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1 INTRODUCTION

1.1 The importance of SMEs to the economy

Small and medium sized enterprises (SMEs) are predominant in most
economies (Katz, Aldrich, Welbourne and Williams 2000, 7). Therefore
creating a theory of HRM (human resource management) for SMEs is
important in the global context and not just for Finland or the EU, although
larger organizations are of more interest in that respect. The relative
importance of SMEs as employers and as contributors to the national economy
is substantial, which raises the importance of human resource management in
that context.

The official EU definition for small firms categorizes them into three
groups based on the number of employees and their annual turnover. The
definition is as follows: “The category of micro, small and medium sized
enterprises (SMEs) is made up of enterprises which employ fewer than 250
persons and which have an annual turnover not exceeding EUR 50 million,
and/or an annual balance sheet total not exceeding EUR 43 million. Within the
SME category, a small enterprise is defined as an enterprise which employs
fewer than 50 persons and whose annual turnover and/or annual balance sheet
total does not exceed EUR 10 million. Within the SME category, a
microenterprise is defined as an enterprise which employs fewer than 10
persons and whose annual turnover and/or annual balance sheet total does not
exceed EUR 2 million.” (Commission recommendation 2003/361/EY,
emphasis added). This detailed definition is important because micro firms
and small firms operate very differently to medium sized organizations and
therefore need to be considered as their own entities, especially regarding
human resource management.

The relative importance of the small business context for an economy can
be conceptualized with the aid of table 1.
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Table 1 Statistics about the importance of small businesses for the economy in
Finland in 2007 (Statistics Finland 31.5.2009)

Company size
Number of
companies

Number of
employees

Turnover
1.000€

Turnover/
employee

... 4 272 294 285 752 39 358 508 137 700
    5... 9 18 669 119 263 21 252 164 178 200

   10... 19 9 446 125 243 23 852 848 190 500
   20... 49 5 445 162 743 36 368 762 223 500
   50... 99 1 502 102 067 25 776 302 252 500

 100... 249 918 141 395 38 958 110 275 500

Total 1...249 308 274 936 463 185 566 694 198 157

 250... 499 355 121 782 38 915 065 319 500
 500... 999 183 125 302 39 035 039 311 500

1000... 105 298 321 111 065 559 372 300

Total 250... 643 545 405 189 015 663 346 560

The table presents the data separately for different size categories of
companies and then elaborates on the total figures for the SMEs and the larger
organizations. The number of companies in each size category is presented in
the second column. The third column presents the total number of employees
in each size category. The two last columns address the turnover figures: first
the total turnover of the companies in each size category and second the
turnover per employee.

As the figures in the table underline, the total number of SMEs is on a
completely different scale to the number of larger organizations. Altogether
there are over 300 000 small firms in Finland while the number of large
organization is 643. Despite the fact that the majority of SMEs employ less
than four people, there is still double the amount of employees in the SMEs
compared to the larger organizations. Also the turnover of SMEs is on the
same level as those in the larger organizations. These figures emphasize the
importance of small businesses as employers and as contributors to the Finnish
national economy.

To take a closer look at the relevant figures within the SME category the
following chart demonstrates how the number of employees and their turnover
varies in each SME size category.



11

0

50 000

100 000

150 000

200 000

250 000

300 000

350 000

... 4 5... 9 10... 19 20... 49 50... 99 100... 249

N
um

be
r o

f e
m

pl
oy

ee
s

Company size

0

5 000

10 000

15 000

20 000

25 000

30 000

35 000

40 000

45 000

... 4 5... 9 10... 19 20... 49 50... 99 100... 249

Tu
rn

ov
er

 M
€

Company size

Figure 1 Number of employees per company size and turnover per company
size within SMEs in Finland in 2007 (Statistics Finland 31.5.2009)

The first chart portrays how the number of employees varies within the
different SME categories. As can be seen from the chart the small and micro
firms employ over half of the total number of employees in the SME category.
These organizations also produce over half of the turnover in the SME sector
(see the second chart). These figures demonstrate the importance of the
smallest organizations as employers in the Finnish economy. Small businesses
are often found in innovation intensive businesses as well as in personnel
intensive service industries. These types of firms are competence and
knowledge intensive for the most part, and therefore the relative importance of
every individual employee to the productivity of the organization is
significantly greater than in the larger organizations. This adds an extra degree
of difficulty to the management process in these organizations. The following
quote descriptively depicts the context: “A small number of human beings
engaged in a common endeavor can create very complex, subtle interactions.
Unraveling the underlying meanings and patterns of these interactions can be
far from straightforward.” (Curran and Blackburn 2001, 5). The quote
emphasizes that there is a need to invest in the human resource management of
the smallest organizations for them to be able to compete with other
businesses of all sizes.

Furthermore, based on the figures in the table, productivity per employee in
the small firms is considerably lower than in the larger organizations. The
question therefore remains whether it would be possible to raise productivity
in small firms by investing in the management of human resources and in that
way raise the contribution of small businesses to the national economy closer
to the level of the larger organizations. There is a huge potential in the small
business group to contribute even more significantly to the national economy
and the potential contribution could be gained through successful human
resource management and investment. General HRM models are not directly
applicable to this context and the context as such has not been overwhelmingly
studied from the HRM theory perspective. Therefore it is important to gain a
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deeper understanding of the small business context from the human resources
(HR) perspectives.

1.2 The importance of studying small businesses from the HR
perspectives

In general, human resource management theories in relation to the unique
properties of small businesses have not been sufficiently considered or
developed. Many of the HRM models and theories have been created and
discussed by assuming that an organization has HR professionals, and that it
has resources to invest in the development of human resources. (Heneman,
Tansky and Camp 2000; Finegold and Frenkel 2006). This means that the
focus of HRM research has mostly been on large corporations. However,
ignoring small sized enterprises, and among them micro firms, in the
theoretical discussions on HRM lacks justification because of the huge
business potential that they represent. In small organizations every person is a
key person whose relative importance to company performance is significantly
greater than it is for larger companies. Therefore there is no room for failure.
Moreover, researchers are also keen to find out whether the human resources
concepts fit the small context, or to what extent these would be applicable.
And if the models are not applicable, they aim to discover what the main
differences between small and large organizations are and how that affects the
choices a small firm has over its human resource management and
development issues. (cf. Wagar 1998).

Until recently human resource scholars have only rarely examined small
business research and small business researchers have avoided human
resource issues (Katz et al. 2000; Shaw 1999). Nevertheless, during this
decade small ventures have been seen as unique and valuable contexts for
testing the principles and theories of HRM (Baron 2003). The previous lack of
interest in the small business context can be explained through the ambiguity
of the terms HRM and SME (Katz et al. 2000). Marlow (2006) referred to
Markussen’s earlier work and called HRM a ‘fuzzy concept’ when she
referred to the contradiction in terms that is evident in the discipline of HRM.
A more practical reason could be that human resource issues in general have
previously been regarded as a large company phenomenon (Katz et al. 2000).

This fuzziness leads to the main challenge in researching human resources
in the small business context. Almost any issue within human resources can be
studied, and has been studied, from the small business perspective as well.
(Curran and Blackburn 2001; Katz et al. 2000). However, this fragmentation
makes it difficult to present results that would have a wider applicability. The
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small business context is also a challenging area to conduct research in
because small does not mean simple and small business is not just a scaled
down version of a larger one (Curran and Blackburn 2001). Cassell and others
(2002, 690) share this thought and argue that equating small firms with large
ones creates a lack of understanding of the unique practices that have an
impact on SMEs. It has been realized that research on small business HRM
can potentially contribute to the HRM theory as well.

