.

Whilst an SME model of HRM and performance is not yet forthcoming, these results are
beginning to draw attention to a potential pattern of structural and systemic changes (e.g.
management structure, delegation, communication, performance measurement) that smaller
firms make as they grow and how these influence wider developments to working practices. In
order to continue to develop our understanding on HRM and performance we shall now
explore a further case. CCTV Co. was achieving higher levels of growth than Cable Co. and
Kitchen Co. and competed within a different industry.
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Chapter 7

Case study 3: CCTV Co

7. Introduction

This chapter reports the case study findings at CCTV Co., a small construction firm that
installs and maintains closed circuit television (CCTV) systems. The firm operates from a
converted barn located on a farm on the outskirts of Maidstone in central Kent. The firm had
developed a niche within a national multimillion pound security industry, choosing to focus on

the installation and maintenance of CCTV equipment on industrial sites*’:

‘...we actually install CCTV equipment on large sites such as power stations, water
treatment works...can be in the retail sector such as department stores, but generally in

the industrial sector’ (finance director).

The managing director founded CCTV Co. in 1988 on the back of his career-related

knowledge of CCTV when the firm he was working for was taken over:

‘I started as a service engineer and worked up to engineering manager...I was working
seriously long hours...I fell out a wee bit with the management, I thought I'd just start
my own business...so started industrial CCTV really as a one man band...I probably
had just one day a week worth of work when I started...for the first three months but I
still earned more than I did for the old company and it was just a means to an end it
was the next step. I really wanted to have a big company with lots of staff and this was

the next step’ (managing director).

At time of investigation CCTV Co. had 15 direct employees excluding subcontractors and had
achicved a sales turnover of £1.4 million. Whilst the finance director reported at the survey
stage that the firm was privately owned, it later transpired at the case study stage that the firm
was wholly family-owned by the managing director. At time of interview respondents held an
average tenure of over six years with the managing director being the original founder and

therefore, holding the longest tenure.

0 The firm’s activity is formally recorded as electrical contractor (construction) and relates to SIC code
43.21 (2007).
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7.1  HRM, management style and organisation

7.1.1 HRM practice

The finance director had reported at the survey stage that CCTV Co. had implemented a total
of 16 working practices (See Table 7.1). These results are on a par with the average SME
within the survey sample in regard to the high involvement and reward and commitment
components, but twice as many working practices were reported within the human resource
component. Whilst this is an interesting point to note it provides limited insight to the nature of
practices at CCTV Co. In order to delve deeper into the form that practices took Table 7.2
presents a detailed comparative analysis of practices reported at the survey stage and the form

and coverage of practices when investigated further at the case study stage.

Table 7.1: The distribution of work practices by component at ‘CCTV Co’

Component CCTV Co.
Survey Sector

Mean Mean Reported Actual

High Involvement 3.0 2.5 2 3
Human Resource 53 5.1 9 5
Reward & commitment 3.6 34 4 3

Total 119 11.0 15 11

Table 7.2: The incidence of work practice adoption at ‘CCTV Co’

Survey Case study evidence

High Involvement Practices (HI)
Strategic integration
Process improvement X Developing
Culture change programme
Work organisation
Teamwork
Quality circles
Communication arrangements
Team briefings
WCl/consultative committce
Trade Unions
Staff suggestion scheme
Staff attitude survey
Sharing company information via newsletter
Sharing company information via intranet
Sharing company information via notice board
Training/skills development
Communication skills
Teamwork skills
Problem solving skills

»”

No - engineers worked in ‘gangs’
Yes — mgt-led

»”

Yes — management-led, engineers

Informally encouraged

Aol NI I I N

Yes - basic

MM

Human Resource Practices (HR)
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Strategic integration
Forecasting staffing
Employment practices
Skills development
Improving quality
Customer satisfaction records
Work organisation
Multiskill
Quality management certification (ISO 9000)
Employment practices
Formal recruitment & selection
Selection testing (e.g. psychometric)
Staff induction
Staff appraisal
Training/skills development
Equipment operation skills
Quality control skills
Lecadership skills
Workforce diversity skills

AR ol N N AN N NN

LI I
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Yes — promoted through CRM
No evidence

No — largely task-related

Yes

Yes — promoted through CRM

Yes

Developing

No - relates to trial period
No - relates to annual review of pay

Yes — frequent updates provided

Reward & Commitment practices (RC)

Strategic integration

Absenteeism records

Labour turnover records
Communication arrangements

Employee job satisfaction records
Pay & reward practices

Formal pay system

Pcrformance related pay

Profit related pay

Employee Share Options (ESOP)
Commitment practices

Internal promotion

Job security

Harmonised terms and conditions

» AN

o BN I N

L

Yes
Yes

No evidence
Yes — part coverage for sales staff

No evidence

Other contextual variables
Strategic integration
Productivity records
Communication arrangements
Communicate through mgrs
Communicate by email
Training/skills development
Training/skill dev. is important
Health & Safety training
Customer scrvice training
Organisational standards
Investors in Pcople
Working hours
Greater than 35 hours per week excl. OT
Greater than 35 hours per week incl. OT
Sources of advice
Member of EA
Sought advice from EA

Yes - confirmed by employees
Yes — confirmed by employees

Yes - regulatory/technical skills
Yes -~ frequent updates provided

Yes - 37.5hrs +
Yes —43hrs +
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Involvement & participation

Whilst the finance director reported at the survey stage that process improvements did not form
part of a wider strategy, it beccame apparent that a number of improvements were being made at
the firm. These improvements will be explored as we move throughout this chapter. It was
apparent that the business development director had played a key role in promoting

improvements such as the introduction of a director’s meeting to review firm performance:

‘We do try to plan more than we did...our business development director is keen and he
gets us to have more meetings, we try to have three or four directors meetings a year,
before it was only one. We do try to plan more now; he is instrumental in that really’

(finance director).

Communication at the firm was largely through managers. Notice boards were used to share
more general information across all employees at the firm. Meetings were held between the
engincers and management. These quarterly meetings were management-led and did not
involve wider office employees. The content of these meetings revolved around task-related
issues such as upcoming contracts, although engineers confirmed that these meetings offered a
forum for wider discussion. Employees reported that they were very satisfied with the quality
of relationships and that a good level of trust existed between themselves and management.

There was a gencral feeling that management tried to take the views of employees onboard:

¢...the business development manager has engineers meetings with all levels of staff;
there is good communication and everybody gets to contribute, we try to put their

[engineers] ideas forward if we can’ (finance director).

Aside to these meetings, there was no formal suggestion scheme or incentives to encourage
employce involvement. Employees typically represented their views to management on an
individual basis. Despite the lack of formality, employees reported that they were actively
encouraged to make suggestions and were very satisfied with their ability to influence

decisions about how they work.

‘We are always kept in the picture about changes, by email and through meetings’

(installation engincer).
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The firm was found not to operate teams. When interviewed, the engineers reported working in
tcams, but when probed further these related to groups of engineers who worked together on

site as a consequence of health & safety and skill requirements of the job.
Human resource practices

The finance director reported at the survey stage that the firm forecasted its employee
requircments. It transpired that the managing director used the firm’s Customer Relationship
Management (CRM) system to support this activity. The firm also reported integrating
employment practices to their ongoing strategy, although no evidence of this, or strategy, was
found. Training/skills development activities were clearly taken to heart by the firm, however
the firm had reportedly not undertaken any training in equipment operation skills, quality
control skills, leadership skills or workforce diversity in the last twelve months. Despite this, it
was evident that training that had been progressed. It was apparent that training and skills
development activities largely revolved around the operation of new equipment and health and

safety issues.

It was evident that considerable effort was placed behind ensuring the quality of the firm’s
product/service. The firm operated an accredited quality management system and involved
employees in reviewing the quality of new equipment released onto the market. The firm
recorded faults with their product and service through their CRM system and took appropriate
action where necessary, such as referring product faults to their suppliers. The firm also took
part in a formal improvement group with a large manufacturer. Setting, maintaining and

auditing quality processes and procedures were activities reserved for the firm’s directors.

Despite the fact that employees had previously joined the firm through informal and familial
networks, the firm had recognised the need to formalise its recruitment and selection
procedures. A decision had been taken by the directors to retain information on the skills of
recent applicants and develop more formal selection practices that tested the aptitude/skills
required to work at the firm. Indeed, the lack of formal procedures in this area had caught them

out in the past:

‘...I cannot remember how it [the form] was worded...it said if you have any

phobias...we have never experienced that before because you think that anyone who
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would come for a job as an enginecer will know that he has to work on a ladder!’

(finance director).

Although the finance director had reported that the firm operated an induction process it

transpired that this was unstructured and informal and related to a contractual trial period:

*...it depends on their experience; there is a three-month standard trial period, no set

training’ (finance director)

The firm’s appraisal related to an annual review of pay progressed individually with

employees, a point that will be explored further below.

Reward and commitment practices

The finance director reported at the survey stage that the firm recorded absenteeism and labour
turnover rates. The majority of employees held long tenure with the firm, and the following

quote summed up the accommodating approach taken by the managing director:

«...staff turnover is low...I had to let someone go yesterday...rather than let him go I
tricd to find him another position...I do not remember the last time someone left of

their own accord...” (managing director).

Whilst the finance director reported that the firm operated a formal pay system, it transpired at
the survey stage that this was not the case. Pay levels were decided on an informal and
individual basis. Employees at the firm reported that pay was a private issue and not for
general discussion. Pay levels were reviewed annually by the directors, a process that
perversely did not involve the finance director. When investigated further it became evident
that this was an area unlikely to be developed in the future. This appeared to relate to the
limited understanding held at a director level as to the problems caused by the current

informal/unstructured system or what a formal pay system might entail.

As with Kitchen Co., whilst management reported not to negotiate with employees it became

apparent that the firm had increased the wages of some employees in order to retain skills:

‘...it is hard for companies to get good CCTV engineers...occasionally you do get a

situation where you may have to increase rather than loose the staff” (finance director).
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It was apparent that the engineers worked considerable levels of overtime, and in return
received overtime payments. Whilst the firm initially reported that they did not operate a

performance related pay scheme it later transpired that sales employees did receive bonus

payments:

‘...the sales guys work on a commission basis, [they get] a set basic pay but with
commission which is worked out by our managing director. They have certain targets

they have to make each quarter to get that commission (finance director).

Aside to commission for sales employees and overtime for engineers, the firm also provided
attractive non-pay benefits including a contributory pension scheme across all employees and a

range of annual social events. Full sick pay was also provided at the discretion of management.

‘Recently Nick [an engineer] had to have an operation and he was off for a
month...[he] has been with us for ten years and looking at the sick record had two days

off in all that time, so we paid [him]’ (finance director).

No evidence was found of internal promotion. The firm had chosen to externally recruit an
opcrations manager as it was felt that these skills did not exist in the firm. "The firm did not
operate harmonised terms and condition with wage rates and hours of work varying within and
between office staff and engineers. When questioned, the engineers reported that they worked
at least ten hours overtime per week and sales employees reported working an extra twenty
hours. Employees reported that the level of effort they had to put into their jobs was quite

tiring and that their job required them and others within the firm to work hard.

When questioned, employees reported that they strongly agreed that they felt loyal to the firm
and that they felt that their job was secure. Employee satisfaction amongst engineers related to
an ability to become relatively autonomous in their work tasks as they were given their own
sitcs and transport (e.g. a company van) when fully trained. Employees reported that the
quality of working relationships with other employees, the working environment and non-pay

benefits acted as key reasons for working for the firm.

7.1.2 Management style

At the survey stage, CCTV Co. reported not having an individual who held part or sole

responsibility for human resources. Line management issues were resolved between the
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managing director and business development director, with statutory personnel issues resolved
by the finance director with support from external accountants and lawyers. It later transpired
at the case study stage that human resource management played a largely administrative/role in
the firm and human resource issues were dealt with as they arose. For instance, employment
contracts had provided a recent focus for the firm in light of an employee leaving to set up on

his own:

*...you have to decide if you can understand the new rules and regulations or whether
you should...hand it over completely, because there are so many things you need to
know...we had a incident with one employee and it took up a lot of our time...it did not
get legal but we had to ask him [previous employee] to bring back information he had
taken away...[as a conscquence] we reviewed all of our employee contracts...it is a

shame we had to lcarn that way’ (finance director).

In gencral, there was a lack of understanding of what human resources meant to the firm and
management justified this on the grounds of the firm not being big enough. There was however
signs that the directors wanted to develop wider structures and working practices further in the
future. Initial steps had been taken to formalise the organisational structure and reporting lines,

a move motivated by the business development director:

*...it makes more sense to have a structure...originally the managing director was the
only director, then when the business development director came in a couple of years
later both he and I were [made] directors...we now have a proper sales force and admin

tcam. A proper sct of engineers with their assistants...” (finance director).

7.1.3 Organisation

At the survey stage, the finance director reported that the firm was accredited for ISO9000
quality management systems and preferred supplier status and these were confirmed to be
present in the firm at the case study stage. The emphasis placed on quality at CCTV Co. could
be traced back to the managing director’s experience gained when working for a number of
high profile customers (e.g. House of Commons, Houses of Parliament, the Qucen, and so on)
prior to sctting up CCTV Co. The managing director experience drove a quality-led approach
within the firm and had led to various developments such as the creation of their own bijou

testing procedurcs to assess the supplier quality:
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‘..one of the things we have done recently is a best of brand ‘shoot out’ [which
involves] lots of testing [of the CCTV equipment]...in the dark, in the light, what the
colour was like, how true the video signal was. We chose the best camera and the best
colour LCD monitor... [as a result we are] able to prove it is the best and we can charge

good money for it’ (business development director).

The knowlcdge that the firm had amassed on product quality had led the managing director to
be included within a supply chain improvement group for a large supplier, a matter that will be
explored in greater detail later. Whilst the firm did not run an accredited health and safety
management system, it was clear that they treated such issues with high importance. The firm
were driven by legislative requirements and customer demands in this area with engineers
being refused access to site without the proper clearance. Although health and safety
represented a financial burden to the firm, they were looking to review and improve this area
and were in the process of secking external advice. The firm’s approach in this area typified

how they saw themselves in light of their competition:

‘...gencrally we are a safe company. When we hear about how other companies work,
how they [engincers] work up ladders on their own and they are not footed. We have
never done that...If you look at some quite big companies out there you would be gob
smacked at how they actually work on site. We just won’t allow it. We will not put

people in danger’ (finance director).

In addition to quality and hcalth and safety the firm was also introducing IT-based
performance mcasurement. Aside to basic forms of technology (e.g. PCs, computerised
accounts, internet and mobile phones) investments had been recently made in a CRM system,

with the business development director acting as a key catalyst for these developments:

‘Seven years ago we took on another chap [business development director] who had
come from a large firm and he put in a lot of systems that we did not have before. We
are more organised, have more IT, customer care programmes...he has developed the

IT side of the business much more’ (finance director).

It was clcar that the introduction of greater forms of technology had supported operational
management at the firm. The firm’s new CRM system had provided a tool for scheduling work

and tracking quality allowing them to take appropriate remedial action when necessary:
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‘...we now have historical information...on what causes our callouts and how many of
them...I was able to say that 28% of all our callouts are being causcd by the software
problem in [a particular] product, state all the instances, open up the report’ (business

development director).

Attempts were also underway to integrate this system with other systems at the firm (e.g. sales,
accounts and so on). In general, investments in ICT were taken as and when required. It is
apparent from the above that the firm were attempting to integrate their thinking in this area,
but as we shall explore later, the firm did not have a wider strategy. Technology improvements
were driven by the business development director on an informal basis as to what was

considered appropriate for the firm.

The introduction of a CRM system had also driven the development of broader forms of
performance measurement. The introduction of relatively simple and operationally-based
performance measurements, as highlighted above, had been met with little resistance from the
managing director or finance director who had recognised the need for greater levels of
formalisation. The business development director had developed a basic dashboard for the

managing director which provided largely financially and operationally-based information:

‘We have a package CRM ([customer relationship management].....I have got an
instrument panel now and I can see everything; the forward loading of work and how
much we are owed by customers, how many orders we have got, what orders we can
do next week and which ones we need to provide input to get to a ready to go state and

that is really quite helpful information’ (managing director).

7.1.4 Reviewing the extent and form of HRM practice at ‘CCTV Co.’

Case study analysis revealed evidence of eleven out of fifteen practices originally reported at
the survey stage. These results, allied with those of the previous two cases, provide further
evidence of inconsistencies between phase one and phase two of this research. No evidence
was found of the strategic development of employment practices or skills development, and
decisions in regard to these areas were taken as and when required. Training focussed on
statutory/regulatory demands (e.g. health and safety). The practice of induction related to the
firm’s contractual trial period, a formal pay system was not found to be in operation and
appraisal related to an annual review of pay. Finally, limited evidence was found for internal

promotion, with the firm openly admitting that they were looking to externally recruit an
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operations manager rather than promote from within. Indeed, if one were to have signalled out
the formal practices present at CCTV Co. one would only have noted five practices namely:
sharing information via notice boards; quality management system; recording labour turnover

and absentecism; and performance related pay.

As with the previous two case studies, practice coverage also varied. Performance-related pay
applicd to only those employees within sales-oriented roles. Team briefings related to meetings
held at a director’s levels and management-led meetings with engineers. No regular forums
were held with office staff, and limited evidence was found of practices that might encourage
upward forms of communication and problem solving. Practices were also evolving with
evidence found of the formalisation of recruitment & selection relating to the redesign of the
firm’s application form. However, the latter example, allied with others (such as the update
made to employment contracts) highlighted a general reactive and piecemeal approach taken
towards the management of human resources, with HRM recognised as a largely
administrative/role in the firm. One could hardly argue that those practices that were in
operation, as outlined above, could be labelled as progressive. Indeed, it was hard to see how
the firm’s approach might change in the immediate future given the general lack of

understanding or strategic intent.

Having said this, the firm had, more recently, introduced a greater level of structural formality,
and it was evident that the business development manager was a catalyst in these changes. The
firm had introduced an organisational structure, reporting lines and management and wider
workforce meetings. A CRM system had also been implemented which provided simple
operational performance information and this was being rolled out across sales and financial
functions. Management also gauged the views of employees on quality-related matters through
product reviews. Whilst theses changes were playing a positive role in encouraging worker
involvement there remained an overall lack of workplace practice that might support this new

approach; management prerogative largely remained.

Overall, what these results lead us to ask why was management of CCTV Co. taking onboard

greater levels of formalisation? It is this that shall now be explored.

7.2 Growth: HRM challenges and transitions

Whilst only five years of archival data had been requested at time of interview, the finance

director provided the firm’s entire financial and employment trend; these trends can be viewed

-164 -



Phase 2: Case Study Findings at ‘CCTV Co’

in Figure 7.1 and 7.2. Overall, these statistics reveal a positive growth trend with a period of
decline during the millennium. Since this period of decline the firm had grown its sales
turnover on average by 19.1 percent per annum over the past five years, increasing from
£700,000 in 2002 to £1.4m in 2006, and had grown in employment by 22.9%, well above the
0-15 percent average increase reported at the survey stage. As with Cable Co., these results

denote that employment growth lagged turnover growth at CCTV Co.

Figure 7.1: Sales turnover and profit trend at ‘CCTV Co’
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Figure 7.2: Employment trend at ‘CCTV Co’
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As is evident from the growth profile presented in Figure 7.1, CCTV Co. had entered a second
phase of growth twelve years after its initial conception. The firm shared many similarities to
Kitchen Co. Shortly after setting up the managing director recruited an office manager (the
current finance director) to provide a level of finance and administrational support. This
individual had become known to the firm as a result of redundancy from their employer. The

managing director reported that this initial phase of growth was largely unplanned:

‘...it [CCTV Co.] just kind of expanded by need more than by actually taking it by the
reins with a view to expansion, just by servicing the customer well and being relatively
successful. We need someone to fill this and someone to fill that and we expanded’

(managing director).

The managing director adopted a largely operational role in the firm, choosing to focus his
attention on the delivery of services for one large customer. In 1999, however, the managing

director reached a point of saturation:

‘I was working such incredibly long hours all I could do was serve, serve, serve..I'm
looking for an excuse maybe but [it was a] big lesson for me to learn...’ (managing

director).

At this point the managing director chose to inform this customer, who accounted for ninety
percent of the firm’s turnover, that CCTV Co. would be unable to fulfil any work in addition to
what was already contracted. As a consequence, this customer took the decision to take the
entire contract away from CCTV Co. Whilst the finance director argued that a recent move to
new premises and the loss of their only sales manager had led to the managing director taking
his ‘eye off the ball’, the business development director’s portrayal of the managing director’s

operational focus appeared to more accurately sum up the situation:

‘...the managing director wasn’t able to manage...and keep on top..he [managing
director] became so overwhelmed he declared to the customer that he couldn’t keep up
with this demand..so they took it [the contract] away...it was essentially bad
management...he never moved away from the coal face..it was a typical
owncr/proprictor thing...he just spent all his time in the ‘workshop’ doing hands on

work” (business development director).
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The combination of these events led the firm’s performance to freefall in 1999, and the owner-
manager had to inject private capital to stop the business failing. When asked which factors he
felt had made a significant contribution to firm growth over the past five years the finance
director reported that business strategy and the management of the internal organisation
(operational planning, systems and procedures etc.) had helped. It was evident that the
managing director and finance director had recognised the need to change as a result of their

crisis:

‘It was difficult for me at the time...not to just focus on this one customer who is
paying me so much money...by all means focus on this customer but take some of your
profits and get yourself another bunch of customers...get another sales team going...this
won’t last forever. That would have been really good advice for me...but I couldn’t see

that I was doing [anything] wrong...” (managing director).

Whilst the business development director had been initially employed to take a broader
operational management role his initial focus lay with professionalising the firm’s sales and
marketing function. The firm had since made a range changes to structures and systems and it

was believed that these developments had played a key role in growth:

‘...in seven years we have gone from £400k [sales turnover] to a million [pounds]. It is
not earth shattering, there are plenty of people building companies more quickly, but
we are very solid and very organic and it has meant putting in good infrastructure as
we go, so we have got the IT, we have got the systems and we got the people, we have
been training them and we know the technology sector with digital cameras and IT
cameras, so we are continually learning and going forward’ (business development

director).

Over the past year the firm had reinvested £20,000 in research and development, £56,000 in
capital equipment and £4,000 in information and communication technology (ICT) and these
developments were attributed as reasons for low profitability. The managing director was keen
for the firm to grow at an organic rate through the reinvestment of profits. The general speed of
reinvestment and change was noted by the business development director to be slow and the

family’s adversity it felt like this could be a source of future conflict.
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‘I think it is pretty scary for them [the family] to see it grow...it is an intcresting stage
in this company’s development, in some ways there is more potential but there is
adversity to take risk. If we wanted more rapid growth than organic growth we
would...be hitting areas harder than we are doing. We are growing at a manageable

organic rate’ (business development director).

The way in which CCTV Co. had responded to the growth and performance challenges they
faced related to the intcraction of a range of influences. These shall now be explored in greater
depth.

7.3  Product market, labour market and strategic orientation

7.3.1 Product market

CCTV Co. competed against a small number of much larger national firms. It was evident that
the firm was subjected to high levels of price competition from their larger competitors who
provided broader security products/services. The provision of bespoke high quality CCTV
solutions provided the firm with a niche and it became apparent that the approach taken by
competitors conflicted with value of management at CCTV Co., a point summed up by the

managing director:

‘...about zero point one percent [of our competitors] provide quality kit, the other
ninety-nine point nine percent do not care... [So long as]...the customer signs at the end
of the day...they [our competitors] are happy. It has become a game; the product

quality is very low’ (managing director).

The firm’s niche was confined to the Southern region of the UK, and management reported
that they had refused contracts further afield as they could not service them from their existing
location. Whilst the finance director suggested that the firm did not have any threats to their
current market position, the business development manager recognised that their existing
market was maturing and that, in order to achieve future growth, the firm might need to

consider opening up satellite offices in other regions.

The firm sct themselves apart from the competition by offering a two-year warranty for all new
installations. Knowledge on competition was based upon industry experience and familiarity.

The quality-led approach had been embedded in the firm by the managing director as a result
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of his own career experience, as outlined earlier. However, the firm were increasingly
expericncing a range of challenges that had the potential to conflict against their quality-
focussed values. The firm reported that because hardware prices were reducing dramatically
good quality established manufacturers were going out of business and this was compromising

product quality across the industry:

‘....A lot of people [customers] just look at the price, not at what the camera actually
does...the market has just got flooded with loads of cheap cameras and manufacturers
of cheap CCTV...this is not the industry we want, this is rubbish. But that is what is

happening’ (finance director).

Product/scrvice innovation was important to CCTV Co. and in response to the increased
compctition the firm were beginning to source more advanced forms of technology. At time of
investigation, this was contributing around twenty percent to their sales turnover. However this
more advanced technology was causing frustrations at the firm as the technology was relatively
unproven and suffered from poor reliability. As a consequence, the firm had developed its own
in-house quality testing procedures to select equipment for installation, and noted product
faults within their CRM system which were then fed back to their suppliers. However, it was
evident that the buying power of CCTV Co, when compared to their lower cost/quality
competitors, was low and suppliers were not always cooperative. Despite these frustrations the
firm’s sustained efforts had led to their inclusion within a formal improvement network with a

large original equipment manufacturer, and this will be explored in greater depth later.

The finance director reported at the personal interviews stage that thc majority of their
customers were large and that at present one customer made up thirty percent of their sales
turnover. Since the crisis at the turn of the millennium the firm had become more selective,
avoiding low margin work, and had diversified its customer base. However, management
continucd to promote an inconsistent approach to doing business, with greater importance
being placed on particular customers and procedural conformity often being neglected to

satisfy particular customers:

*...being small we can react a lot quicker than a larger company which customers seem
to like. With other [larger] companies you can wait wecks, whercas we can juggle
around with our guys and fit somebody in, even when we are not supposed to do it.

They [contracts] are supposed to have order numbers, but we can do it...without order
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numbers. I do not approve really but sometimes you have to do it if you want to please

the customer’ (finance director) [emphasis added].

7.3.2 Labour market

Managers at CCTV Co. held largely career-related experience and technically-based
qualifications. No managers within the firm held any form of professional managerial
qualifications. When asked how CCTV Co. recruited their managers at the survey stage the
managing director reported ‘externally’. The business development director was the first
manager to be recruited to the firm outside of the family. The business development director
had trained as an electrical engineer and had worked his way through various positions in
process management and project management for a large paper mill. The business
development director had been recruited through an informal network when the firm that he

worked for closed down:

‘..I looked after the security of the [paper mill] site so I was a customer of the
managing director...he heard the site was closing and contacted me and asked to join
this company to quote ‘make this company more professional’. It was very much the
small company that needed developing from a family business type scenario and they
needed someone from a big company with [knowledge of] structures..v.’ (business

development director).

One might therefore question whether an individual like the business development director
would have been recruited to the firm if this chance event had not occurred. The firm was also
looking to recruit another manager to supervise the installation and service engineers to release
the managing director from this operational role. There was recognition that these skills did not
currently exist in the firm, but rather than train an existing employee up the firm were looking

to recruit these skills into the firm:

¢...you have to do that [internal promotion], but if I am honest there is probably not
anyone suitable of doing it [managing the engineers] here...there is a particular type of
skill that is required to organise, to supervise...I'm not too worried about the technical

ability because we can train that’ (managing director).

Having said this, the firm had internally developed employees through apprenticeship schemes

and two engineers interviewed at the case study stage had been supported through college by
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the firm. However, the firm reported that they were now experiencing employee skills
shortages in service and installation engineers, which would impact on their ability to cope
with demand. As a consequence, the firm was beginning to turn towards more formal

networks, such as agencies, to fulfil their recruitment needs:

‘We have used agencies, I think there is a phase in a small business’s growth where
you outgrow your ability to hire brothers and sisters, aunts and uncles, and then you
have to be a bit more professional about it. You need to advertise and use agencies and

the website and other means at your disposal’ (business development director).

7.3.3 Strategic orientation

The finance director reported at the survey stage that the firm had a formal strategic plan or
vision, however on closer investigation at the case study stage no formal evidence was found.
As outlined above, there was a clear emphasis placed on product/service quality across the firm
and, when asked, employees strongly agreed that they shared the values of the firm. These
values, however, had not been formalised but were implicit, informal, and embedded in the

ways of working:

We have not got anything written down. I suppose various leaflets and emails, just the
general way we operate, we do not have a mission statement, it is informal really’

(finance director) [emphasis added].

Instead, the finance director revealed a structured set of budgets. Whilst formal evidence of a
strategic plan was limited, it was evident that the firm was beginning to adopt a more planned
approach with the management of the internal organisation (e.g. operations planning, systems,
and procedures) reported to have played a key role in growth. Much of this change was
attributed to the business development director who had introduced key concepts to the other

directors helping them to manage more effectively:

“The helicopter theory and having that explained...you really need to be able to stand
back every now and then...you cannot see the overall picture...that is absolutely so

important, it is the wood from the trees thing’ (managing director).

Further dclegation was reported as a key aspect for long term survival, especially in regard to

operational and financial functions. Changes in these areas would allow the managing director
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and finance director to begin to stand back and focus more on strategic matters. However, at
time of investigation it felt as though the managing director and finance director were not clear
on what their future roles might entail. Despite the attempts of the business development
directors, it was evident that both members of the family remained embedded in the

operational aspects of their roles:

‘We nced to get someone to help on...the financial side of the business. Because we
have expanded at such a rate it is too much for me to do...The managing director also

nceds someone to assist with projects...but it is hard to let go’ (finance director).