Through this research some of the company size related differences have
already been recognized, however, the work in terms of developing SME
tailored HRM theory is only in its infancy. It has traveled along the same path
as HRM theory in general, and repeated the same developmental cycles (see
Lähteenmäki 2000). The development of a general HRM theory began with
the normative ‘fit’ models which emphasize external fit and suggest that HRM
policies be matched with the strategic or business orientation, life cycle stage
or management style of the organizations studied (Schuler and Jackson 1987;
Fombrun et al. 1984; Legge 1995; Delery and Doty 1996; Lähteenmäki 2000).
These models have been criticized as being overly simplistic and lacking in
effectiveness (Truss and Gratton 1994; Luomanmäki and Lähteenmäki 1997).
Thus, the research wave that attempts to apply or develop a one size fits all
HRM theory for SMEs is seen as being equivalent to this school of external
normative fit models. These one dimensional models can be criticized as being
too simplistic, and bound to fail in the same way as attempts to build industry
bound normative models failed to be applicable to all.

The second wave of HRM theory applied the ‘best practice’ or ‘high
involvement work practice’ models (Vanhala 2006; Lähteenmäki 2000).
Delery and Doty (1996, 803) labelled this approach as the universalistic
perspective in which researchers see that some HR practices are always better
than others and all organizations should adapt these practices. The focus then
shifted from that of external fit to internal fit. The underlying philosophy in
this line of thinking was that applying as many ‘best HR practices’ as possible
would maximize company effectiveness (Becker and Gerhardt 1996; Delaney
and Huselid 1996; Guest 1997). The composition was expected to improve
performance by summing up the best practices in the field and building them
into a whole. This wave is also recognizable in the SME HR theory, which
keenly recommends that small firms apply best practices in the field from
competitors or other small firms. However, as small businesses are not
homogeneous in terms of their line of business, life cycle stage, leadership
culture or strategy it is difficult to find two identical SMEs which could apply
the same practices equally effectively. The success of HR is dependent on all
of these aspects (Lähteenmäki 2000) and therefore it is not realistic to suggest
that there could be a ‘best practice’ model for SMEs.
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The third wave of HRM research emphasized internal fit and horizontal
integration with other HR policies and it has been equated with the
configurational approach of theorizing (Delery and Doty 1996). This wave can
be labeled as the bundle approach in which the underlying idea is that
sustainable competitive advantage can be gained only through resources that
are valuable, rare, difficult to imitate and non-substitutable. This is called the
resource based view of the firm (Barney 1991; Becker and Gerhardt 1996;
MacDuffie 1995; Lähteenmäki 2000), which has become the dominant theory
in the HRM and performance discussion (Paauwe and Boselie 2003). Rather
than being a selection of best practices, a bundle is a unique composition of
HR practices that form an internally consistent bundle (Becker and Gerhard
1996; Lähteenmäki, Storey and Vanhala 1998).

This relates to the ongoing discussion in the SME sector as well. The
heterogeneity of the context has been identified (Harney and Dundon 2006)
and it has been stated that the abbreviation ‘SME’ is far too contradictory to be
applied to the research context without further clarification (Curran and
Blackburn 2001; Harney and Dundon 2006). The definition is based on
quantitative measures, as has been discussed in sub-section 1.1, because they
would seem to be objective and transparent evaluation criteria (Curran and
Blackburn 2001, 10–11). Nevertheless, with regard to human resources it is
not sufficient to label the research context with the abbreviation ‘SME’. This
is because it is not possible to find two identical small firms that could apply
the same practices as such. The HR practices need to be consistent with all the
other elements in an organization’s environment (Monks and Loughnane
2006) in both large and small firms, and this is especially so in the small
business context where internal consistency alone is not sufficient. Human
resources are managed in a different way in small and medium sized
organizations, and these two types of organizations also vary in complexity
and cannot be represented as one entity (Kotey and Slade 2005).

In addition to the size of an organization, its age, level of stability and
orientation towards growth have an effect on human resource expectations and
choices. Growth means that a small firm needs to employ more people, which
results in a more formal style of human resource management (Mazzaroll
2003). Also, smallness and newness define the context of human resource
management in two different ways. Some new small firms intend to grow
when they become more established while others intend to stay small
throughout their lifecycle (Cardon and Stevens 2004). Similarly the different
learning orientations in small firms have an effect on human resource
management. Zhang, MacPherson and Jones (2006) found that stable firms are
generally more reactive and have a more adaptive learning process, whereas
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more innovative firms were found to be more proactive and take into account
the changes in their external environment in their learning processes.

Many scholars have pointed out that the distinctiveness of small firms from
larger ones warrants further research on HRM in small firms (Cardon and
Stevens 2004, 298). Taylor (2006, 480) suggests that it would be profitable to
engage in HRM issues in organizations that are broadly defined. This is
because he sees that it would not be especially profitable to concentrate on
studies that emphasize smallness and growth, if the intention is to a build
meaningful theory. Hence, instead of applying the normative models of HRM
to the small business context, it is perhaps fruitful to find out what practices
are actually used in small firms (Taylor 2006) and begin theory development
from that perspective. This view is supported by Hornsby and Kuratko (2003)
who point out that many HRM issues are different for small, medium and
large organizations, but the critical one for small firms is applying HR
practices comprehensively. This line of thinking matches the bundle
perspective in HRM research. A bundle needs to have internal fit and comply
with company strategy, organizational climate, employee image, psychologi-
cal contract etc. This perspective therefore directs researchers towards the
usefulness of conducting case studies in order to reveal the heterogeneity of
the context.

Based on the arguments above, the research aims to contribute to the
development of HRM theory for small firms by examining the relevance of
ongoing human resources discussions for small firms. The guiding idea in this
research is to examine the relevant ongoing HR discussions that can
potentially contribute to building HR bundles for SMEs.

1.3 The human resources perspectives

HRM is a field that incorporates multidisciplinary research. It is a field that
focuses on human action in organizations and that interests both researchers
and practitioners in many fields. In the wider frame the discussion takes place
in business studies, education science, organizational psychology, industrial
relations and sociology and because people form the human aspect in
organizations it is possible to study from multiple different viewpoints.

From the business studies perspective the possible HRM issues include
strategic HRM, organizational culture, commitment, recruitment, employee
selection as well as different aspects of diversity management and
employment relations (Price 2007), not to mention international human
resource management. Employment relations also bring legal aspects and
equal opportunities into the discussion. The potential research topics are wide
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ranging and it is not possible to cover all of these in one research project. The
basic idea behind HRM is how to find competent people, keep them
committed and make the most of their potential. This refers to the two central
elements in human resource management, namely performance management
and learning and development. The discussion on the connection between
HRM and performance (see Guest 2001; Boselie, Paauwe and Jansen 2001;
Wall and Wood 2005; Fleetwood and Hesketh 2006), at its broadest, links to
the discussion on competitive advantage and strategic management.

The discussion about the development of human resources is prominent
within the HRD perspective, which is a considerably narrower area than
HRM. The basic division is between collective level strategic competence
building (Hamel and Prahalad 1994; Athey and Orth 1999; Losey 1999;
Capaldo, Iandoli and Zollo 2006) and individual level career management.
The key question in career management in small firms refers to organizations’
possibilities to offer employees internal career possibilities. If the motivation
of an employee to advance in their career is strong but the small firm has no
possibilities to offer these possibilities a firm faces the risk of losing a key
employee (Lähteenmäki and Paalumäki 1993). This forms the greatest
challenge for the small firm. The discussion about learning in organizations on
the other hand refers to an organization’s ability to develop and react to the
changes in its environment. It combines the individual learning processes with
organizational development and strategic renewal (Lähteenmäki, Toivonen
and Mattila 2001). From the small business perspective leadership questions
are central (Heinonen and Toivonen 2007) because the way a small business is
engaged in human resource issues is dependent on an owner’s or a manager’s
skills and interests because there are no human resource experts in these
organizations. Their human resources competencies are acquired through
partnerships and networks.