7.4  Human capital, social capital & institutions

7.4.1 Human capital

The managing director reported at the survey stage that training and skills development was
very important to the firm. Further investigation at the case study stage revealed that the firm
madc a budget available for training. The managing director reported that the cost of courses
placed a constraint on training activities. Despite these constraints employees reported
completing, on average, five to ten days training per annum. Much of the training activities
revolved around task-related skills such as health and safety, operation of new equipment and
product training to meet statutory and customer demands. As will be further discussed within
the “social capital® section supplicrs were noted to provide a level of low cost training support
to the firm. Overall, employees strongly agreed that they were encouraged to develop their
skills

Training was provided to employees through a mixture of in-house on-the-job training and
external courses. In-house training remained relatively unstructured and informal and this was

attributed to the firm’s size and workplace proximity:

‘I think it [training] is very important. You can really tell when someone has not got
the skills because if you are in a smaller company you cannot really hide anywhere. I
know in a larger company you can get away with doing very little, but when you are in
a smallcr company and someone has not got the skills it is quite obvious straight away’

(finance director).
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Training and skills development activities were scen to be crucial to ensure that the firm
maintained its high levels of service quality. However, the depth of competency required for
problem solving on maintenance contracts, for example, provided the firm productivity

challenges:

‘...they [engineers] all have different skill sets which can be hard in some respects
because you only have the one person that knows how to do the really technical
side...sometimes you need someone who will fault find and understand all the technical
side and can trouble shoot if you send someone not as qualified they will have to come

back and somcone else will have to go’ (finance director).

As outlined above, skills were largely technically-based and reliance was placed on career-
related experience. As a consequence of the crisis in 1999 the firm made further investments in
skills. Initially this involved the recruitment of the business development director, and later a
sales tcam and apprentices. It was evident however that future challenges lay in the

development of the managing director and finance director:

‘We need to up-skill ourselves...I think particularly the managing director and the
finance director need to catch up...there is a kind of gap. The sales guy is twenty-three,
the receptionist is nineteen...thcy have twelve GCSE’s and four A-levels...apparently
[they are] amongst the top five percent of people [in the UK]. You stick them in front
of a computer and it is done. The managing director literally says ‘I want to do a word
document; is that the big blue W?” So there is a real mismatch’ (business development

director).

7.4.2 Social capital

The initial reports at the survey stage that the firm did not hold membership to a business
network, club or forum were confirmed at the case study stage. The managing director did,
however, see merit in relcasing time to exchange idcas with other business owners but was not
aware of any appropriate networks. The firm therefore placed reliance on the advice of the
business development director, which was problematic in itself given that this individual relied

on career experience and had not received formal management training.

The managing director confirmed at the survey stage that the firm had benefitted from

relationships with their suppliers, many of whom were large. The nature of these relationships
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appcared challenging for a number for reasons. Not least was the fact that suppliers
demonstrated a preference for reciprocity, which CCTV Co. had purposely avoided in order to

sustain their high levels of quality:

‘Sometimes you get referrals, not an awful lot...if you are buying all of their equipment
and you only buy their equipment they do tend to offer you more business leads. They
only want their equipment in there whether it is good or not. We do not tend to buy like
that. We want the customer to have the best of what is available in the market’ (finance

director).

Having said this, the persistence of providing regular feedback to suppliers had led to their
inclusion within a formal improvement network. This had provided an opportunity to share
experiences and solve problems resulting in product updates, notably on digital products, and
wider service improvements. The firm’s emphasis on quality had also led to new contracts and

the firm’s approach facilitated open and productive working relationships:

‘..[the customer asks] ‘we want Digital Video Recorders what do you
recommend?’...[the trouble is] we do not think any of them are that good. What we will
do for you is we will check four or five makes...use this as a test case...you decide what
you want. When we find the one, we will change all the others to that grade and send

the others back’ (managing director).

As a conscquence of the previous crisis the firm had also developed relationships with

subcontractors in order promote flexibility and mitigate risk:

“You are not so susceptible...because it is very expensive to employ an engineer...[with
sub contractors] you are not paying for retention, maternity pay and all the different

things that you have to pay as an employer’ (finance director).

7.4.3 Institutions

CCTV Co. was at a similar stage to Kitchen Co. Both firms were in the early stages of
introducing working practices. However, both firms were being influenced by institutional
forces in different ways. The way that institutional forces (Paauwe and Boselie, 2003)

influcnced CCTV Co. will now be explored.
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- Coercive: CCTV Co. had established quality management practices and accreditations
in response to customer demands. The firm also provided regular health and safety
training to employees in response to government and construction industry (e.g.
Construction Skills Certification Scheme) regulations. Training was also heavily
influenced by suppliers and the firm was forced to use product suppliers. Finally, in
order to respond to customer demands the firm often circumnavigated procedural

conformity.
- Mimetic: No evidence of mimetic forces was found.

- Normative: The business development director had instigated the introduction of a
management structure, reporting lines and a management team, and had implemented
opcrational systems for sales and marketing (e.g. CRM) which were being spread to

other functions (e.g. finance).

7.5  Implications: establishing the underlying causal mechanisms

This case has provided an analysis of the forces that influenced the introduction of structures,
systems and wider working practices at CCTV Co., an SME in the construction industry. As
with the previous two cases, CCTV Co. was also found to be responding to grbwth and
performance challenges. Having drawn out particular conclusions earlier in respect to RQ1 and
RQ2, this section will seck further clarification on the extent to which the approach taken by
CCTV Co. towards HRM altered in response to growth/performance challenges (RQ3) And the
underlying mechanisms that determined the approach taken by CCTV Co. in response to the
growth/performance challenges faced (RQ4).

The case describes a series of events that occurred at CCTV Co. as a result of exchanges
between key entitics that included the managing director (original founder), a sales manager, a
business development director, and a large customer. These entities were related through a
range of internal events. In order to identify the underlying causal mechanisms it is important
to explore these interactions further. The key sequence of events involved the managing
director informing a customer (whom accounted for ninety percent of their sales turnover) that
he could no longer fulfil their requirements. This decision subsequently led to the customer
withdrawing the contract and plunged the firm into performance freefall. Rather than see the
firm fail, the managing director injected private equity to the firm. At a similar time, the firm’s

sales manager left to set up on his own, taking two of the firm’s service engineers with him.
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As a result of the above events a range of internal changes had taken place that had led to the
formalisation of structures and systems at the firm, beyond what had previously been achieved
under the founder’s leadership. The firm had recruited a new employee in the role of ‘business
devclopment director’, had recruited new sales employees and implemented new sales
processes, had implemented an organisational structure, reporting lines, communications
mechanisms (¢.g. directors & engineers meetings) and operational systems (e.g. CRM) and had

made changes to their employee contracts and recruitment practices.

Three interrelated mechanisms were clearly identificd to be at work in CCTV Co. The primary
mechanism, in agreement with the prior two cases, related to the ‘detection of an imminent
shock’. This shock was deeper and quicker than those discovered within the other cases. The
firm lost the majority of its turnover overnight and required an injection of equity to keep the
firm afloat. The ‘injection of private equity’ formed the second mechanism. Unlike the
grandson at Cable Co., it was apparent that the founding managing director harboured the
ambition and belicf that he could rebuild the firm. The third mechanism was represented
through the “entry of a new director’ to the firm with the managing director taking the decision
to relinquish control of the firm’s operations. Much the same as the new managing director in
Cable Co., the new director whom entered the firm proactively championed the development

of sales and wider structures and systems. -

Despite these changes, however, the developments to wider structures, systems and working
practices at CCTV Co. were not as far advanced as those at Cable Co. It is worth spending a
little time exploring possible explanations for this. First, the depth of response required at
CCTV Co. was much greater than the previous two cases. The firm was left rebuilding their
order book and sales team from scratch, and only then could attention be diverted to the
development of wider structures and systems. Second, the managing director of CCTV Co.
continued to retain a tight control on the operations, and was yet to transit to a more strategic

role at time of investigation, a role assumed early on by the managing director of Cable Co.

Whilst at time of investigation CCTV Co. was looking to recruit employees to support the
delegation operational tasks by the managing director and finance director it was unclear how
successful this would be. The managing director and finance director lacked formal managerial
and Icadership expertise and initial impressions were that they lacked understanding as to what
their new roles might entail. Internal structures and systems at CCTV Co. had not kept pace

with growth and whilst these were under development at time of investigation, strategic intent
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remained worryingly absent. This deficiency in managerial capability was accompanied by an
adversity to risk. The family’s mindset therefore, appeared to conflict with the business
development directors more ambitious future plans for the firm. It was therefore unclear, for
how long the family directors would remain receptive to the changes being suggested and
introduced by the business development director given that the firm’s performance had picked

up, and even whether they would be sustained given their lack of strategic integration.

As with the prior two cases, the recruitment of the business development director to the firm
was a chance contingent event (Easton, 2010). If the managing director had not been
contracted to install CCTV cameras on the industrial at which the business development
director worked it is unlikely that their paths would ever have crossed. This chance meeting
held significant implications for CCTV Co. as the business development director played a key
role in reviving the firm’s fortunes. Indeed, any possible scenarios could have been envisaged.
Equally possible could have been the firm failing rather than growing, or the managing director
choosing to undergo leadership and management training and subsequently leading the revival

of the firm.

Taken together with the results of the previous two cases, these results reinforce management
induced ‘shocks’ as a key mechanism influencing the introduction of working practices in
SMEs. Wider patterns are also beginning to emcrge. Whilst firms were at various stages
evidence has been found of key structural changes that firms take in response to growth and
performance challenges. In addition, whilst wider working practices were in their infancy at
Kitchen Co. and CCTV Co., they were under development at Cable Co. What appears to
distinguish these firms is the role played by a ‘champion’ and strategy. Whilst inconclusive,
these results begin to provide evidence of a structural hierarchy that firm’s pursue during
growth and point to the supportive role that wider workplace practices might play to these
systems and structures. In addition, three mechanisms emerged within this case study that

drove the introduction of greater levels of formalisation at CCTV Co.

In order to advance our thinking further we shall now investigate the case of Bearing Co., a

firm that competed within a different industry to the prior three cases.
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Chapter 8

Case study 4: Bearing Co

8. Introduction

This chapter reports the case study findings at Bearing Co., a small wholesale supplier of
bearings and lubricants. The firm operates from an industrial estate in Gravesend in North
West Kent. Bearing Co. was founded in 1989 when the managing director left a national
distributor. At time of interview the firm had achieved a sales turnover of £2.95 million and
had 16 employees. The firm’s sale turnover which is considerably higher when compared to
the previous three cases can be explained by the resale value of products they supplied.
Bearing Co. had developed a specialist niche for bearing procurement in a regional market

within the national bearing and lubrication industry*';

‘...from small industry up to large heavy industry, the guy who will come in on the
trade counter [to] cement mills and cement works, power stations...” (managing

director).

The managing director reported at survey stage that the firm was privately owned, however it
later transpired at the case study stage that the firm was partly-family owned. Ownership was
shared jointly between the original founder and the owner of a firm that supplied lubricants to
the same market. It became apparent that the relationship between Bearing Co. and the
lubricant supplier had existed for some time; however these firms had only recently merged

following the exit of a third director:

‘We are co-directors...fifty percent cach...we used to be two companies...we are now
incorporated into one company...our third co-director was in lubricants and then he left

so there was no reason to keep two companies separate’ (managing director).

When questioned, the managing director was not prepared to divulge why the third director
had left the firm. At time of interview respondents held an average tenure of over nine years

with the managing director being the original founder and therefore holding the longest tenure.

4! The firm’s activity is formally recorded as ball and roller bearings (wholesale) and relates to SIC code
46.69 (2007).
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8.1 HRM, management style & organisation

8.1.1 HRM practice

The managing director confirmed at the survey stage that Bearing Co. had implemented a total
of 23 out of 40 working practices. As Table 8.1 reveals, Bearing Co. had reportedly
implemented twice as many practices within each component when compared to the average
survey firm and against others within their sector. The high reported levels of work practices
adoption is intriguing and requires further investigation. The nature and form that individual

practices took was therefore further examined, the summary of which is presented in Table 8.2.

Table 8.1: The distribution of work practices by component at ‘Bcaring Co’

Component Bearing Co.
Survey Sector

Mean Mean Reported  Actual

High Involvement 3.0 24 7 2
Human Resource 53 4.3 10 2
Reward & commitment 36 3.5 6 2

Total 119 10.2 23 6

Table 8.2: The incidence of work practice adoption at ‘Bearing Co’

Survey Case study evidence

High Involvement Practices (HI)
Strategic integration
Process improvement
Culture change programme
Work organisation
Teamwork
Quality circles
Communication arrangements
Team briefings
WC/consultative committee
Trade Unions
Staff suggestion scheme
Staff attitude survey
Sharing company information via newsletter
Sharing company information via intranet
Sharing company information via notice board
Training/skills development
Communication skills
Teamwork skills
Problem solving skills

e

No evidence

* S

Yes — reserved for management team
Not aware

No evidence

AR I I N B I N

Yes - basic

No evidence
No evidence
No evidence

AN NN

Human Resource Practices (HR)
Strategic integration
Forecasting staffing

<

No evidence
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Employment practices v No evidence
Skills development v No evidence
Improving quality _ v No evidence
Customer satisfaction records 4 No evidence
Work organisation
Multiskill X
Quality management certification (ISO 9000) X
Employment practices
Formal recruitment & selection X
Selection testing (e.g. psychometric) X
Staff induction v Informal
Staff appraisal 4 Yes - annual performance review
Training/skills development
Equipment operation skills v Yes — product training
Quality control skills 4 No evidence
Leadership skills v No evidence
Workforce diversity skills X
Reward & Commitment practices (RC)
Strategic integration
Absenteeism records v Yes
Labour turnover records X
Communication arrangements
Employee job satisfaction records X
Pay & reward practices
Formal pay system X No — decided on a personal basis
Performance related pay v No evidence
Profit related pay v Yes — overall firm performance
Employee Share Options (ESOP) X :
Commitment practices
Internal promotion v No evidence
Job security v No evidence
Harmonised terms and conditions v No - hours & wages varied
Other contextual variables
Strategic integration
Productivity records X
Communication arrangements
Communicate through mgrs v Yes
Communicate by email v Yes
Training/skills development
Training/skill dev. is important v Yes — product-based training
Health & Safety training v Yes
Customer service training 4 No evidence
Organisational standards
Investors in People X
Working hours
Greater than 35 hours per week excl. OT v 44 — 60hrs per week
Greater than 35 hours per week incl. OT - No overtime facility
Sources of advice
Member of EA X
Sought advice from EA X
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Involvement & participation

The involvement of employees in process innovation was limited at Bearing Co. and process
innovation was omitted from the firm’s wider strategic thinking. Involvement in decision
making was generally reserved for the management team and directors. Whilst the managing
director reported leading an annual strategic review, and that this involved all employees, this
was not confirmed by employees. It emerged that employees were involved only when
management deemed it important, which typically revolved around the firm’s product market

such as the recent decision to become a sole distributor for a large manufacturer:

‘...when we were asked by SKF [large manufacturer] to become a distributor, it was a
decision that the directors made but prior to making that decision everybody was
involved. We bought everybody into a meeting and told them what had happened and
involved everybody and asked them for their feedback. That is what we try to do, try

and involve everyone’ (managing director).

Whilst the managing director reported the existence of teamwork at the survey stage, it later
transpired that this practice rclated solely to the management team. Although employees
reported feeling part of a wider ‘team’, team working related to groups of employees that

worked together as a result of their proximity and job roles:

‘Well what we do is we tend to have work stations...three of them working together, so

they would all rub off on one another’ (managing director).

Team briefings therefore related to meetings between management team members, not with the
wider workforce. Meetings were held between management once a month and more formal

meetings once a quarter. Communication was top down and direct:

‘The management have a team meeting every Monday moming and discuss what is
going on, and then we would individually let our staff know what is going on and what

they need to do’ (external sales manager).

Communication between management and the wider workforce remained relatively informal.
Employees reported that meetings with the wider workforce had been introduced but had later
been stopped. It became evident that meetings in general revolved around operational matters

in relation to an employee’s immediate job task. Whilst employees showed a preference for
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informality, it was acknowledged that the current lack of formal communication processes

posed a problem:

‘...it is just a notice board and word of mouth. Communication is the hardest...I thought
that being a small company communication would be a lot easier...even at director
level, you ask where the managing director is today and nobody knows and you ring
him and he is on holiday. I'm sure it happens in every company?’ (external sales

manager)..

Employees reported that formal methods of communication were only used in regard to
disciplinary. Overall, little evidence was found of upward forms of communication, summed

up by the following comment:

‘...if you have got an idca...their [the directors] door is always open, you just go and
have a chat with them and if they feel it is okay then we run with it. It is very informal’

(internal sales manager).

Despite the limited formal involvement of employees, employees reported that high levels of
trust existed between themselves and management and that they were very satisfied with the
ability to influence decisions in general and those relating to their particular role. Employees
were very satisfied with the quality of working relationships with management and their
colleagues. No evidence was found of the presence of communication, team working or

problem solving skills development over the past twelve months.
Human resource practices

Whilst the managing director had reported at the survey stage that issues relating to: the
forecasting of staffing requirements; employment practices; skills development, improving
quality; and, customer satisfaction were integrated to a wider strategy it was later revealed that
the firm did not have a formal strategic plan. The firm also did not run a formal induction
process. Evidence was found of a formal appraisal process, confirmed by employees, which

had been implemented three years prior to investigation.

No evidence was found of training in quality or leadership skills. In reality, skills development

activities revolved around employees’ immediate job task and included product-specific
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training from suppliers (e.g. large manufacturers), health and safety training and IT training

following the installation of a new system:

‘We probably had a weck of computer training because we had the new computer
installed. I have done forklift training which was a day and a half and then half a day

on product training with one manufacturer’ (external sales manager)

Reward and commitment practices

Evidence of records being kept for absenteeism were found, but not of employee turnover. The
limited emphasis on employee turnover appeared to relate to the long tenure held by most

employecs at the firm:

‘...we are lucky in that respect, most of the people that work for us are long timers, we
have got four this year coming up for ten years, so we do not get a very big movement
of staff...I think the reason that most people stay with us is because they do not want to

go with anyone else [within the industry]’ (managing director).

No evidence was found of a formal pay system. Pay was reported by employees as a private
matter not for discussion and that there was some opportunity for negotiation. Pay was decided

on an informal and personal basis:

‘It tends to be very informal, it is dependent upon the person we are employing, if he
has got experience and what position he is moving from. That would really give us

some indication of the salary we would need to be offering’ (managing director).

Employees reported the presence of other non-pay benefits including sick pay, a pension
scheme and a health scheme. The managing director felt that wages at the firm acted as a
motivator and employees confirmed that they were satisfied with wages rates, a point

reinforced by the internal sales manager:

‘I think if anything happened here I would be struggling to make the pay packet I do
now unless I went into London again, which I do not want to do’ (internal sales

manager).
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There was evidence that a profit-related pay scheme was in operation and was based on overall
firm performance. However given the firm’s recent stagnation in growth, a point that will be

discussed later, employees had found it hard to hit bonus targets:

‘There is a bonus structure but we will never hit it...not at the moment so
predominately it is basic [pay]...it is achievable but...the industry is not that buoyant at
this moment in time. Five years ago, yes we were steam rolling, if they had had a
bonus structure in place then, we were hitting it every month. Now it is very, very

difficult to hit our monthly targets’ (internal sales manager).

Whilst there was no formal practice for internal promotion, pockets of evidence was found of
employees who had progressed internally. For instance, the external sales manager had been
promoted to a management role since joining the firm as a sales representative. More broadly
there was little evidence of internal promotion. This may be partly as a consequence of
employee’s long tenure at the firm coupled with the firm’s recent stagnation in growth. Whilst
the firm did not operate a formal job security policy, when asked, employees strongly agreed
that their jobs were secure. Whilst the managing director reported at the survey stage that
harmonised terms and conditions existed amongst the workforce it became evident that rates of
pay varied amongst employees as did working hours. Indeed the director’s approach appeared

to promote a long hour’s culture within the firm:

*...] am contracted for forty hours...I do a voluntary Saturday every month, so there is
another four hours. Probably, in an average week you might put in an extra hour of two
to get things done...there is no overtime, it is just expected’ (internal sales manager)

[emphasis added].

Given the above it was unsurprising then that employees reported their jobs to be ‘quite tiring’
and that they had to work hard. Evidence was also found of the firm’s long hours culture

leading to employees voluntarily separating in the past:

‘We ask a lot from our employees, in our industry you get an extreme amount of
loyalty and people work extremely hard...we have had one or two people come and go.
People come into it and either love it and say ‘yes I am happy with this’ or they want to

leave very quickly’ (commercial manager).
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Employees reported that they worked for the firm because of the small busincss/tcam
environment, being treated as more of an individual, being a nice firm to work for and having

an opportunity to satisfy customers.

8.1.2 Management style

Whilst the managing director reported at the survey stage that the firm had an individual whose
_partor sole responsibility was for human resources, it later transpired that this role was shared
between the managing director and his co-director. HRM was found to play a largely
administrative role at the firm, with the director’s drawing on external advice from the Institute
of Directors (IoD) in order to keep abreast of employment regulations. At time of investigation
it was felt that the firm were too small to justify investing in an internal HR resource, but there

was recognition that this would need to change as the firm grew:

‘...our requirements for HR of any sort are minimal because of the size of company we
are. I want the company to grow, as do the directors, and then there will be a need for

more strength in those areas’ (commercial director). [emphasis added]

The directors had recently changed the firm’s organisational structure, introducing a
management team and formalising reporting lines. These changes signal]éd a more organised
and proactive approach by the managing director to the firm’s operations. The managing
director had made these changes in order to relinquish control over the firm’s operations and

release time to focus on the development of the firm’s product market:

‘... think that [the development of the wind power market] would not have happened if
time could not have been devoted [by the managing dircctor] to looking at that specific
industry without the pressures of the everyday operation...I think that is why we have
been successful in that particular market...we cannot afford to sit back...we need to be

looking forward all of the time’ (commercial manager).

The managing director reported these changes to be working well, however it became apparent
that the changes were incomplete. Whilst more formal structures and systems had been
implemented at a managerial level interactions between management and employees remained
relatively ad hoc and informal. It emerged that the other co-director was finding the process of
dclegation challenging and this translated into confusion across the management team as to

their role and scope for decision making:
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‘...the company will keep hold of the purse strings. If they [directors] were to say ‘we
have x amount of budget and that is what we are going to have for that department’
then we know what we can work to, but we have not got that...That is the only area that

I find difficult with this company’ (external sales manager).

8.1.3 Organisation

The firm did not use any organisational standards or accreditations. Aside to basic forms of IT
(e.g. PCs, computerised accounts, internet and mobile phones) the firm had also introduced
more complex systems including a Customer relationship Management (CRM) system to
support the management of customer and supplier demands. The implementation of a new ICT
system at the firm, as with CCTV Co., had been a relatively recent development and provided

management with a form of control:

‘It will show the staff exactly what margin they can get on that product...we can
actually have control there. We can give employees a visual warning...’do you realise
this is below an acceptable margin’...and there is loads of reporting things on the new

system we could never get off the old system’ (managing director).

However this decision had not been taken as part of a wider strategy. It was clear that
investments in ICT were made as and when required. Indeed, the recent decision to implement
a new IT system had been based upon its cost saving potential when compared to their old

system:

‘...we had the same computer system for quite some time...a company came in and
asked if we were considering updating our computer system...when I looked at it
seriously I realised I was being a bit blinkered because if I looked at the costs we were
actually paying just to stop the [old] computer system from falling over and what we
were actually getting from it, it was cheaper for us to go down the route of a new

system’ (managing director).

When asked whether they kept any performance measurement records the finance director
reported that the firm kept: volume of sales/service; profits/return on investment; total costs;
quality of product/service; absenteeism; workforce training; and customers/client satisfaction.
As with CCTV Co,, it was evident that the firm’s new ICT system had supported the collection

of data, although it was not always clear how this data was used.
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8.1.4 Reviewing the extent and form of HRM practice at ‘Bearing Co.’

Inconsistencies between the incidence of practices reported at phase one of the research and
those uncovered during the case study stage were greatest at Bearing Co. Case study. These
results provide further support to the fact that reported levels of practice adoption signify little
about the reality of HRM within SMEs. As with the previous three cases, there was little
formal evidence of HRM. Only six practices, with any certainty, were identified including:
team briefings, sharing information via notice board; an annual performance review;
absenteeism records; training in the operation of equipment (e.g. computing and product
training); and profit related pay. Having said this, the extent to which the recording of
absenteeism was backed up by a formal practice was questionable, and the profit-related bonus
scheme was yet come into effect due to firm’s current stagnation in performance. Practices
were also found to vary in coverage with team briefings reserved for management team

members and training provided only to those in sales oriented roles.

Although issues relating to the management of HRM were reportedly integrated to strategy at
the survey stage, no formal strategic plan was present. There was recognition that HRM would
require development in the future but at time of investigation HRM was treated as an
administrative and regulatory function. The owner-managers jointly_shared responsibility for
HRM and drew upon a business association for external legal support. Involvement and
participation was largely reserved for management tcam members and ‘teamwork’ related
solely to the management team. Upward forms of communication were informal and revolved
around product or job-specific issues which reflected the extent of employee knowledge.
Direct forms of communication between management and employees were prevalent. Despite
the undercurrent of informality and the lack of harmony evident in work conditions (e.g. pay,
working hours etc.) high levels of trust existed between management and employees. In
addition, employees reported that they were largely satisfied with their ability to influence

decisions about the firm and in relation to their direct role. Employees also felt their jobs to be

secure.,

Whilst HRM was embryonic and little evidence was found of strategy, wider structural
changes were beginning to take place. The firm had implemented a management team,
formalised reporting lines, introduced communications mechanisms (e.g. management
meetings) and had introduced a performance measurement system (e.g. IT system). Whilst

these changes were in their infancy they signalled a wider desire for increased levels of
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formalisation. But why now? Why was Bearing Co. making these changes? It is this that shall

now be explored.

8.2  Growth: HRM challenges and transitions

Although only five years of archival data on sales turnover and employment had been
requested at time of interview, the managing director of Bearing Co. provided data for six
years that the firm had been operating. The firm’s sales and employment trends can be viewed
in Figure 8.1 and 8.2. Bearing Co. had grown its sales turnover on average by 1.6 percent per
annum and in employment by 2.0 percent over the past five years. This archival data agreed
with the average growth performance calculations reported by the managing director at the
survey stage, but denotes the lowest level of sales turnover growth amongst the case study
firms. When questioned in regard to the firm’s growth trend, the managing dircctor reported

that the firm had grown in a linear steady pattern and had, more recently, reached a plateau:

‘We have never gone down [in sales turnover]...there was quite a bit of growth when
we were younger...for the past three or four years it [sales turnover] has been quite

stable’ (managing director).

Figure 8.1: Sales turnover and profit trend at ‘Bearing Co’
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Bearing Co. had experienced good rates of growth in its early years of operation and had

purchased its current larger premises ten years ago:
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‘We started off in a starter unit along the road which was eleven hundred square feet.
When we outgrew that we moved into two units...[we] outgrew those and then moved

here’ (managing director).

Figure 8.2: Employment trend at ‘Bearing Co’

18
16
14

12
10

m Employment

O N = O ®

02 03 04 05

The traditional markets within which Bearing Co. were competing were reported as ‘turbulent’
with the loss of heavy industry from the UK being seen as a key threat to the firm’s current
market position. The managing director remarked that given this turbulence it was astonishing
that the firm had achieved a relatively constant revenue stream. However, over the past decade

the firm had become increasingly challenged to find new customers.

‘..competition has grown drastically..[a lot of] our customer base has
disappeared...partly abroad, partly swallowed up by amalgamations...the cake has got

slightly smaller than what it was eight or nine years ago...” (commercial manager).

The pressures that Bearing Co. was experiencing in their traditional marketplace had driven the
firm to change their competitive strategy. The firm were being driven to explore new market
opportunitics. The managing director had begun to relinquish control over the firm’s day-to-
day operations in order to support these developments, as outlined earlier. At time of
investigation the firm was appraising the renewable energy market which was seen as a growth

market:
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‘We are having a look at new niche markets...we are looking at wind energy because
that is growing at thirty percent per annum at the moment...we did an exercise for
about eighteen months...to build up information before we were happy to go to market’

(managing director).

The way in which the firm was responding to these growth and performance challenges related

to a range of influences and these will now be explored.

8.3  Product market, labour market and strategic orientation

8.3.1 Product market

Like CCTV Co., Bearing Co. competed against a small number of much larger competitors.
The firm did not undertake any formal research into their industry, with knowledge being
based upon experience and familiarity. It was apparent that the firm sought to emulate their
competitors, developing a professional facade more often witnessed within larger firms. It was
argued by the managing director that this approach, allied with high levels of service quality,

had provided the firm with much of their competitive success.

However, at time of investigation, Bearing Co. was experiencing increasing levels competition
at a regional level and this was threatening their future growth prospects. As outlined above,
the heavy industry upon which the firm had relied for much of their historical growth was
reducing. This had led to increasing levels of price competition, with Bearing Co. being
regularly outcompeted. In addition, Bearing Co. was also witnessing the unit cost of products

decreasing:

‘We are finding more and more now that we are up against price...because a bearing is
being treated as a commodity...it is no longer a high precision quality item’ (managing

director).

As a consequence of these pressures, Bearing Co. had taken a conscious decision to diversify
their products/services. In making these changes it was apparent that the firm was attempting
to diffcrentiate themselves on their levels of service quality. At a regional level, the firm

provided a twenty-four hour breakdown service and adopted a ‘one-stop shop’ approach:

‘...in the past tcn years we have seen a complete change...there is no money in

bearings...seems to be in other products...consumables...anything from plumbing

-190 -



Phase 2: Case Study Findings at ‘Bearing Co’

product parts to fixtures, fittings...you can see it is a changing market we are becoming
more of a ‘one-stop’ shop...what is funny is what the managing director said the other
day: ‘what I have supplied most is shingle from the site’. It is all about survival is not

it?’ (external sales manager).

Given the labour intensive nature of these services it was questionable how scalable they were.
The managing director voiced his desire to exit the firm through sale, but given the reliance
placed on the long, antisocial working hours by the director’s and other senior staff at the firm
it was unclear how sustainable their current business model was. Having said this, the firm
had begun to develop a technical support service that tracked the performance of bearings
using vibrations and remote sensors. This higher value added service held the potential to
reduce the wear and subsequent maintenance costs for their customers. However, given the
price sensitive nature of the markets that Bearing Co. competed within the firm was finding it

challenging to attract interest:

‘We have not had as much interest [for vibration analysis] as we would have
liked...people are very wary about paying money for a service that will eventually save

them money...” (managing director).