From the education science perspective the discussion about workplaces as
learning environments has flourished during the past few years (e.g. Ellinger
and Cseh 2007; Hicks, Bagg, Doyle and Young 2008; Billet 2004). It has also
brought the element of learning in work to the HRD discussion. Organizations
especially look for more effective types of learning and in relation to that the
research conducted in education science is relevant. In particular, modern
educational science aims at understanding the role of learning in work
situations (Gruber and Palonen 2007) and sees that learning and working are
very much intertwined. Moreover individual learning in work has implications
for organizational development, which is another purpose of HRD.

The organizational psychology perspective, on the other hand, has
contributed to the OL discussion. In the organizational psychology journals
(e.g. European journal of organizational psychology and Journal of
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occupational and organizational psychology) the current discussions probe the
questions of organizational justice and fairness. These are linked to HR
practices such as pay systems and feedback concepts as well as employee
commitment and wellbeing. These concepts are not considered in depth in this
research but they are part of the background of all human resources issues.
The link to organizational learning derives from the realization that when HR
processes are considered fair then a group of workers can concentrate on
performing well and in that way a group learns to perform better collectively
and also elevate the level of organizational learning (Saru and Viljanen 2007).

The most prominent HR discussions contributed by these fields of science
relate to the HRM, HRD and OL perspectives. Each one of these provides
explanations for different aspects and levels of human resource research in
organizations. Therefore the perspectives of HRM, HRD and OL have been
chosen as the lenses through which small business HR shall be explored. The
direct applicability of the general HRM, HRD and OL theories to the small
business context is questionable and demands further research effort.
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2 THE THEORETICAL FRAMEWORK

2.1 The science and practice of current HRM research

Human resource management (HRM) emerged as a topic in the early 1980s
(Taylor 2006), although its history dates back to the earlier half of the 20th

century (Ruona and Gibson 2004). Unsophisticated forms of HRM have
existed as long as there have been entrepreneurial activities, because even in
the very first businesses owners had to recruit people and to compensate them
for their effort. In the current literature HRM is, in a broad sense, referred to as
the management of employment relationships in a firm (Boxall and Purcell
2003). This means that HRM is concerned with managing people individually
and collectively in both small and large firms. In the more strategic stream of
HRM it is conceptualized in terms of “…carefully designed combinations of
[HR] practices geared towards improving organizational effectiveness and
hence better performance outcomes” (Boselie, Dietz and Boon 2005, 67).

This characterization brings to the fore the discussion about the links
between HRM and performance, which has been at the center of research for
over ten years (e.g. Huselid 1995; MacDuffie 1995; Becker and Gerhardt
1996; Guest 1997, 2001; Lähteenmäki, Storey and Vanhala 1998; Boselie,
Paauwe and Jansen 2001; Paauwe 2009). Despite this vast research effort, the
link between these two concepts is still referred to as a ‘black box’ because a
clear connection showing their interdependence still does not exist (Boselie,
Dietz and Boon 2005). If seen as an equation it seems as if anything and
everything could be placed in the middle of that equation and still it would not
explain the correlations between HRM and performance satisfactorily. Despite
that, recent studies have found a positive relation between investments in
human resources and the overall performance of an organization (Sels et al.
2006 a and b). Truss (2001) argues that it is impossible to consider how these
two are linked together if the practical effects are not considered as well. She
suggests that the notion of informal organization is the key to the practical
implementation. She also points out that the measurement of good
performance is very ambiguous and it is not clear what exactly one intends to
measure in human resource management. Guest (1997, 2001), for example,
has argued that the connection between HRM and performance cannot be
realized before there is adequate theory about HRM, performance and the
linking mechanisms (see also Paauwe 2004; Paauwe and Boselie 2005).
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In a recent literature review Paauwe (2009, 135) brought up that the field
would need studies that apply such a research design that would be able to link
HR practices both to the organization’s past performance and subsequent
performance. This way it would be possible to check if past performance
causes HR outcomes and to see if these practices are causally related to
subsequent performance. This also suggests that the direction of the causality
should be addressed in the research as well. Already over ten years ago Guest
(1997) called for some evidence about those situations where HRM mostly
affects the performance of the organization. This is especially relevant
considering the argument by Fleetwood and Hesketh (2008). They argue that
empirical research on HRM and performance is seriously under-theorized and
lacking in explanatory power. Due to this, the so called ‘black box’ problem is
strongly evident in the writings on the HRM performance link. Another
problem stemming from the present situation is the difficulty of measuring
performance results without any coherent theory. Further, it is not possible to
resolve the abovementioned problems simply by doing more and better
empirical work (see also Hesketh and Fleetwood 2006; Fleetwood and
Hesketh 2006).

One reason for this may be the fact that in prior studies the concept of HRM
usually refers to the intended HRM, but as Paauwe and Boselie (2005)
demonstrate little is known about the actual enactment or implementation of
HR practices and employees’ perceptions of them. However, most HRM
studies start from the premise that employees’ work attitudes and behaviours
are important factors influencing organizational performance outcomes (see
Podsakoff, MacKenzie, Paine and Bachrach 2000). Attitudes, in turn, depend
on employees’ perceptions of the policies and practices of the employing
organization. Given that employees’ perceptions have been identified as
relevant performance indicators, the effect of HR related factors on
performance has not been studied very extensively (c.f. Paauwe 2004; Boselie,
Dietz and Boon 2005).

One stream of prior research on HRM and performance has focused on
searching for so called high performance work practices (HPWPs).Combs,
Liu, Hall and Ketchen (2006) conducted a comprehensive review on previous
studies on HPWPs’ effects on organizational performance. Based on the
review they found, for example, a greater connection between a system of
HPWPs and organizational performance than individual HPWPs and
performance.  Another recent example of these is the study by Tzafrir (2005).
That study revealed that several HRM practices have the potential to
contribute to enhanced organizational performance and that this was especially
so in firms that treated their employees as valuable assets because they
exhibited higher organizational performance. In particular the association
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between training and both organizational and market performance was strong
and positive (Tzafrir 2005). In contrast, Godard’s (2004) literature review
concludes that high performance HR practices are likely to yield only
marginal improved performance effects compared to more traditional HR
practices. Instead, the adoption of a high performance paradigm can produce
ambiguous, if not negative effects (Godard 2004, 371). This finding is
significant especially for the small business perspective. There high perform-
ance work practices do not have a similar practical meaning to the more
traditional HR practices. Comb et al. (2006) also bring forth that some
combinations of HR practices may even reduce organizational performance if
the practices are substitutes of each other. This point of view concerns
especially the small enterprises where resources are scarce.

 There are numerous organizational issues or phenomena that could be
placed into the equation to solve the black box problem (Saru and Viljanen
2008). There is, for example, evidence showing that HR practices and the
organizational climate in which they are introduced, represents the extent to
which an organisation values its employees’ contribution and cares for their
well-being (Gould-Williams 2007; cf. Tzafrir 2005). There is still not much
research on the effects of an organizational climate on the performance of an
organization. It has been brought up in the literature as one possible
explanatory factor, although the empirical evidence is still scarce. The small
business context is though a place where this concept could have a broader
meaning.

2.2 The young academic field of HRD

In a young academic field such as HRD the discussion about the theoretical
grounds and boundaries of the discipline are intense. Debates over HRD’s
underlying theories and demands for more comprehensive discussion are
currently flourishing. The resulting more coherent theoretical background has
been seen to increase the credibility of the whole field as well as link the
research and practice of HRD closer together (Lynham 2000). The field is
searching for more professional status through debates over whether HRD is
an academic discipline at all, or a field of study based on the combining of
other disciplines (Kuchinke 2000, 2001; Swanson 1995, 2001; McLean 1999),
and debates about the definition, knowledge and boundaries of the field
(Garavan and Morley 2006; Lee 2001; Woodall 2001). Kuchinke (2001) has
even argued that HRD is not a discipline in the academic sense.

This last argument is based on the broad division of sciences into physical
and social sciences, humanities, mathematics and philosophy. In each of these
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there exist disciplines and sub-disciplines which again are divided into
different perspectives. Each perspective then includes numerous families of
theories. Kuchinke includes HRD as a field in applied social sciences along
with, for example, management and education.  Therefore he sees that HRD
does not count as a discipline but rather as a field with multiple disciplines as
its roots or foundations (Kuchinke 2001, 292).

This argumentation is a counter argument to the debate between, for
example, Swanson (1995, 2001) and McLean (1998). They have both been
searching for theories underlying the discipline (as they call it) of HRD.
Swanson’s (2001) argument is that most disciplines are rooted in a set of
theories that are blended together for the purpose of the discipline. These
theories may well be shared with other disciplines. A similar argument can be
found from McGoldrick, Stewart and Watson (2001) who argue that there is
no single lens for viewing HRD.  Kuchinke (2001) sees this positive side too
and sees no point in restricting the number of disciplines that can be regarded
as the roots of HRD since each of them provides a valuable lens through
which to view organizations. As Kuchinke (2001) claims, that is the strength
of a multidisciplinary field.

The multidimensionality of the discipline becomes visible through the
various metaphors used to describe it (Short 2000). They reveal the fact that it
is a discipline that seeks theoretical validation from a broad base. Swanson’s
(1995, 2001) notion of a three legged stool is probably the most widely
recognized proposal of the theory underlying the discipline of HRD.
According to Swanson (2001, 304) the discipline of HRD relies on three core
theories in order to understand, explain and carry out its process and roles.
These include psychological theory, economic theory and systems theory. The
element that psychological theory brings is to capture the core human aspects
of developing human resources. Economic theory, in turn, captures the
efficient and effective utilization of resources and systems theory captures the
dynamic interactions of environments, organizations, work processes and
group or individual variables (ibid.  305). All of these theories represent one
leg of the stool supporting the theoretical foundation of HRD in the original
version of this metaphor (Swanson 1995). McLean (1999) criticized this
version of the stool model by arguing that it is too simplistic and more legs
were required. He proposed that HRD should be seen as an octopus, as this
would represent the more ambiguous nature of the discipline.

In a later version Swanson (2001, 306) added ethics as the platform that the
stool stands on, and which represents the integrity of both HRD and the host
organization. He also added ‘performance’ (organization, process and
individual) as the seat of the stool because this implies that during the time
from 1995 to 2001 the discussion on HRD has seen it important to bring out
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the role that an organization’s people have on the overall performance of their
organization. Swanson (2001) agrees that there is no universal agreement on
the theory or theories that support HRD as a discipline.

This discussion can also be described as a discussion about the boundaries
of the theory and practice of HRD. On the theoretical side it relates to the
field’s desire to define itself (Garavan and Morely 2006). Garavan and Morley
contest that finding a uniform definition is almost impossible because of the
multiplicity of lenses that are used to study the field. For example Lee (2001)
even refuses to define it as that might somehow retard its development. It
seems that some HRD scholars are more comfortable with the ambiguity of
the field than others (Garavan and Morley 2006; Kuchinke 1998).

From the practical point of view of HRD, the discussions and debates
concern the role of HRD in contributing to organizational learning (Garavan
and Morley 2006). Grieves and Redman (1999, 87) argued that the philosophy
underpinning HRD is to “…move from a position where training is something
‘done to’ employees on isolated and ad hoc courses to one where learning is
an everyday experience”. This implies that the practical goal of HRD in
organizations is to promote learning cultures and aim at developing learning
organizations.

The discussion about learning, both individual and organizational, has
become a central element in HRD. This discussion has now shifted more
towards the questions of how this type of learning is achieved and how the
performance of the organization can be improved through its learning
processes. The debate used to be more about whether HRD should be oriented
primarily towards performance or towards learning (Kuchinke 1998; Garavan
and Morley 2006) and not about their connection to each other (Simmonds and
Pedersen 2006).

From the small business perspective this discussion does not seem very
relevant, especially for practitioners. However, the intention with this
theoretical discussion is to point out the debate that is taking place in the
background of HRD research. The ambiguity of the definition of the field
partly explains the difficulties in achieving cumulative research results or
results that would aid in small business HR research.

2.3 Organizational learning in small businesses

It has been long recognized that learning occurs through work activities
alongside formal training (Fenwick 2006). This type of learning can be
facilitated through different organizational structures. Some of these were
recognized by Fiol and Lyles in 1985. These are, for example, organizational
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culture, strategy, structure and environment. In the small business context
available resources can certainly be added to the list but this holds true for
somewhat bigger organizations as well (Bapuji and Crossan 2004). Different
combinations of these facilitators affect learning in organizations.

Organizational learning aims at improving organizational performance (Lee
1995, 39); therefore the two streams of discussion in HRD are actually
connected to each other. Simmonds and Pedersen (2006, 123) argue that in the
past HRD was often polarized as being focused primarily on either
performance or learning but that this tendency has shifted in a direction where
their interconnection has become the center of consideration. This is because
the dichotomy is ineffective in its extreme forms, although a combination
could be profitable. This dichotomy has been extended in more recent
literature to include the element of workplace learning and quality. Both of
these have connections to the overall performance of an organization and vice
versa (Simmonds and Pedersen 2006). This again indicates that learning in
organizations appears as a relevant element in the HRD discussion and it is
therefore portrayed also in an independent section. The classical definitions of
organizational learning are discussed in more detail in article 2 and therefore
this section concentrates more on the small business aspect of the
organizational learning discussion.

Learning is equally important for small and large organizations (Easterby-
Smith et al. 1998) but research on organizational learning has concentrated on
larger contexts despite the fact that the amount of small firms has increased. It
has been claimed that the results from studies in large organizations cannot be
applied directly to the small context (Hill and Stewart 2000). This is because
the small context seems to demand more research on the context specific
features of learning (Anderson and Boocock 2002).

Previous research on learning and development in small firms reveals
similar issues to those of HR research (Hill and Stewart 2000) as learning and
training are informal and aim at reaching short term goals. Often the
conclusion from this type of depiction is that learning is also restricted (Sadler
Smith, Gardiner, Bagder and Stuberfield 2000). Nevertheless, as learning is
also essential for smaller organizations, because it forms the basis for keeping
competitive advantage up to date and commits an organization to developing
its human resources (Gibb 1997), it could be argued that some level of
learning takes place, although it may not be structured or formalized.

Three basic things affect learning in small firms (Anderson and Boocock
2002). These are individual learning processes, an organization’s inner
context, and the operational environment. Firstly, individual learning includes
formal training, informal learning in work, tacit learning through experiences
and work assignments and unplanned learning. The individual learning
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process has been linked to organizations learning in a previous conceptual
model of OL (Lähteenmäki, Toivonen and Mattila 2001). From that
perspective the key to organizational learning is an individual employee’s
learning and commitment to their organization. When an employee can
identify his or her future in an organization it reduces their resistance to
change and promotes learning and commitment. A similar idea can be found
in entrepreneurship research where Heinonen and Toivonen (2007) show how
entrepreneurial leadership can potentially create entrepreneurial individuals,
which would seem to be relevant for the overall learning of an organization.

Secondly, an organization’s inner context refers to communication
structures in a company, organizational culture and key employee’s earlier
experiences. And thirdly, in the surrounding environment the central issues
refer to business networks. Gibb (1997) has pointed out that different network
relations are essential for small businesses (see also Anderson and Boocock
2002). Gibb (1997) calls this network a learning cycle. Taken together this is
quite an extensive list of issues for a small firm to manage. Therefore it would
be essential to find out what small firms actually do regarding employee
learning and development, without belittling the small informal practices that
small firms are able to apply. However, this has not been extensively
researched yet.