More recently the firm had begun to explore new markets for their products/services. As
outlined above, this business development role had been assumed by the managing director

who had released time through increased levels of delegation.

8.3.2 Labour market

Bearing Co. had recruited all of their managers through internal means and the firm relied on
career-related experience. The external sales manager had joined the firm from a large regional
newspaper group. Both the internal and external sales managers were educated to GCSE level

and had been recruited from large national bearing distributors through informal networks:

‘...when he [managing director] was with the national [distributor] he came along and
approached me and asked if I wanted to work for him...I went from van driver to
managing two branches [for a national distributor], then he set up [Bearing Co.] and I
got another call...so that is how it has panned out...word of mouth really’ (internal sales

manager).
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As outlined above the firm showed a preference for recruitment through informal networks,
but had recently attempted using formal methods. The firm had recently interviewed a new
recruit, attracted through a regional newspaper advert, but they had later turned down the role.
It was not entirely clear why this had happened, but the managing director attributed it to
personal reasons. Since this failed attempt, the firm had placed an increasing reliance on
personal and informal networks. The firm had recruited a marketing and communications
assistant through personal networks with a German-based supplier. The new knowledge that
the marketing and communications assistant brought to firm had already helped to develop
closer relationships with French and German suppliers and open up opportunities in

international markets:

‘...we have just done a mail shot to Germany...and the response to that has been
fantastic because people just like [the fact] that you are actually writing to them in their

own language’ (managing director).

At time of the investigation the managing director was also looking to open up a new branch,
but it was clear that attracting the right skills was proving problematic. This had led to the
managing director to use his personal networks in order to open up confidential talks with a

competitor:

‘...the person that we are talking to...cannot be seen to be talking to us. That is a major
development and that is to be part of our expansion plan...he is the same breed as us, I
have been in competition with him for thirty years, I know him well and he feels the

same...” (managing director).

8.3.3 Strategic orientation

Whilst the managing director reported at the survey stage to have developed a strategy no
formal evidence was found of a strategic plan with decision making revolving around a set of
structured budgets. The managing director confirmed that the firm tended to react to change as
it occurred and this was typified by the rather laboured response to the decline of its traditional
markets. Having said this, the firm had begun to operate in a more strategic manner since this
market shock. As outlined above, the firm had introduced a management structure which had

enabled the managing director to step back and consider the future of the firm:
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‘...it has enabled the two directors to sit down and see where the company is and to
enable us to move forward and look where the company needs to be in two to three
years...it has enabled the company to become stronger, because if you have two people
that do absolutely everything there is only a limit to what any one man can do. This
way they can concentrate their efforts on developing the company and looking forward
rather than always having to run just to keep up with the day-to-day business. I do

believe it is a good move and it was the right move’ (commercial manager).

However, strategic decisions were limited to the firm’s product market and did not include
wider considcrations. As outlined earlier, investments in IT systems had been based on cost

reduction and, as will be explored below, little investment had been made in human capital.

8.4  Human capital, social capital and institutions

8.4.1 Human capital

The managing director reported at the survey stage that training and skills development was
very important to the firm and that training was seen as an investment rather than a cost. It was
confirmed at the case study stage that the firm held a budget for training activities and
employees reportedly completed, on average, five to ten days training per annum. The
managing director noted that the knowledge of employees was necessary in order to respond to
developments that were taking place in the firm’s markets. As a consequence, the majority of
training revolved around the development of product-specific knowledge through the firm’s

supplier base:

‘...supplying so many different products, we are not just selling one product. Training
for us is so important and ongoing because you can never have enough training; there

is always a new product on line...” (internal sales manager).

Training was informal and unstructured. The firm placed a reliance on carcer-related
experience and, as outlined earlier, had recruited the majority of its employees from within the
industry. It was apparent that the embedded expertise of the firm’s technical manager had
begun to provide future product innovations, such as the remote vibration analysis outlined

carlier, and that there was a need to develop further skills in this area in the future:
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‘...we are extremely lucky that our technical manager is a very skilled individual with
hands on experience. Obviously as time develops and we develop new products we
will need to add personnel to support it...that is definitely for the future...that is the way

I see we should go’ (commercial manager).

It also became apparent that the directors of the firm lacked management skills. Managers at
Bearing Co. reported the existence of a skills gap between themselves and the directors and it
became evident that managers at the firm had received training when working for larger firms,

This skills disparity created an apparent tension:

‘I think the biggest issue from the director level is the word delegation. They do suffer
with letting go of certain responsibilities...if you can imagine the accounts manager has
been in business for many years, the commercial manager has been here nine years, the
technical manager eight years. If you have got a management team that have been in
place for that long and you trust them that much to make them managers and do not let
them get on with it. I think they [the directors] need to let go...they could do with some

training to help them to delegate’ (internal sales manager).

8.4.2 Social capital

Whilst the managing director reported at the survey stage that not to belong to a business
network, club or forum, it later transpired that formal membership was held to a trade
association known as the European Power Transmission Distributors Association (EPTDA)
although it was not clear of the benefits of this membership. The firm also held affiliation to
the Institute of Directors (IoD), and sought advice employment regulations. The managing
director held some informal networks with other business owners in their industry, and the

selection of an appropriate CRM system had been informed through these networks:

‘We looked at several systems...went to see at some colleagues of ours who have it
installed it...we went there and we took their advice. They said it was a very, very good
system, particularly for this industry so that was why we went for it’ (managing

director).

The managing director reported that relationships with customers and suppliers had assisted

the firm. The dynamics of these relationships will now be explored. Bearing Co.’s supplier
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relationships revolved around large manufacturers with the firm securing contract to act as an

approved distributor:

‘..we were the first independent distributor to be appointed by SKF in thirty
years...that is quite a big feather in our cap...they are the world’s largest bearing

manufacturer’ (managing director).

Bearing Co. had embraced this relationship in the attempt to raise their profile and reputation
within their marketplace. It became apparent that the introduction of a more formalised
organisational structure had been influenced by this large supplier with whom the firm had
developed a close relationship. This manifested itself in the use of particular job titles such as
‘commercial manager’, who was in essence an operations manager, and the distinction
between ‘external sales’ (i.e. customer sales reps) and ‘internal sales’ (i.e. supplier purchasing).
The firm also recommended the supplier at every tender. In return, Bearing Co. received sales
and product-related training support from this supplier, although it later transpired that training
support was not unique to this supplier relationship. Indced, Bearing Co. received training

support from a range of its bearing and lubricant suppliers:

‘...it is the same on lubricants...the support that they [large supplier] have given us over
the last year is tremendously important and I think that will continue to be a factor in

any development we do with any manufactured goods’ (commercial manager).

The managing director reported at the personal interviews stage that the majority of their
customers were large and that at present one customer made up only ten percent of their sales
turnover. Historically, customers had provided a useful source of personal recommendation
and referrals and had helped the firm resolve stock issues through the short term loan of
bearing stock. More recently a customer had stimulated the development of the firm’s new

service outlined earlier:

‘...when a customer raised a problem we have developed a system whereby if a bearing
needs oil a text message can be sent to a mobile phone and an operator can send a text

back to instruct the machine to add lubricant to the bearing’ (managing director).

The firm placed increasing emphasis on developing relationships with its customer base as
competition had increased. However, relationships with large customers continued to prove

challenging, especially in regard to balancing price and quality. Instances emerged where
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customers had taken business elsewhere, but still called upon the firm in emergencies. The
managing director of Bearing Co. continued to respond positively to these demands hoping

that customers would one day return to Bearing Co.:

‘...there was an instance last week we lost a big contract...he [managing director] got
called out at ten o’clock at night by the same customer for a breakdown. I said ‘why
are you doing it, they are using us’. It is just difficult...a lot of companies with buyers

know they cannot lose’ (internal sales manager).

8.4.3 Institutions

As within the previous cases, institutional forces (Paauwe and Boselie, 2003) were found to
play a role in promoting the introduction of working practices at Bearing Co. however it was
clear that this was to a lesser extent that the other case study firms. These institutional forces

are now reviewed:

- Coercive: the firm’s main bearing supplier had influenced the design of the firm’s

organisational structure.

- Mimetic: in implementing a performance measurement System (i.e. CRM) the firm had

sought to emulate others in their industry.
- Normative: No evidence was found of normative forces.

8.5 Implications: establishing the underlying causal mechanisms

This case has provided an insight to the influences that guided the introduction of structures
and systems at Bearing Co., an SME in the wholesale sector. As was evident in the previous
case studies, Bearing Co also found itself responding to growth and performance challenges.
Having explored RQ1 and RQ2 earlier within this chapter, what is important now is to turn our
attention towards RQ3 and whether Bearing Co.’s approach towards HRM altered in response
to growth/performance challenges, and RQ4 which will look to shed light on the underlying
mechanisms that determined the approach taken by Bearing Co. in response to the

growth/performance challenges faced.
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The case describes a series of events that occurred at Bearing Co. as a result of exchanges at a
senior level between key entities including three directors, Bearing Co., a lubricant supplier,
and a large bearing supplier. These entities were related through a range of internal events, the
interactions of which provide key insight to the underlying causal mechanisms. The key
sequence of events involved the exit of one of the director’s from an associated lubricant
supplier, the merging of Bearing Co. with this lubricant supplier and the decision by Bearing
Co. to become sole distributor for a large supplier of bearings. As a consequence of these
changes it became evident that a range of internal events had occurred, with developments
taking place to the firm’s structures beyond what had previously been achieved at the firm. The
firm had recently changed its organisational structure, and had formed a management team and

reporting lines.

Three interrelated mechanisms were clearly identified to be at work at Bearing Co. The
primary mechanism related to the ‘entry to a new director’ who was the director of the
associated lubricant firm. This decision led to the merger of Bearing Co. with this lubricant
supplier and resulted in two co-directors at Bearing Co., the managing director and his co-
director. The second mechanism related to the ‘detection of an imminent shock’. The decline
in the firm’s established regional markets had led to stagnation in firm growth. In order to
investigate new markets (e.g. renewable wind energy) and diversify their product/service
offering (e.g. technical services) the managing director had made changes to the organisational
structure, outlined above, to release him from his day-to-day operational tasks. The third
mechanism related to a decision to ‘partner with a large supplier’. This decision played a role

in influencing the way that the firm’s organisational structure formed.

Taken together, the evidence within this chapter explains why Bearing Co. had begun to
implement new organisational structures. It also suggests reasons why these developments
failed to include deeper developments to working practice. Bearing had experienced a shock in
relation to a reduction in their traditional market, however this shock was shallower when
compared to the previous three cases and had not yet led to underperformance. The firm had
begun to explore new market opportunities but had not made more radical changes to their
working practices. Strategic thinking at the firm was limited to the firm’s product market and
did not include links to wider issues (e.g. IT, HRM etc.). The merger of Bearing Co. with the
associated lubricant supplier was also noted to have constrained the development of working
practices. Whilst both directors retained an involvement in the firm’s operations (e.g. ‘out-of-

hours’ service, HR regulations etc.) it appeared that the director that had joined Bearing Co. as
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a consequence of the merger was finding it challenging to let go of his operational
responsibilities. As a consequence, full responsibility and accountability had not yet been

bestowed to the managers within the firm.

The lack of working practices at Bearing Co. appeared to be promoted not only by the
continucd involvement in the firm’s operations at a senior level but also through the managing
directors’ limited managerial expertise. As was the case in CCTV Co., a management gap was
evident between the managing directors and members of the management team, some of whom
had received managerial training prior to joining the firm. This created confusion and tension
at a managerial level in the firm. It was hard to see how this might be resolved in the future
given that the director’s neither recognised their need for development nor were looking to
recruit a greater level of managerial expertise to the firm. Given their actions in relation to their
product market and labour market it was unclear whether such development would be
purposeful or left to chance. Training at the firm remained unstructured, informal and product-
focused. Despite the managing director commenting that he was ‘open to learning’ the reality
did not live up to the rhetoric. An example of which was evident when he had been quick to
reject an improvement to the firms IT systems which it was later revealed led to improved

process efficiencies across the firm.

It is now time to turn our attention towards Mortgage Co. our final case study in this thesis.
Mortgage Co. had experienced rapid growth, had implemented the most working practices and

was the largest firm within the case study sample.
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Chapter 9

Case study 5: Mortgage Co

9. Introduction

This chapter reports the case study findings at Mortgage Co., a medium-sized independent
financial advisory firm that supplies buy-to-let, commercial and residential mortgage products.
The firm was founded in 1990 and has headquarters in a central town location in Sevenoaks,
West Kent, along with a regional office in Manchester. Mortgage Co. largely supplies the
commercial and buy-to-let mortgage market, but also deals with development finance and

residential mortgages*:

‘‘Residential’ is a person buying a business, and ‘commercial’ are for those investing

in property to rent to a tenant’ (head of marketing).

The firm was formed seventeen years ago as a result of the owner-nianager’s carcer-related
knowledge of the financial services industry. The managing director held a bachelors degree in
civil engineering and had worked as an officer in the Royal Engineers for ten years prior to
joining a national mortgage broker in 1987. At time of interview the firm had 52 direct
employees and had achieved a sales turnover of £6.7 million. The regional office in
Manchester contributed £1.5m to total sales turnover and had five employees. Respondents
held an average tenure of over three and a half years with the managing director being the

original founder and therefore holding the longest tenure.

The managing director reported at survey stage that the firm was wholly family owned,
however it later transpired at the case study stage that the firm was partly-family owned. At
time of interview eighty-three percent of the ownership was shared between the managing
director and finance director (his brother), with seven percent shared by minority shareholders.
The remaining tcn percent was shared amongst employees through the firm’s Employee Share
Ownership Scheme (ESOP) a percentage that the managing director was keen to see increase

to twenty percent over the coming years (see ‘“Management style’).

42 The firm'’s activity is formally recorded as mortgage broker activities and relates to SIC code 66.19 (2007).
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9.1 HRM, management style and organisation

9.1.1 HRM practice

The managing director reported at the survey stage that Mortgage Co. had implemented a total
of 28 out of 40 working practices. These results reveal that Mortgage Co. had implemented
more than twice the number of practices when compared to the average survey firm and were
above the average for their sector. Whilst these results demonstrate positive signs of work

practice adoption, one must look beyond these surface-level practices to understand the true

nature and form of those practices reported. It is this that shall now be explored.