One of the essential issues in a small firm is its organizational culture. It
often affects how easy the learning in an organization will become. Such a
culture that appreciates its personnel’s competencies assists in creating a
positive learning environment. Mankin (2001) regards the overall HRD forms
as the intersection of an organization’s culture, structures and HRM. Every
organization has a culture that provides a certain direction and the
interconnection between HRM and organizational culture will determine the
type of learning culture as well. These issues may well be unconscious in
small firms but they affect the decision making processes.

2.4 The links between HRM and HRD

Human resource development is currently a vibrant area of study (Garavan
and Morley 2006, 4). This means that despite the seemingly short history of
the scientific perspective, the development of the field has followed a similar
path to HRM. In the beginning of its history HRD was equated with training,
development and career development in organizations (Ruona and Gibson
2004; Garavan and Morley 2006). Since then, especially from the 1990s
onwards, HRD as an academic discipline has been searching for its place in
academic discussion and researchers have debated the definition and
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boundaries of the whole discipline (Kuchinke 2000; Sambrook 2000; Garavan,
Gunningle and Morley 2000; Lee 2001; Swanson 2001; McGoldric, Stewart
and Watson 2001; Mankin 2001).

The theoretical debate in HRD flourished already in 1990s with Swanson’s
(1995) proposal for the theoretical foundation for HRD and McLean’s (1999)
response to that. This debate has been going on ever since (Swanson 2007;
McLean 2007). Quite recently Garavan and Morley (2006, 10) introduced a
new definition of human resource development in which HRD includes
aspects of the development of learning in organizations and the enhancement
of performance. This definition links the HRD discussion to the broader
discussion about the connection between investment in human resources and
organizational performance. Garavan and Morley (2006) also conclude that as
a discipline HRD relies on theories that describe the process of learning and
theories of organizational learning and change. This is significant because the
focus on organizational learning in the HRD discussion is said to have the
potential to be the hallmark of a strategically proactive HRD (Ruona and
Gibson 2004, 58).

Based on these descriptions of HRM and HRD, the main similarity between
the two perspectives is that they aim at improved performance in organizations
with the help of a competent workforce. HRM seeks to find the most
appropriate HR practices that lead to better performance, while HRD aims at
developing human resources through learning and training in order to reach
better organizational performance.

In addition to these two perspectives, organization development (OD) has
also had a role to play in the advancement of the whole HR field. Although the
OD perspective is not in the focus of this research, it has contributed to the
development of the HR discussion and is therefore mentioned here. It has
developed side by side with the two other disciplines (Ruona and Gibson
2004) but it somehow seems to be in their shadows (Sammut 2001). First of
all it has been debated in the literature as to whether or not OD is a distinctive
profession (Grieves and Redman 1999) or a derivative of the HRD profession
(Lynham, Chermack and Noggle 2004). OD practitioners seem to worry about
becoming subsumed by HRM or HRD (Ruona and Gibson 2004; Sammut
2001; Church, Waclawsky and Seigel 1999; McNamara 1998) and call for a
more comprehensive theoretical debate to clarify what exactly is included
within OD in order to keep the field alive. A call for a clear definition seems
to be a unifying aspect in all of the three perspectives.

Grieves and Redman (1999), on the other hand, argue quite extensively
about how HRD is in the shadows of OD. Their argument is that this is
because HRD has been slow in recognizing its roots and that it will not
develop its whole potential until it identifies its core knowledge and skills. The
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HRD academics have sought to tackle this challenge especially during the
current decade (Lynham 2000; Swanson 1995).

To clarify the theoretical debate in these three perspectives Ruona and
Gibson (2004) conducted a vast historical review over the three disciplines
from a competitive advantage perspective. They analyzed HRM, HRD and OD
along the dimensions of strategic/operational and reactive/proactive (their
analysis was based on Brockbank’s (1999) earlier work) from the beginning of
each discipline’s history up to 2004. The main conclusion from this extensive
study was that despite “growing up” as distinctive fields, the key current
trends in each of these fields include the centrality of people to organizational
success, a focus on whole systems and integrated solutions, strategic
alignment and impact, and the capacity for change. Therefore it would seem
logical for these fields to combine together to consider how they are able to
comprise the HR of the 21st century (ibid. 60). Ruona and Gibson (2004, 60)
even suggest that HR, despite the fact that it is normally associated with HRM,
could serve as a unifying concept for all three fields because of their possibili-
ties for advancing research on human resources together.

Out of these three perspectives HRM and HRD are the most intriguing ones
for this research and therefore the OD perspective plays only a background
role. This is partly because during the past decade, or so, it has become a
common habit to list, for example, globalization, changing workforce demo-
graphics, the pressure for innovation and the pressure for financial perfor-
mance as the challenges facing organizations (Ruona and Gibson 2004, 49).
The perspectives of HRM and HRD have sought to undertake this challenge
by seeking solutions from the human resource function in organizations. It has
been argued that the realization that people are the primary source of competi-
tive advantage is the change that has mostly affected organizations during this
time (Ruona and Gibson 2004). This comprehension has offered many inter-
esting research possibilities, but despite the vast research efforts made during
the history of these two perspectives there are no definitive answers on how to
manage strategically important human resources. The multidimensionality of
the research problem is a challenge that intrigues both scientists and practi-
tioners.

2.5 The small business perspective on human resources

2.5.1 Formal – informal – small business HR

Hornsby and Kuratko (1990, 2003) conducted a study about critical HRM
issues for small firms in the 1990s and replicated it this decade to see how
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human resource management had changed over the decade. The results of the
first study showed that small firms do apply quite sophisticated HR practices,
although previous literature had presumed otherwise. The surprise with the
follow-up study was that small firms’ HR practices had declined in the
subsequent ten years. This result can be explained by general trends in HRM
research as HRM was a fashionable subject to study back then and that was
also reflected in the small business context in the beginning of the 1990s.
Despite this explanatory factor the results gained from the replication of the
studies by Hornsby and Kuratko call for further clarification of the reasons
behind the findings (see also Heneman et al. 2000).

 One of the broadest and most significant discussions in human resource
research within SMEs is the degree of formality in the application of particular
human resource practices. This needs to be elucidated in more detail partly
because the degree of formality manifests itself differently in every
organization and because different practices are prioritized depending on an
organization’s intentions and resources. Small businesses are described as
informal and ad hoc for the most part (Cardon and Stevens 2006), but
researchers have pondered whether small firms should formalize their
practices or not. There are arguments both for and against formalization.

First, the researchers who see the positive effects of formalization argue
that formalization is necessary if an organization wishes to grow (Mazzarol
2003; Kotey and Sheridan 2004; Barrett, Neeson and Billington 2007).
Mazzarol (2003, 27) argues that when employee numbers increase the
complexity of HRM is bound to deepen. He argues that with less than 100
employees a firm is able to manage without a full time HR manager but as the
business grows it becomes necessary for the owner to learn to delegate. This is
not always easy because small firm owners may find it difficult to let someone
else decide strategically important issues for their firm.

More formal HR practices have also been linked to better performance. The
potential for performance improvement has even been used as a justification
for the formalization of HR practices (Nguen and Bryant 2004). Gray and
Mabey (2005) made a similar finding and identified that those firms
participating in their study who adopted structured management development
policies also reported higher growth. These structured practices are not the
same as the formal systems of the larger organizations but they are also far
removed from the informality associated with small firms. Gray and Mabey
especially discuss management development but the same finding could apply
to other HR practices as well. This finding suggests that there can be different
variations of informal and formal practices in small firms and therefore this
issue is not necessarily an easy one to explicate. Therefore Gray and Mabey
(2005) raise an interesting point and argue that firm growth should not only be
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measured in terms of sales but also in terms of the development of an internal
culture and structure which supports an organization’s development. This
again opens a new path for further research.