Table 9.1: The distribution of work practices by component at ‘Mortgage Co’

Component Mortgage Co.
Survey Sector
Mean Mean Reported  Actual
High Involvement 3.0 53 7
Human Resource 53 7.0 9
Reward & commitment 3.6 4.7 7
Total 11.9 17.0 28 23

Table 9.2: The incidence of work practices adoption at ‘Mortgage Co’

Survey Case study evidence

High Involvement Practices (HI)
Strategic integration

Process improvement v Yes
Culture change programme v No - no formal programme
Work organisation
Teamwork v Informal around job roles/tasks
Quality circles X
Communication arrangements
Team briefings v Informal around job roles/tasks
WCl/consultative committee X Introducing
Trade Unions X
Staff suggestion scheme X
Staff attitude survey X
Sharing company information via newsletter v Yes
Sharing company information via intranet v Yes
Sharing company information via notice board v’ Yes
Training/skills development
Communication skills v Yes — part of mgt training programme
Teamwork skills v Yes — part of mgt training programme
Problem solving skills v Yes — part of mgt training programme
Human Resource Practices (HR)
Strategic integration
Forecasting staffing v Yes — ‘headcount model’
Employment practices v Yes
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Skills development v Yes — managed through appraisal
Improving quality 4 Yes — managed through appraisal
Customer satisfaction records v Yes - IT systems gauge employee
performance
Work organisation
Multiskill v No evidence
Quality management certification (ISO 9000) X
Employment practices
Formal recruitment & selection v Yes
Selection testing (e.g. psychometric) X
Staff induction v Yes
Staff appraisal v Yes
Training/skills development
Equipment operation skills X
Quality control skills X
Leadership skills v Yes — management development
Workforce diversity skills X
Reward & Commitment practices (RC)
Strategic integration
Absenteeism records X
Labour turnover records v Yes
Communication arrangements
Employee job satisfaction records v Yes — assessed through appraisal
Pay & reward practices
Formal pay system v Yes — formal pay scales
Performance related pay v Yes - at an individual level
Profit related pay v Yes — bonus relates to profitability
Employee Share Options (ESOP) - v Yes — 8% increasing to 20% over the
next two years
Commitment practices
Internal promotion v Yes
Job security v Informal
Harmonised terms and conditions X
Other contextual variables
Strategic integration
Productivity records v Yes — through intranet/IT system to
gauge employee performance
Communication arrangements
Communicate through mgrs v Yes
Communicate by email v Yes
Training/skills development
Training/skill dev. is important v Yes
Health & Safety training v Yes
Customer service training v Yes
Organisational standards
Investors in People X Considering
Working hours
Greater than 35 hours per week excl. OT X 35 - between 5-30hrs extra
dependent on role
Greater than 35 hours per week incl. OT X No overtime payments made
Sources of advice
Member of EA X
Sought advice from EA X
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Involvement & participation

Employee involvement and participation at Mortgage Co. was the most developed of all of the
case study firms. A cross section of all employecs took part in the firm’s annual planning

review process:

‘...every September we have a series of breakaways and it starts off with a senior team
but not necessarily the entire senior management team, scnior managers and
employees, finance director and myself...there is no paperwork, how do we feel about
ourselves, what have we done this year, how do we feel about what we are up to and

where do we want to go’ (managing director).

The idcas generated through this process formed the basis of a strategy that was presented back
to employees during an away-day. This was confirmed by employees who reported attending
an away-day prior to Christmas to discuss and review the firm’s future plans, finances and
work organisation. Employees reported that they were in the majority satisfied with their
ability to influence decisions in general and in regard to their spccific role. It was also reported
that regular breakout days were held to encourage employees to discuss wider development

issues informally:

‘breakout days for the teams...keep them informal...they go go-cart racing or...end up at
a barbecue that is very good as it gives a chance to chat away from the office and check
that we are providing the professional and skills training and preparation’ (managing

director).

Unlike any of the other case studies, senior management at Mortgage Co. reported that they
were aware of the Information & Consultations of Employees (ICE) regulations and were
looking to introduce a consultative committee in the next 12 months. It became evident that the
firm were implementing a consultative committee as a consequence of being medium-sized. It

was believed that this would likely need to be management initiated:

‘We are just going to bring one in [consultative committee]...I will try and go for staff
elected membership on the consultative committce but at the moment we have not got
one. We talked about it in last week’s management meeting. We do have a staff

representative, for the shareholders’ (operations & HR director).
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Whilst the existence of a formal culture change programme was reported, no evidence was
found of such a programme. Indeed employees actually reported that the firm had historically
taken a rather traditional view towards the improvement of working practices and had only
recently begun to take on board new ideas. Having said this, it was clear that process
innovations were being progressed across the firm and that these provided various
opportunities for employee involvement at Mortgage Co. For instance, IT system upgrades

were being led by a team of three employees who formed a dedicated IT department.

The managing director reported that the firm had developed team working structures and
disagreed that a tcam was ‘just a group of people working together’. Not all employees
reported that team working existed, and those that did highlighted that they were relatively
informal. The product support manager was the only employee to report the use of monthly
team meetings to review customer service quality, workloads, future plans, work organisation,
health and safety and training. Having said this, employees reported that they were largely kept

informed about developments and were consulted.

Evidence was also found of a newsletter and an intranet which was used to share information

in relation to current HR policies:

¢...some things we deliberately do not have, we do not have an employee hand book
because they are very passive and go out of date very quickly..most of our
employment stuff is on the intranet...all our policies on training, sickness, accidents,
whistle blowing all that sort of stuff...we do not keep it as a hard copy’ (operations &
HR director).

Training in communication, team working and problem solving were included within the

firm’s management development programme.

Human resource practices

The firm forecast employee requirements through what they termed as a headcount model.
This quantitative modcl compared current and future anticipated workloads and informed the
firm’s recruitment and selection procedures. Employee skill development needs were also
reflected through the firm’s recruitment process. As will be explored later (see ‘Human

Capital’), the firm had begun to move away from a reliance on technical/industry knowledge.
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The firm were also actively seeking management and leadership skills in order to support the
development of the firm’s management structure. It was evident that the formation of a
management structure had led to the development of wider working practices, such as the
employment of administrational support (e.g. in finance and HR) and the provision of
management training to facilitate the process of delegation. Although initially reported to be a
formal practice at the survey stage it later transpired that multiskilling was informal, did not

cover all employees and was down to the discretion of the individual manager.

All employees had experienced formal recruitment and selection, induction and appraisal
practices. In introducing these formal practices it became apparent that the managing director

was keen to retain a personal approach and met with every new recruit during their induction:

‘Unfortunately [tongue in cheek] everyone who joins the company gets thirty minutes
in here with me talking about where we have come from, so they can understand what
has made us good and bad, it is made clear to them that they can always come and talk

to me’ (managing director).

Whilst the induction was a standardised practice it was also noted that the varied learning

curve of new recruits was taken into account.
Reward and commitment practices

Employee turnover was reported by the managing director to be running at six percent and did
not represent a significant problem to the firm. Recruitment was taking place largely in
response to growth. Although low turnover was seen from a positive perspective in regard to

costs, the long term impact of low turnover on the firm’s knowledge base was acknowledged:

*Our recruitment costs are high, our training costs are high, having no turnover is good
from that respect...the only reason I am worried about our turnover is...[bringing in]
fresh ideas...[when] your growth slows down...that is when we can go a bit stale’

(operations and HR director).

It was confirmed at the case study stage that Mortgage Co. operated a formal pay system. The
firm’s pay system included a basic element of pay and a discretionary performance-related

element:
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‘...we have a number of salary bands and levels...we tend to pay each person the same
figure for the same job in salary terms and then they have a bonus element to their role
which is performance related...pretty much everyone in the organisation has a mixture

of salary and a bonus’ (operations and HR director).

It was confirmed by employees that pay was reviewed on an annual basis and changes took
into account job role changes/developments. In the future the firm was looking to integrate a
skills-related aspect to their pay system to encourage continuous learning. In general,
employees reported that they were satisfied with their level of pay. Pay was reported as a key
reason to work hard and stay with the firm. Indeed, employees reported that their wages were
good to high when compared to other firms within the industry and a couple of employees
even reported that they were paid salaries equivalent to those for similar positions in London.
When asked whether they agreed that employees were motivated by a range of particular
issues the managing director strongly agreed with wages & financial incentives. Pay was seen

as an investment in order to attract the right people to the firm:

‘I would say we would probably want to be in the upper quarter to top ten percent [of
firms in the industry]...we see our payroll as very much an investment not a cost’

(operations and HR director).

Employees reported that pay increases were largely fair and were increased in line with
inflation, with some employees reporting higher increases (e.g. mortgage consultants).
Although pay was reported as a private issue not for discussion, employees reported that pay
was discussed and that consultant pay was ‘transparent’. All employees reported the use of
performance-related pay and profit-related pay practices and that these systems provided an
opportunity for employees to influence their pay. The firm’s total ‘bonus pot” was based upon
overall firm performance and varied in form and coverage. The level of bonus was
administered at an individual level using the firm’s IT system, for case managers this related to

customer service standards:

‘We pay the bonus twice yearly...the case managers have a bonus pot of £3,000 {which
is equal to] one hundred percent. So if the company pulls in one hundred and twenty
percent of budget their bonus gets stretched by twenty percent, if it is eighty percent it
is reduced by twenty percent...individual measures...are customer service standards,

average time it takes to get to offer, average time it takes to get to completion, data
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accuracy...we have some grids...we then add up their scores...and we give them a

percentage’ (operations & HR director).

In addition to good levels of pay, the firm also provided employees with non-pay benefits
including sick pay, a contributory pension scheme, private medical and life insurance and
twenty five days holiday, which increased by one day for every three years of service.
Employees also confirmed the presence of a share option scheme and the operation of this

scheme was later expanded upon by the managing director:

‘We have a share option scheme, it is one of these schemes that does allow you to get
all the staff involved...it was tax effective and it was our way of transferring ownership
to the staff, currently we are committed to more than twenty percent of the stock so that

is quite a commitment...” (managing director).

All employees reported the use of internal promotion however the majority of employees were
unsatisfied with the promotional opportunities available to them. Employees confirmed that
there were opportunities for advancement and job role changes in the majority of support roles
(e.g. HR, IT, admin etc.), however in the more frontline administrative or sales-oriented roles
(e.g. mortgage consultant) this did not appear to be the case. The firm had not achieved
harmony in their terms and conditions. Disparity was evident in employee wage rates, outlined
above, and working hours. All employees holding support roles (e.g. HR, IT etc.) reported
working at least five hours extra a week on top of their normal working hours, with the
mortgage consultants working up to 65-70 hours per week. Employees reported that the
amount of effort that they had to put into their jobs was not very tiring to quite tiring and that
compared to their last jobs their current roles were less stressful, apart from the consultant
position which was seen as excessively tiring and stressful. Given the customer-focussed

nature of the firm’s service there appeared little opportunity for flexible working.

9.1.2 Management style

At the survey stage Mortgage Co. reported having an individual who held part or sole
responsibility for human resources. It transpired at the case study stage that a senior manager at
held responsibility for HR matters, with support provided from a recently appointed office

manager:
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‘I have just employed Donna as office manager...she has a lot of HR expcrience...she is
picking up the HR administration...we will provide help for her, that will be the

receptionist downstairs’ (operations & HR director).

The office manager later confirmed that she also sat on the management tcam along with the
operations and HR director. The firm also drew on an external firm for legal advice. Neither
the operations & HR director nor the office manager held any formal qualifications in HR. The
managing director had recently offered the office manager support to advance training through
the Chartered Institute of Personnel and Development (CIPD), although she was yet to decide
if this was something she wished to take forward. It was apparent that the managing director
had played a key role in encouraging the introduction of HR policies and practices. The firm
was in the process of centralising aspects of the management of human resources, taking

responsibility away from line management for recruitment and selection:

‘...the finance director does the modecls...the finance director will deliver all of that
planning and accountability and the operations director will deliver the HR and the
operations...[the manager] can join the final interview but we will whittle the selection

down from twenty to three’ (managing director).

The managing director had instigated the development of an organisational structure. Aside to
the employment of an office manager to support the development of HR and wider working
practices, the firm had also recruited a financial controller. These steps had been taken to allow

the managing director and finance director to relinquish their operational duties:

‘Well it evolved slowly, what we are now doing is we’re building a management
structure that we want for the future...we have got five key senior managers...with
operational line managers under them...the plan is increasingly for me and the finance

director to step back and allow them to grow” (managing director).

It was apparent that other managers within the firm were afforded authority and responsibility,

with budgets being devolved to departmental managers:

‘I spread out the budget and say this is what I am going to do...as an owner-manager he
recognises people’s expertise and he doesn’t pretend or pertain to know that person’s

functions better than they do. He lets people get on and manage’ (head of marketing).
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Whilst there was an undercurrent of formality, it was apparent that the managing director was
keen to ensure that this structural formality did not conflict with the firm’s implicit culture and

values:

‘I think it was when we went from eight or nine [employees] and we drove it up into
the thirties very quickly. I wished to hold onto the cultural values but implement a

structure...it is fairly subtly done’ (managing director).

9.1.3 Organisation

The managing director reported at the survey stage that the firm did not hold accreditation to a
quality or environmental management system but were considering implementing Investors in
People (IIP). Whilst employees reported the emphasis of quality within the firm, employees
reported that quality sometimes take a back seat in response to working pressures. At time of
investigation the firm was implementing preferred supplier status and a product/service

certification:

¢...we were the first broker to be awarded the Fellowship Kitemark because of our audit

process and our general underwriting skills and financial viability’ (managing director).

Mortgage Co. had implemented by far the most advanced technology of all of the case study
firms. Aside to the basic forms of technology (e.g. PCs, computerised accounts, internet,
mobile phones etc.) the firm also operated e-commerce applications with customers and
suppliers and a client relationship management (CRM) system. It became evident that IT
developments formed part of the firm’s wider strategy and significant investments were being
made. The ability for Mortgage Co. to invest in the long term development of their IT

infrastructure was seen as important:

‘...we will be ahead of the game...we are building the infrastructure...on a long term
view...smaller firms might wish to do it but they cannot take the time out or financial

cost to do it” (managing director).

The firm had also developed a broader range of performance measures than had been
witnessed at the other case study firms. The implementation of these measures had been led by

the finance director and the firm ran models to forecast future revenue generation:
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‘...we can change the mark ups and downs across the divisions...so we can see what the
impact of that is on the business...currently we have the modcl for this year, we are ten

percent up on turnover and it is fairly uniform across [the firm]’ (managing director).

It was clear that the managing director and finance director had spent considerable time
debating how to measure performance within the firm. These dcbates related not only to high
level output measures outlined above, but also translated into measurements at an employee
level. As outlined above, measures were integrated to the firms pay and reward system. The
desire to introduce measures that drove ethical behaviour amongst their employees was

evident:

‘...arguably we shouldn’t measure revenues as a proportion of loan amounts...that
might be a dangerous one to track...or to target...you might be deemed to be pushing
brokers down the route of going for high margin products and under Financial Service
Authority [FSA] rules we must give them [customers] the most appropriate product

and not a product which pays the highest commission’ (finance director).

In addition, management did not see employees as a homogenous group, but rather that

employees needs varied across job role and by task content:

‘...there are two diffcrent groups [of employee]: yoﬁ have got the consultants and
brokers who have a very strong emphasis on performance, targets, finance...and we
support them with professional skills training...the other side of the scale is you have
got the case managers who whilst we have the monitoring...they had much more
regular one-to-one’s...with these other material objectives in the background’ (finance

director).