The opposing argument in the formalization debate is that in smaller sized
organizations formalization will become counterproductive and reduce
flexibility and creativity, and therefore make it difficult to respond to changes
quickly (Kotey and Slade 2005; Cardon and Stevens 2004; Kotey and
Sheridan 2004). Formalization often refers to the formal recruitment and
selection practices that are used in larger organizations. These formal practices
are sometimes mistakenly seen as ideal for small firms as well (Behrends
2007), although their suitability for the context in question is not considered in
enough detail. Informality then is associated with practices, such as
recruitment, selection, and appraisal, which are not written down, regularly
applied or guaranteed to take place (Barrett, Neeson and Billington 2007).
This means that the small firm may apply these above mentioned practices but
there are no written rules about how to do it, they are not practices that would
appear in certain intervals, and there are no guarantees that these practices
would take place for example after a one time trial. But it does not mean that
the practices would be nonexistent.

This debate seems to lack a clear right or wrong answer. Gilman and
Edwards (2008) see that a balance between informality and formality could be
positive for organizational efficiency. This view suggests that informality is
not entirely negative and some formal practices could aid effective human
resource management in small firms. The appropriate balance between formal
and informal practices is dependent on the size of a firm (Kotey and Sheridan
2004). As a result SMEs cannot be treated as a single type that would allow
similar practices to apply in different contexts. This debate also indicates that
more empirical examples are needed of successful informal and formal HR
practices in small firms. Many of the studies have investigated this issue
without considering industry effects and therefore suggestions have been made
that this could also be a challenge for future research (Kotey and Slade 2005).

The recruitment and selection practices in small firms have received
considerable research interest because they are the most crucial HR practice
for the survival of a small business. These are also the ones that are at the
center of the formality debate. Barrett, Neeson and Billington (2007) and
Taylor (2006) addressed these issues in their recent articles. Barrett and others
(2007) investigated the level of formalization in the recruitment practices in
the organizations they studied. They argued that the sustainability of informal
practices during growth periods could be problematic. Their conclusion was
that poor employment decisions through informal channels can be costly and
therefore formal practices should be recommended because of the links to
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better performance. Their study therefore confirmed the findings by Nguen
and Bryant (2004, 611), who suggested that formal HR practices are linked to
higher organizational performance. Barrett and others (2007) studied very
small organizations employing from one to ten employees. This finding makes
their results significant also in the light of this research. It is surprising that
even in organizations this small it was evident that formalization produced
better results since it is often seen as being more relevant for medium sized
organizations.

The central question in the recruitment and selection decisions in small
firms is how well a new employee fits socially into a current team of
employees. This also affects an organization’s ability to retain a new employee
and therefore it is one of the reasons small firm owners tend to recruit
informally (Nadin and Cassell 2007). While informality is regarded as an
advantage in small firms, it can also become a burden if an organization
wishes to grow. This refers to the issue that informal recruitment channels can
run out of potential recruits (Barrett, Neeson and Billington 2007), which then
also complicates the search for employees who can fit into a team.

Besides recruitment and selection, training and learning are also
controversial issues for small firms. Kelliher and Henderson (2006) have
constructed a model that describes the context of learning in small firms and it
will be introduced in more detail in section 2.3.3. Kelliher and Henderson
conclude that learning in small firms is a combination of effects from external
and internal environments, which both need to be considered in the small
context. From the internal point of view Birdthistle (2006) examined the
training and learning strategies adopted by small family firms. She identified a
number of issues that constrain the training efforts of small firms, such as
difficulties in accessing training, difficulties in finding time for training, and
the cost of training, especially for off-site training sessions. All of these factors
point to the fact that in small firms there is potential for taking advantage of
the internal possibilities to learn in work.

The importance of the meaning of the internal learning process is made
evident in the dissertation research by Tuomi (2005) who sought to find out
how key employees in a small firm are identified and what the role of strategic
HRD is in the SME context. Employees in managerial positions were
considered the key employees in this study. Tuomi found that the key
employees have a significant role in constructing a fit between the actual and
the interpreted realities of HRD in SMEs. The actual reality refers to the
strategy process in a firm and its connection to the individual and firm level
learning processes. The interpreted reality then refers to the key employees
interpretations of that actual reality. The fit between these two was found to be
essential for a small firm due to the dynamic nature of the SME environment.
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Tuomi argues that the role of all key employees is crucial with regard to the
survival of a firm. The study concluded that it would be essential to widen the
scope of the group of key employees to cover other positions than leaders
because in SMEs the number of leaders is quite small. This supports the idea
that every employee in a small firm contributes to the performance of an
organization and the creation of a positive and productive environment, thus,
everyone can be regarded as a key employee. The challenge for further
research is therefore to widen the scope from leaders to employees and from
strategic HRD to both the HRM and HRD perspectives.

The studies on HRM in SMEs tend to be divided into two. On one side
researchers are attempting to figure out what is the ‘science’ and ‘practice’ of
HRM (Mayson and Barrett 2006; Marlow 2006) and on the other side there
are studies that look into individual HR practices in small firms (Taylor 2006;
Cardon and Stevens 2006; Barrett, Neeson and Billington 2007). On the
‘science’ side Mayson and Barrett (2006) link the theoretical discussion on
HRM in SMEs to the strategic HRM (SHRM) discussion and especially to the
resource based view of the firm (Wright et al. 1994; Barney 1991). Their
argument is that because SHRM is concerned with how HRM contributes to
firm performance it is a more enveloping viewpoint to adopt than looking at
individual HR practices. With the SHRM perspective, they argue that
employees are seen as a source of strategic value and their development and
deployment contributes to firm performance and sustainability (p. 448). They
end with the conclusion that although the strategic approach to managing
human resources has been widely acknowledged as vital for the success of
firms, it is still unclear how the strategic approaches of HRM contribute to
small business survival (p. 452). From the small business perspective the
resource based view could be significant because all of the difficulties in them
originate from the available amount of resources, especially human resources,
which are strategically significant and were discussed above.

This theoretical discussion shows that a research contribution could be
found by forming a holistic view of small business HR. This means that
employee well-being needs to be addressed (Gilbreath and Montesino 2006).
That discussion has been overlooked in the performance literature (Babtiste
2007) but it is especially essential for small firms where a small number of
people need to be able to work together. Well-being refers to job related well-
being i.e. employees satisfaction with their jobs.

Because of the fragmentation of the studies in human resource theory and
research in small firms some authors have made an effort to model the small
context. The next sections will present three of these models. Section 2.4.2
will discuss them from the HRM perspective and section 2.4.3 from the HRD
perspective and more specifically address the small business learning context.
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The intention with presenting these models is to provide foundations for and
clarify the discussion that is taking place in the different small business human
resource studies. The models guide the discussion towards a synthesis of the
theoretical debate and bring the challenges for further research to the surface.

2.5.2 The models for HRM in SMEs

The need for an explanatory model of small business HR is evident. Harney
and Dundon (2006) present an open systems model (figure 2), which takes
into account that small firms are embedded in the social environment they
operate in (see also Cassell et al. 2002; Taylor 2006). This means that internal
HR decisions cannot be studied without relating those to the demands of the
external environment. With this model they aim at understanding the
situational factors in SMEs and aim to move away from the stereotypes of
‘small is beautiful’ and ‘bleak house’. The underlying conclusion in their
study is the necessity to understand that SMEs operate in a very plural and
complex world and therefore realize that HRM is a distinct mix of policies and
practices. While homogeneity is sometimes desperately sought it would be
wise to acknowledge that it does not exist and try to figure out why that is so
(p. 69). Harney and Dundon used a sample of six case studies and interviewed
19 people and spent time in the target organizations. Their intention was to
gather a representative sample of companies from different sectors, with
varying sizes and occupational classifications. The number of employees
varied in these organizations from 27 to 185. Although the majority of the
cases are medium sized in this study, it is applicable to the smallest
organizations as well. For the study, managers and some employees were
interviewed.
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Figure 2 The open systems model (Harney and Dundon 2006, 54)

The basic idea behind this model is to take into account every aspect that
could affect the HR decisions in small firms. The use of an external
environment takes into account operational environment issues and the
internal dynamics refer to the ownership questions, company size and
management style questions. The HRM suitable for the particular organization
then emerges based on these background factors (emergent HRM). This then
affects outcomes such as flexibility, productivity and the formality of
relations. The feedback loop represents the idea that based on the outcomes of
the HRM a small firm will then be able to develop its practices further.

One of the models Harney and Dundon consulted while conducting their
research is the model by Cassell, Nadin, Gray and Clegg (2002) whose
intention was to explore HR practices in small firms. They also applied a
multi-method approach to generating in depth data. During the first stage of
the research they conducted a telephone survey of 100 companies and
secondly undertook face-to-face interviews with senior managers in 22
companies. Their criterion for an SME was less than 250 employees which
falls very strongly into the medium size category. The aim with this study was
to examine ways in which SMEs use HR practices. They defined HR practices
as functional practices, such as selection, appraisal, reward and development,
as well as the strategic dimension of formal HR strategy. They justified this
definition as being ‘SME friendly’ (p. 676) which means that these practices
are easy to understand and are also in use in SMEs either explicitly or
implicitly. These practices are also among the most popular practices in larger
firms (see Paauwe 2009).
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The significant findings from this study fall into the same categories as
numerous previous studies. These include for example a wide range of
different training possibilities, fairly ad hoc appraisals, informal recruitment,
problems with committed staff and considerable diversity in how HR practices
were implemented. One of their findings sounds especially interesting; they
found that one third of the interviewed companies claimed to have a formal
HR strategy and half of the companies suggested that they had a designated
person to deal with HR issues. These numbers seem relatively high when one
considers how SMEs are regarded as not being overly strategic or as having
designated HR people. One explanation for these figures undoubtedly results
from the size of the organizations researched. The result would presumably be
different with a sample of smaller firms as was the case in Harney and
Dundon’s (2006) study where the organizations were smaller and none of
them had an explicit HR strategy.

Based on their findings Cassell et al. presented a model that describes the
application of an HR practice in SMEs (figure 3).

Diagnosis is an
HR issue worthy
of intervention

Existence of an HR
champion

Resource
richness/Resource
poverty

Assessment of
resource needs

Application of
HR practice

Review of
evaluation

Previous
experience of
effectiveness of
HR practices

Awareness of
current HR trends Norms

surrounding
HR issues

Presenting
Issue

Figure 3 Current business priorities (Cassell et al. 2002, 687)

The basic idea behind the model is that the organization applies a certain
HR practice based on a specific need. According to this model an organization
goes through four stages in its decision making chain. The outcome of a
decision is affected by an organization’s awareness of HR practices, its
resources and previous experiences in applying different practices. It is not a
strategic decision and it is an internal decision.

The decision does not seem to take into account the external factors that
Harney and Dundon (2006) raised as an important factor in the decisions
concerning HR in small firms. A link to the external world could be found
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from the box indicating that an organization’s awareness of current HR trends
affects the decision to apply an HR practice. Still the more recent model by
Harney and Dundon includes a more comprehensive effect of the environment
in the model. This model by Cassell and others describes the internal process
in more detail and therefore the combination of these two models gives a
comprehensive picture of HRM in SMEs.

One could also argue that the decision chain that Cassell and others present
is actually present in every small firm. For most it is a very informal and
probably even intangible process but it still exists. So the question remains, do
we need a model for this type of decision making? If this model was shown to
an entrepreneur he would probably identify the decision making chain but this
most likely happens without specific modeling or planning in real life. The
same may not be true for researchers and therefore it could be argued that this
type of modeling is essential for advancing theory development in the field of
SME studies. This is the foundation stone which other models can be built
upon. With this model Cassell and others sought, as they themselves point out,
to rise to the challenge presented by Heneman et al. (2000) regarding theory
development in HRM by taking into account SMEs.

These two models point out the context of human resource management in
SMEs. The context is different for all firms and therefore these models need to
be adjusted to the purposes of each individual firm. In fact, the model by
Harney and Dundon does not portray very deeply the actual HR work inside a
small firm besides the context that it takes place in. The model by Cassell and
others begins to explain the issues that need to be considered in more detail
and on a more practical level. Their model was built based on the interview
data which described more or less whether the interviewed companies had
certain practices in use and what were their experiences of those. The model is
a characterization of the use of HR practices as Cassell and others point out.

A general HRM model that draws these two ideas together has been
presented in Lähteenmäki (2000). The model combines external factors, such
as economic and market situations, with internal HR strategy issues which
form the basis of building a unique bundle of HR practices for an organization,
which then affects the output of the organization in question. It appears that
the discussion about learning in work in small firms could represent the
internal context. It therefore complements these HRM models and emphasizes
the importance of employee development within an organization. The next
section will present a depiction of a learning environment in the small context.



36

2.5.3 The learning environment in small firms

2.5.3.1 The small business learning framework

From the HRD point of view the training and development of a workforce are
an organization’s central concerns. Cassell and others (2002) found in their
study that recruitment and selection were the most often used HR practices in
the studied firms. Most of the firms also had some level of training for
employees but that function also appeared relatively informal rather than
systematic. All of the organizations interviewed by Harney and Dundon
(2006) also claimed to have training schemes for employees. Therefore,
training and development most likely means that employees are also learning
new things or updating their professional knowledge. Consequently, it is also
important to consider the context of learning in small firms, and the effects a
learning environment has on learning and performance.

Recently Kelliher and Henderson (2006) put forward a small business
learning framework. They sought to model the learning context of a small firm
and brought up issues that are essential to take into account when learning
(including training) in the small context is discussed. This model could be
regarded as an answer to Chaston, Badger and Sadler-Smith’s (2001) call for
further research on actual mechanisms for utilizing higher order levels of
learning and for giving guidance to owner-managers wishing to acquire an
understanding of the actual learning process.

This model was based on a single in-depth interpretive case study with an
observation period. They had selected an IS implementation as a learning
catalyst to observe. It was termed a change process that required learning and
change in employees’ behavior and therefore it was appropriate for the study.
Kelliher and Henderson applied the learning framework from the large
organizations’ context developed by Crossan, Lane and White (1999) as a
foundation for their model development. They eventually came up with the
following model (Figure 4).
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Environmental influences

Constrained time/
resources

Organization

Owner

Individual

Cycle of
learning

Figure 4 The small business learning framework (Kelliher and Henderson
2006, 520)

The model also seeks to illustrate the micro level issues in the small
business learning environment. Environmental factors as well as constrained
time and resources form the external environment affecting learning. These
are the issues that have been identified in many other previous studies as the
main constraints or enablers for learning in small firms (e.g. Sadler-Smith,
Gardiner, Bagder, Chaston and Stuberfield 2000). The more intriguing issues
and findings concern the internal processes in the small firm. Kelliher and
Henderson (2006, 521) bring up three issues that shape interaction: the
dynamic role played by the owner, the need for an adequate communication
infrastructure to be in place to support learning, and recognition that learning
takes place at the owner and individual level in a more integrated manner than
in the large organization setting. All three of these together shape the learning
environment in small firms. More evidence is needed to bring forth their role
as elements in the HR performance equation. Moreover there is not enough
evidence about how these are manifested in practice.