9.1.4 Reviewing the extent and form of HRM practice at ‘Mortgage Co.’

As has become evident, Mortgage Co. had developed relatively formal working practices. Case
study analysis provided evidence of twenty-three out of the twenty-eight practices reported at
the survey stage and, whilst lower than the other case studies, provided further support for
overclaiming. Working practices at Mortgage Co. were the most developed of all the case
study firms. Whilst none of the interviewees directly expressed the existence or development
of a system of high performance, working practices had been integrated. HRM played a
strategic role at the firm and specific employees held responsibility for HRM.
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Employce involvement, whilst management-led, was relatively well developed. The firm had
developed consultative mechanisms that involved employees with a strategy review process
through a series of away-days, culminating in a presentation by senior management to all
employees. Employees were also involved in particular process improvements, such as the IT
support and development team which had been formed and provided with a remit to drive
forward the firm’s systems. The firm were looking to increase employee involvement &

participation through the introduction of a consultative committee.

Wider HRM and reward and commitment practices were also well developed. The firm had
implemented formal recruitment, selection & induction procedures and supported employee
skills development activities through professional development, external courses and in-house
training programmes. The firm had also developed an advanced performance management
system driven by the collection of quantitative and qualitative data. This system was linked to
employee pay and reward, which purposely varied in form and coverage. The firm was also in
the process of expanding their Employee Share Option Scheme in order to transfer a greater

proportion of ownership to employees.

It became apparent that Mortgage Co. had transited to a more formal state over the past five
years and were beginning to centralise elements of their HRM. In making these changes, the
firm was being challenged by the ability to retain elements of informality to preserve the firm’s
culture and values. But why had Mortgage Co. developed these more formal and integrated

working practices? It is these influences that shall now be explored.

9.2  Growth: HRM challenges and transitions

The finance director provided sales turnover and employment data for five years that the firm
had been operating, the trends of which can be viewed in Figures 9.1 and 9.2. Over this five-
year period the firm had grown its sales turnover on average by 28.6 percent, increasing from
£2.7m to £6.7m, and had grown in employment by 8.1%. This historical accounting data
agreed with the estimates provided by the managing director at the survey stage. The level of
sales turnover uncovered at Mortgage Co. places the firm in the ‘high growth’ category
(BERR, 2008).

The firm had experienced many of the similar challenges in its initial conception phase as that

of the other case studies such as work consistency and financial management expertise. The
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managing director attributed the firm’s more recent growth success to the creation of an

appropriate business model:

‘The business did not come out of its first stage, the painful bit, until everyone
understood the business model...it took us the first ten to eleven years to be one of the
pioneers in that sector and to work out the scalability of our business going forward’

(managing director).

Figure 9.1: Sales turnover and profit trend at ‘“Mortgage Co’
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Figure 9.2: Employment trend at ‘Mortgage Co’
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It transpired that firm growth prior to the formalisation of the firm’s business model had been

relatively limited:

‘..it wasn’t until we got to 2001 that we broke the million pound turnover
barrier...1990 to 2001 was meaningless, there really wasn’t much [turnover] before

then’ (managing director).

And there had since been recognition of the need to develop the firm’s management structures,

systems and processes:

‘In October 2003 the company had decided that it had got to the stage where it needed
some formalised operations management planning...like many SMEs it had moved

[away] from a family unit’ (operations director).

When asked which factors he felt had made a significant contribution to firm growth over the
past five years the managing director reported that: product/service and process innovation;
business strategy; market advantage; human resource management; and management of the
internal organisation had contributed significantly. It was apparent that once the firm had
established its business model a move of location had provided an impetus for growth and had

enabled the firm to portray a more professional image:

‘...we have really gone to town, not just for the benefit of our own people, but also just
for the visual impressions it gives to the lenders [suppliers] and clients coming in’

(managing director).

The managing director reported that he aspired for future rapid growth. When asked what the
key issues were that they need to address for the long term survival of the business the
managing dircctor reported that the firm would be concentrating on business strategy and
planning, management development, delegation and ICT implementation. When asked how
they intended to achieve future growth for the business the managing director reported that
they would be moving/opening new premises; investing in IT; introducing process
changes/improvements; and changing/adapting their product/service mix. These developments
were reported to be financed through the reinvestment of profits. The firm had made key
investments in human capital (sce ‘human capital’) of £90k and in physical capital committing
£105k to IT system developments in the last year alone. It was apparent that investments made

by the firm were part of a wider strategic plan.
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Unlike the other four case studies who were responding to various ‘shocks’, Mortgage Co.
were responding to the challenge of managing rapid growth. In addition, a range of other

influences impacted working practices at the firm; these will now be explored at greater length.

9.3  Product market, labour market and strategic orientation

9.3.1 Product market

Mortgage Co. experienced competition on a national level. The majority of the firm’s business
was in the south of England (estimated at 80%) and the firm’s regional office in Manchester
contributed a fifth of the firm’s turnover. The majority (75%) of the firm’s turnover came as a
result of repeat business. Mortgage Co. did not rely on any one customer for a large proportion
of turnover, but instead managed a large database of over twenty thousand clients, regularly
transacting with over three thousand of these clients per annum. Historical growth had come
from a combination of established customers and opportunities to develop new markets as a

consequence of new product development.

The firm had created a niche in buy-to-let market mortgages and this was reported to account
for over two thirds of their sales turnover. This level of specialisation was seen as the key to

gain commitment from lenders:

‘What we have done is what we are good at doing..once you step outside of
that...lenders start getting squiffy [nervous]...the lenders start walking away because
their operation is working on a very thin margin; they do not want anything complex’

(managing director).

It became apparent that lenders held significant power in the supply chain, and the firm’s

organisational structure had been informed by their lenders:

‘They [lenders] can be incredible hierarchal. They love their hierarchy. We change job
titles and job roles we have to be very careful that we brief them so they understand
they are dealing with a different person that they have not been marked down it is just

that we have moved things up a gear’ (managing director).

The industry had become increasingly transparent over the two years prior to investigation as a
result of regularity changes. Known as ‘M-Day’, the UK mortgage market came under

regulatory protection of the Financial Service Authority (FSA) in October 2004. This change
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drove greater transparency across lenders allowing consumers to compare mortgages more
easily, understand the nature and costs of services, and gain access to the Financial
Ombudsman for complaints. It became apparent that these regulatory changes had afforded
customers greater buying power. The availability and transparency of the sector had also
resulted in the need to develop a research and analysis capacity in order to compete effectively.
Overall, these industry level changes drove a strategic and analytical approach to the firm’s

operations:

‘The one thing about the mortgage market is it is incredibly transparent...you know
who all the players, exactly what margins the suppliers work on with the lenders...You
can see what they are selling for and work the whole model back and at certain points
push for certain products because you know how they are funded. They do not like you

knowing that and it is amazing how many brokers do not do that’ (managing director).

Despite the managing director reporting at the survey stage that the firm had few competitors
for their product/service, the intensity of competition was seen to be a potential future barrier
to growth. As a consequence, the managing director had formed a cooperative with
competitors to reduce the potential for competition. As a consequence, competition was kept at
a relatively modest level and those within the partnership held cordial relationships. Outside of
the cooperative, open competition within the market was seen as healthy, helping to motivate
improvements in service quality. The cooperative generated significant purchasing power and

resulted in highly competitive products:

“Yes, it is the product they [the lender] give you...that product is only available from
ourselves and our colleagues within UK CFG [a cooperative]...a price point that is
cheaper that you get by going to that lender direct and that is where our buying power

works...” (managing director).

Once custom had been won on price, customer service became a key differentiator. Customer
relationships were based on customer services and trust and the managing director was keen to
retain a personal approach with clients. Customer service related to the ability to add value

through the advice they provided to their clients:

‘A property investor seeking to widen his area in the market...he or she will probably

go to a bank, a building society or two...they [property investor] will be asking us to
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add value to the process and asking us to provide more options and better options than
they can source themselves. What they [property investors] tend to be good at is
finding properties and financing is important...but it is really not their skill so we are

there to add [value] to their process’ (managing director).

The firm undertook research into potential market opportunitics and product/scrvice
developments, with product innovation being clearly important to the firm. Mortgage Co. had
introduced a new lender programme that was complimentary to their existing portfolio and this
had contributed around fifteen percent to their net profit. The firm had also diversified their
product range, something they labelled ‘brand stretch’, enabling them to capture an increased

level of market share:

‘..We try to stick to markets we understand...we would not want to jeopardise the
relationship with customers by not giving added value and advice. We do back up the
call operations with two other units: general insurance and life and pensions. They are
both small slick tight operations to add value, customers do not have to use them, we

just make it available to them’ (managing director).

9.3.2 Labour market

The managing director cited the availability of suitable skills/qualifications and
managerial/leadership capability as key areas that would influence the firm’s ability to grow.
The managing director reported at the survey stage that managers had been recruited internally
and externally. External recruitment related to more senior employees with the finance
director, operations and HR director and head of marketing having all been recruited to the
firm. The majority of these employees held formal qualifications. Given the rapid growth that
the firm was experiencing, recruitment was a relatively frequent process and had, until

recently, remained relatively informal:

‘Certainly in the early days - family, friends and colleagues tended to join the business’

(operations and HR director).

Recruitment of the finance director and the operations and HR director had been relatively
opportunistic through informal and familial networks. The finance director (brother to the
managing director) had joined Mortgage Co. for a short period of time to unravel mistakes in

the firm’s finances made by a previous employee. The finance director had since stayed with
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the firm providing key input on strategic finance matters, skills not evident at the other case
study firms. The finance director was a trained chartered accountant and held a masters level
degree. His experience prior to joining Mortgage Co. was grounded in corporate finance and
the provision of strategic-level financial planning advice. It became apparent that the finance
director held strategic financing skills, not evident at the other case study firms, which had

clearly supported firm growth.

The operations director had previously held several director and general management positions
within large insurance firms and had developed experience in organisational change through
these roles. The operations director had joined the firm initially to cover an office management

position for a six-month contract, but had since stayed at the firm:

¢...she [office manager] went off on maternity leave in June 2004. At that point in time
I was looking for something else to do in the interim, so I saw the finance director
again and said ‘look things are not working out with what I am doing, I need a bit of a
bolt hole for six months..I will come in for six months and hold that [office

management] role...that is how I got in’ (operations director).

More recently, the firm’s recruitment and selection procedures had become more formalised
and greater emphasis had been placed on the use of agencies and even head hunters. Whilst the
firm had reportedly not experienced any recruitment difficulties for residential mortgage
brokers and case managers they were finding themselves increasingly competing against

London-based firms:

‘We rarely, having interviewed and offered, get a turn down from the employee. We
lost one recently because he went to a West End broker where he thought there would
be more opportunities...a view I would dispute...we rarely keep people when they have

been offered another job’ (managing director).

The increased levels of competition for labour, especially in relation to mortgage consultants,
had led the firm to recruit individuals from outside of the industry. It appeared that senior
management at the firm had retrospectively recognised that a lack of technical knowledge did

not disadvantage these new recruits if they held key sales and negotiation skills:

‘We brought in [recruited] a couple of people over the last year. One in particular has

more than made her mark in terms of value. She had only been here about nine months
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and she had already applied to the business at the same level as the rest of them. That is
far better than we dared hope for. She then in turn stirred up the girl who was recruited
just over a year ago and she’s now starting to fire on all cylinders. Those two girls
could soon be whipping the pants of these established guys. It is the flip side if you
like. They do not have the same background and training as the bank managers’

(finance director).

As outlined earlier, the firm had integrated recruitment decisions with wider strategy through
the operation of a forecasting modcl and this model provided them with the necessary

information to plan ahead for recruitment (see ‘Human Resource Practices’).

9.3.3 Strategic orientation

Mortgage Co. had a formal and structured business plan that was reviewed on an annual basis
with managers and employees at the firm (see ‘Management of HRM’). Employees reported
that they shared the vision and values of the firm. Unlike the other four cases, this plan
integrated a range of themes together that included: forecasts of staffing requirements;
employee skills development; employment policies and practices; product/service innovation;
process improvement/innovation; improving quality of product or service; and market
strategy/developing new markéts. It was apparent that the -managing director’s approéch, allied
with the transparency of the mortgage industry outlined earlier, promoted the firm’s strategic

approach:

‘I have always been strategic...I think that is the one advantage of working in the
mortgage industry, you have to be absolutely transparent..we know the exact
boundaries...] do not think any other industry in this country would be like this’

(managing director).

In order to assist with planning the firm had developed collaborative relationships with their

consumers and suppliers:

‘We try and be one of the drivers of that change...we try to lead with products or
initiatives...the buy-to-let sector this year is worth about thirty-five billion pounds a
year and that is our core business...we have about ten percent of the market as we are

one of the drivers for change...we try to anticipate what will happen...we try to educate
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and advise our customers...and our customers provide us with information that we can

use to advise the lenders’ (managing director).

9.4 Human capital, social capital and institutions

9.4.1 Human capital

The managing director reported at the survey stage that training and skills development was
very important to the firm. It was confirmed at the case study stage that the firm held a budget
for training activities and the managing director articulated that this was calculated as a
proportion of sales turnover to reflect growth. Despite the existence of a budget it was reported

that the firm would exceed its budget this year:

‘...we had a budget of about forty five to fifty grand for training this year and I have
complectely mucked it up. I am going to spend about ninety grand this year because

there are some things we wanted to do’ (managing director).

Investments made in training were recorded within employees’ contractual terms and
conditions and employees had to reimburse course costs should they leave the firm within six
months of completing the training. The managing director reported that the firm had not
experienced any barriers to training and skills development. It was reported by the managing
director that employees completed, on average, five to ten days training per annum with some
receiving ten days of more. Yet, when questioned, employees reported receiving three training
days on average per annum, although given that some employees questioned held relatively
low tenure this may not provide an accurate representation. Indeed, on reflection, all staff
strongly agreed that they were encouraged to develop their skills and were generally satisfied
with the ability to develop skills and knowledge. Employees reported that the training they had
received was adequate to allow them to carry out their roles effectively, that the firm was

committed to training, and that they were regularly asked if they needed more training.

Training was provided to employees through a mixture of in-house on-the-job training and
external courses and this was confirmed by employees. At time of investigation, employees
were progressing professional qualifications and had attended short courses (e.g. customer
services). The firm had also developed its own management development programme and was
looking to roll this out to the wider management team. General office staff received in-house

training and the firm were in the process of introducing a structured training programme. This
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new structured programme was to be linked to the firm’s performance appraisal process, which
took account of employee training & development (sce ‘reward and commitment). This mcant
that employees would be able to submit verbal requests for further training and discuss their

wider development needs:

‘...if someone says by the end of this year ‘I think I ought to have moved on; can you
help me?’...we want them to be happy when they are here and that is something that we

are now doing’ (managing director).

Aside to skills development activities outlined above, key skills had also been attracted to the
firm (see ‘labour market’ for more details). For instance, the operations director brought with
him key practitioner skills in operations and HR and he had played a key role across the

business:

‘I have been though several roles, process management...developing structures...I have
spent time looking at all areas...take it, reorganise it, and ask ‘what do you want to do

with it?” (operations director).

The firm had also developed their own internal capability for systems design through the

formation of an IT support and development team:

‘We have also upgraded the IT so there is only one unqualified person and we will
shortly be having two managers, one looking after software and web development, and
one for the infrastructure management then one junior person which may grow to two

juniors; one on each side’ (finance director).

9.4.2 Social capital

The managing director confirmed at the survey stage that the firm held membership to a
business network, club or forum. It transpired that the managing director held board-level
membership of the Commercial Mortgage Securities Association (CMSA) and was a previous
president of the National Association of Commercial Finance Brokers (NACFB), a trade body
that promotes best practice and self regulation in the commercial finance industry. It was

apparent that employees across the firm held membership to various networks:
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‘There are various ones that either I am a member of or my senior managers are
members of and we compare notes... we take in a mass of information...and we mark it

for the future’ (managing director).

The managing director reported that membership had helped the firm to improve its human
resource management (e.g. policies, practices or procedures). The managing director sought
advice from a range of sources including: central government; management consultants;
external lawyers/solicitors; external accountants; family and other business owners.
Management consultants related to ‘Kent Trainers’, a private training provider run by an ex-
Business Link consultant. The managing director reported that he was satisfied with the advice
provided from all sources. In reflecting on central government support provided by Business
Link, the managing director reported that he did not believe the financial expertisc was at an

appropriate level to support the growth of Mortgage Co.:

‘I think we are in a unique position because we are doing some of the functions that
arguably are more proactive than the government. If the busincss did not grow then the
government should help and be more proactive to help the business grow...I think
Business Link has tended to stick to cash flow finance...go and see your High Street

bank, the people they [Business Link] employ were bankers...” (managing director). -

The managing director also reported that relationships with their customers and suppliers had
also assisted them. Mortgage Co. had developed specific IT systems (see ‘Technology’) and
job titles and roles to support its lender relationships (see ‘Organisation’). The managing
director had established a cooperative called the ‘UK Commercial Finance Group (CFG)’ in
1997 in partnership with three other competitors. This provided an opportunity to combine
their purchasing power with others in the wholesale buy-to-let and commercial mortgage
market. This cooperative worked between Mortgage Co. and a select number of lenders (i.e.

brokers) to drive product and service quality:

‘We moved beyond the relationship between us and [the] broker...you have got to get
the best out of the lender...we have a system...[called] ‘total partnership status’ where
you sit down [with the lenders] at the beginning of the year to discuss and make sure
we are mutually aligned with product design and delivery and service delivery...there
are not many brokers who will do that, they usually want the cheapest product with the

highest commission...we do it with seven key lenders and they probably get eighty
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percent of our business. It is not because we guarantee to give them that; it is because

of the range of products and the quality of service delivery’ (managing director).

The managing director confirmed at the survey stage that the firm had benefitted from
rclationships with their customers. The managing director reported that relationships with
customers had; provided access to general and specific business development and
improvement information; market intelligence; provided an opportunity to share experiences;

and for social activities.

9.4.3 Institutions

As in the previous four case studies, a range of institutional forces influenced the evolution of

structures and wider working practices at Mortgage Co., and these are now briefly reviewed.

- Coercive: Suppliers (i.e. lenders) played a key role in the development of structures
(e.g. job titles and roles) and IT systems at the firm. Government regulations
introduced via the FSA had also driven greater transparency across the industry. The
firm were also aware of the ICE regulations and were looking to introduce a

consultative committee.

- Mimetic: As outlined above, the managing director was a previous president and board-
board of various trade bodies and senior members help membership to various trade
networks and associations. These associations provided access to examples of good

practice in financial services which became embedded to the firm.

- Normative: The managing director, with help from the operations and HR director had
implemented an organisational structure, reporting lines, a management team,
communication mechanisms, operational systems (e.g. CRM), performance

measurement systems and a range of wider working practices.

The coercive mechanisms outlined above could be seen to promote an analytical and strategic
approach to the firm’s operations with a clear emphasis being placed on analysis before action.
The managing director had encouraged a process of professionalisation and formalisation at

the firm to promote delegation and communication.
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9.5 Implications: establishing the underlying causal mechanisms

This chapter has explored the nature of working practices at Mortgage Co., a medium-sized
financial services firm that was experiencing high levels of sustained rapid growth®., We
explored the form and extent of working practices at Mortgage Co. earlier within this analysis,
specifically in relation to research questions one and two. In this section our attention will now
turn towards rescarch question three (RQ3) did Mortgage Co.’s approach to HRM alter in
response to growth/performance challenges? and RQ4 what were the underlying mechanisms
that dectermined the HRM approach taken by Mortgage Co. in response to the

growth/performance challenges faced?

This case provides insight to the events that occurred at Mortgage Co. as a result of exchanges
between key entities including the managing director (original founder), the HR and operations
director, and a cooperative. The key sequence of events involved the formation of a
cooperative with competitors, and then recruitment of the HR and operations director. As a
consequence of these changes it was evident that a range of internal events had occurred, with
the working practices of Mortgage Co. being advanced beyond the scope of what had been
previously achieved under the managing director. Mortgage Co. had developed an
organisational strategy, a management and supervisory structure, and had introduced
management skills and operational systems (e.g. CRM and supplier integration). Mortgage Co.
had also formalised a range of practices, far beyond what had been achieved at the other four

cascs.

Three interrclated mechanisms were clearly identified to be at work at Mortgage Co. The
principle mechanism related to the ‘formation of a partnership’ with other competitors that
became known as the ‘UK Commercial Finance Group (UKCFG)’ in 1997. The purchasing
power of this combined group provided access to competitively priced financial products, with
Mortgage Co. specialising in buy-to-let mortgages. This resulted in Mortgage Co. forming a
business model that held significant growth potential. The second mechanism related to the
‘introduction of government regulations’. Since 2004, the FSA had encouraged greater levels
of transparency within the marketplace for consumers and this had provided access to
comparative performance data across the industry. These regulations drove a deep analytical
approach at Mortgage Co. and promoted the subsequent development of systems and

structures. The third mechanism relates to the ‘entry of a new director’ in 2004 and the

43 Mortgage Co. had achieved an average annual growth in turnover of 28.6% over the previous five years.
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employment of the operations and HR director. The recruitment of the operations & HR
director, as with the managing director at Cable Co., the sales and marketing director at
Kitchen Co. and the business development manager at CCTV Co. was the result of a chance
contingent event (Easton, 2010). The operations and HR director had personally approached

the firm, and had only joined initially for a period of sixth months to cover maternity leave.

Mortgage Co.’s labour market also informed the nature of human capital available to and
employed by the firm. Whilst the firm was located in Kent it competed against City-based
brokers for employees. This drove the introduction of more advanced systems, processes and
practices than were found in the other case studies. New recruits were, in general, well
educated and brought with them preconceived views of what was expected. In order that
Mortgage Co. could attract high quality personnel the firm had to portray a professional
approach to working and ‘live up’ to the images held by recruits. Significant ongoing
investments were observed in skills development activities with the firm supporting the
attainment of professional qualifications and delivering in-house and external training
programmes for its employees and managers. Managers were also given time to pursue a level
of CPD through professional memberships of industry bodies which provided a wider level of

social interaction observed amongst the other case studies.

The firm had also developed a senior management structure and were in the process of adding
a middle management tier at time of investigation. This had enabled the owner-manager and
finance director to stand back and concentrate on more strategic-level matters. Unlike the other
case studies, all of the management team had been recruited externally and held good all-round
levels of education as well as considerable experience within their respective fields. For
instance, the financial director was a trained chartered accountant who held a masters degree
and career-related experience in the provision of strategic-level financial planning advice in
related sectors. Whereas finance at Kitchen Co. and CCTV Co. was managed by
administrational level staff. Access to this level of expertise facilitated a strategic and

measured approach to the firm’s operations.

Taken together, these results provide key insight as to why Mortgage Co. had implemented
more formalised working practices. Working practices had responded to, and were observed to
play a key role in firm growth and performance. The above commentary also provides three
possible mechanisms that might be observed in other SMEs in driving the introduction of more

progressive working practices. The next chapter will now explore the analysis presented in
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chapters four through to nine and will compare and contrast this with current thinking and

discourse in order to explain the role that HRM plays in the performance of SMEs.
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Chapter 10

Discussion of Research Findings

10 Introduction

This study set out to establish the role that HRM plays in the performance of SMEs. Given the
economic importance of SMEs to the UK economy (BERR, 2008, EC, 2009, CBI, 2011), such
an understanding of HRM and it relationship with performance is crucial for employers,
employees and policy makers. The development of a new conceptual framework that built
upon prior studies (e.g. Edwards et al., 2006, Harney and Dundon, 2006, Gilman and Edwards,
2008) and gave greater weight to HRM and growth, and how these dynamics interact, assisted
in the progression of a qualitative and context-sensitive analysis of HRM and performance in
SMEs. This social research inquiry therefore, provided a welcome opportunity to build new
insight on HRM and performance and move away from examining not only kow firms differ
(Arthur & Hendry, 1992; MacMahon, 1996) but why they differ. This was made possible
through the collection and assessment of a rich range of hermeneutic material that was capable
of illuminating the embedded nature and social context of HRM and the relationship HRM
holds with performance in SMEs. This chapter has five main aims which will now been

explored.

First, this chapter will explore the extent to which SMEs are adopting HRM. Typically, studies
find little evidence of HRM in SMEs when compared to larger firms (e.g. Duberley and
Walley, 1995, Way, 2002) and that this is a consequence of resource deficiency (Hornsby and
Kuratko, 1990, Pearson et al., 2006) and a preference for the unstructured management of the
employment relationship (Matlay, 1999, Edwards and Ram, 2010). This study confirms low
levels of HRM practices and HRM expertise across those SMEs surveyed, but suggests the
positive role that HRM and measures of formality play in performance. Whilst little evidence
is found of strategy with this study, let alone a defined approach towards the management of
employees (Scott ef al., 1989, Harney and Dundon, 2007), patterns within the data suggest the
strategic role that formality plays in performance along with the important role played by
employees. In the main, employees were found to be content, satisfaction that was determined

by the extent to which the working environment lived up to expectations and prior experiences.
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Second, this chapter will aim to unpick the form that HRM takes within SMEs. Despite limited
evidence being found of HRM in SMEs, initial exploratory analysis reveals that those firms
that embrace practices to involve, consult, train and motivate employees are experiencing
higher levels of performance. More detailed qualitative analysis however points to clear
discrepancies between the reported and actual reality of HRM in those firms surveyed (e.g.
Duberley and Walley, 1995, Bacon et al., 1996, Marlow, 2002). Evidence suggests that HRM
is not neat, uniform or formulaic and cannot be adequately assessed on an either/or
classification (Marlow et al., 2010). Practices are found to vary in form and coverage and once
one progresses past the practice label it becomes unclear as to the certainty that a practice
actually exists (Rowden, 2002, Way, 2002).

No evidence is found of SMEs taking a high performance approach to organisational
performance. Having said this one should not overlook the important role played by the high
performance work system (HPWS) model as an investigatory tool. Within this study the
HPWS model served to cast a wide net over working practices and capture the true reality of
HRM in SMEs. It became evident that the heterogeneity in practices was not only attributable
to firm context, as will be explored below, but was also informed by the rate of development at
time of investigation. Practices were evolving and developing, they were not static. The role of
a champion is found to play a central role in promoting more progressive and formalised
working practices (e.g. Cassell ef al., 2002). Evidence within this study suggests that firms can
transit towards more progressive organisational forms that are more adept at taking onboard

the ideas within models of high performance (Edwards e? al., 2009).

Third, the extent to which firms are altering their approach towards HRM in response to
performance and growth challenges is explored. Evidence reveals that all the firms were
responding to performance challenges and that, in thc main, this related to a prior period of
underperformance. In this respect performance acted as a catalyst to identify what was not
working, with SMEs being challenged to review and adapt. Performance within this study was
multidimensional and multifaceted, having the ability to inform as well as be informed by
HRM and wider working practices in SMEs; a matter often overlooked by traditional linear
HRM models (Fleetwood and Hesketh, 2008). It was here that the important role of champions

as interpreters of shock and wider strategic planners became evident
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Fourth, the underlying causal mechanisms that determined the approach taken towards HRM
by SMEs are teased out. The role that performance plays in catalysing a change in firm
behaviour is confirmed. It becomes evident that SMEs were more willing to embrace changes
in working practices and wider systems and structures in response to a shock. Clear
heterogeneity is observed across all firms as to the ability for firms to respond appropriately to
these challenges, disparity that emerges from unique interaction of firm specific constraints
(product market, labour market and strategic orientation) and resources (human capital, social
capital and institutions) (e¢.g. Edwards et al., 2006, Harnecy and Dundon, 2006, Gilman and
Edwards, 2008). A clear strength of this research is its depth afforded through an analysis of

the interaction of these dynamics.

The human capital of the owner-manager, and the nature of the role they assume, is found to
heavily influence decisions taken to respond to the performance challenges faced (Leitch et al.,
2010, Wright and Stigliani, 2013). The future performance of the firm is found to be heavily
reliant on the owner-manager’s comprehension and ability to deal with a common set of
themes that influence the structure of the firm, namely: power and control; delegation;
management skills; communication and (in)formality. The entry of new forms of human
capital to the firm is also found to play a central role in championing change, and the extent to
which this positively supports firm response is heavily determined by the owner-manager.
Interesting to note here is the prevalence of a chance contingent approach to the introduction of
new forms of human capital (Easton, 2010), reinforcing the emergent and reactive nature of
strategy in SMEs (Duberley and Walley, 1995, Cassell et al., 2002, Harney and Dundon,
2007).

Finally, in order to piece together the empirical evidence presented within this study, and in
light of prior attempts, a new model of HRM and performance in SMEs is presented. This
model suggests that HRM and performance cannot be simply viewed as a smooth and
sequential process in SMEs: performance does not follow from a specific set of HRM practices
that are consciously and rationally designed. From the findings contained within this study it is
suggested that wider workplace structures have to be developed before working practices can
be supported, and their development is determined by the owner-manager. This finding
reinforces that research into the working practices of smaller firms cannot and should not be
separated from the wider context within which the firm operate. It is believed that the model
proposed within this study provides a vehicle through which HRM academics can broaden

their horizons in order to capture and understand the true nature of HRM and wider working
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practices in SMEs and how this influences performance. These results confirm the importance
of including the dynamics of growth in future HRM and small firm studies and provide
important insights to the obstacles and challenges inherent within the growth process
(Davidsson et al., 2005).

This chapter will now explore each research question in turn in light of the empirical evidence
presented within this thesis, and will compare and contrast these findings with current thinking

and discourse.

RQ1): To what extent are SMEs adopting HRM practice?

Phase one of the research provided an insight to the preliminary patterns of HRM and
performance in SMEs. Table 10.1 provides continued support for comparatively low levels of
HRM practices in SMEs (e.g. Duberley and Walley, 1995, Way, 2002). Survey respondents
had adopted an average of eleven working practices (median = 11, mean = 11.9), with the
majority adopting fewer than twenty of the forty practices measured (For a more detailed
quantitative analysis see Gilman and Raby, 2012). Further qualitative analysis revealed
discrepancies between the reported and the reality of HRM practices (e.g. Duberley and
Walley, 1995, Bacon et al., 1996, Marlow, 2002). Lower than average levels of working
practices were found at Kitchen Co., CCTV Co. and Bearing Co. despite these firms reporting
higher than average levels of HRM practices at the survey stage. These results draw attention
to the dangers of relying solely on self-reported data and frame the challenges of capturing the

particularistic nature of practices in smaller firms (Harney and Dundon, 2006).

Table 10.1: The distribution of work practice by component 