2.5.3.2  The manager’s role as a catalyst for learning

The role of an owner is pivotal in shaping the general atmosphere and attitudes
towards learning. He or she must be able to motivate employees to learn. An
adequate communication infrastructure refers to open internal communication
(the bi-directional arrow in the model in figure 4) that flows both ways. In the
model learning is depicted as a collective process involving the organization,
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the owner and the individuals. It reveals that individual level learning needs to
be fed forward from an individual to their organization so that it does not stay
solely on the individual level. The learning cycle in the model represents the
need for continuous learning to produce long term value for the firm. Time
and resource constraints are significant in the learning process because they
can result in individual learning remaining on the individual level rather than
becoming embedded in the organizational level, if they are not managed
correctly. (Kelliher and Henderson 2006, 523).

Small firms can have too narrow a conception of HRD and training since
small business managers may not regard on-the-job training and learning as
means or form of HRD (Coetzer 2006). Birdthistle (2006) claimed a reason for
this is that informal learning occurs so naturally that employees are not aware
that they are in a training experience. This forms a difficulty in researching
learning in work since knowledge and skills build up gradually, which leads to
difficulties in explicating the learning process. Fortunately, this traditional
view that only formal training is real training is increasingly being questioned
(Coetzer 2006). Coetzer (2006) points out that the role of the manager as a
facilitator of informal learning is quite central. The model developed by
Kelliher and Henderson also points in this direction and emphasizes the
central role of the owner in the small business learning framework. The
manager is able to provide learning opportunities and support for learning and
in providing incentives for people to learn (Coetzer 2006; see also Billett
2004). These portrayals indicate that this is a significant issue but more
empirical evidence would convey this finding more saliently.

The notion of informal on-the-job learning is an issue that can be raised as
the pivotal concern in small business learning and development affecting
performance. At least it is expected to have as positive an effect on
performance as formal training (cf. Bryan 2006). This aspect is still missing
from the model developed by Kelliher and Henderson. The interaction they
depicted between the manager and employees could be interpreted as referring
to the social network inside an organization. This type of network has an
extensive effect on the formation of the learning environment which Billet
(2004) asserted as being of central importance in workplaces that strive to
create a learning environment. In essence, social networks inside a firm may
enhance the networks’ members’ performance.

The notion of network embeddedness has been used to describe these social
relationships in organizations (van Emmerik and Sanders 2004). The
discussion of embeddedness is of more importance in sociological literature
(Granovetter 1985; Uzzi 1996; Sparrowe, Liden, Wayne and Kraimer 2001).
There it has been discussed with regard to how embeddedness affects the
economic performance of an organization and its individuals. But there the
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concept is broader than in the management literature where Mitchell, Holtom,
Lee, Sablynsky and Erez (2001) introduced a specific form of embeddedness –
namely job embeddedness. This refers to a broad constellation of issues that
influence an employee’s decision to stay in an organization or leave it. This
concept becomes especially significant when the organization wishes to grow
and seeks new employees through formal recruitment channels. Then it is not
easy to determine the ‘fit’ of the person beforehand and the organization needs
to seek ways to retain the employee through other elements than personal
informal relations.

This concept of job embeddedness is closely related to other more
commonly referred to concepts of job satisfaction and organizational
commitment. The discussion about commitment is based on the well known
three component model of commitment developed by Allen and Meyer (1990)
that presents the modes of affective, continuance and normative commitment.
They argue that strongly committed employees are less likely to leave an
organization. Similarly Mitchell et al. (2001) argue that the more embedded a
person is in their job the less likely they are to leave. The problem with
making comparisons between these two concepts is that there are so many
definitions available. However, Mitchell and others point out that
organizational commitment is concerned with organizational issues and
therefore half of the job embeddedness construct is not covered by it. The
same goes for the construct of job satisfaction, which has similarities but also
differences with the construct of embeddeness.

Mitchell and others (2001, 1104–1105) present three critical aspects of job
embeddedness that differentiate it from the previous constructs of job
satisfaction and the different modes of commitment. They label these aspects
as ‘links’, ‘fit’ and ‘sacrifice’. Links refer to formal and informal connections
between a person and institutions or other people. These include both family
and friends as well as work relations. Fit then refers to an employee’s
perceived compatibility or comfort with an organization and with his or her
environment. This means that an employee’s personal values, goals and future
plans need to fit with the corporate culture and the demands of his immediate
job. Mitchell et al. also argue that a person’s fit with the job and organization
relates to attachments to the organization they work for. The third aspect,
sacrifice, refers to the cost of material or psychological benefits that may be
forfeited by leaving a job.

The concept of embeddedness was raised in this research because it
describes the small business context in accordance with the commitment
discussion. In small firms the employee’s non-work life and connections seem
to affect their work significantly and therefore it seems essential to at least
mention the issues that also, among many other issues, affect small business
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human resource management and development. It is therefore suggested that
this conception is missing from previous models of HR in small businesses
and could be an explanatory factor in the retention of employees for small
firms.

2.6 The empirical research questions and the outline of the study

The purpose of this dissertation is to contribute to the research on human
resources in small firms. The theoretical discussion argued that the human
resource function in small firms is seen as informal but that some degree of
formality would bring better results. It also argued that recruitment and
selection practices as well as the training function are important basic HR
practices that are in use in small firms. These issues are central to the HRM
discussion. Still the discussion often does not take into account the effects a
changing environment has on the choices a small firm has over human
resource practices. This has been considered in the SME models presented in
the previous sections. The combination of internal and external issues affects
organizational performance, which is at the center of the academic HR
discussion at the moment.

Based on the above arguments and theoretical underpinnings, the main
research question asks whether one single perspective of HRM, HRD or OL is
adequate for improving HR performance in SMEs. The question will be
discussed through these following three sub questions.

1. What is the role of the HRM, HRD and OL perspectives in the HR
development of small firms?

2. In which areas of the HR function do the HRM, HRD and OL
perspectives contribute the most?

3. In which ways do the HRM, HRD and OL perspectives relate to
improved performance?

The research strategy involves applying one, two or three of these
perspectives within the small context and finding out which of these
combinations actually forms the HR of a small organization. One single
perspective seems too narrow to explain the whole field of HR in the small
context and it seems that to a certain extent all three of them are needed to
form a more complete understanding of small business HR. The three articles
represent these individual experiments. Article one deals with HRM literature,
article two with HRD and OL literature, and article three combines all three of
these perspectives.
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The overall outline of the study is presented in figure 5. The figure
illustrates how the three perspectives were added to the different articles one
by one.

Figure 5 The outline of the study

The HRM perspective demonstrates how the functional HR practices are
relevant for small firms and how these are also applied. The HRD and OL
perspectives on the other hand bring out the meaning and importance of
competence development for small firms. The combination of these three then
illustrates that HR in the small context is more complicated than the
application of a single HR practice. It shows that a combination of these three
is essential and feasible for a small firm’s performance.

The literature review partly preceded the empirical work in order to
function as an aid in data collection. But as in any qualitative research the
process is not as straightforward as the figure leads one to believe. The
theoretical framework was developed throughout the research process as
significant explanatory issues were constantly being discovered from the
empirical cases. In the small context the management activities are connected
to others and therefore a combination of HRM, HRD and OL theories were
able explain the small businesses’ HR more completely. HRD and OL bring to
the fore the element of individual performance improvement while HRM
presents a broader picture of HR practices.

HRM in small firms

HRD in small firms

OL in small firms

SME  HR
performance

Theoretical framework Empirical cases Results

Article 1

Article 2

Article 3
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3 RESEARCH DESIGN

3.1 The methodological underpinnings

The study was conducted as a qualitative study. In the previous literature the
multiple different perspectives on small business human resources and
learning have been studied from both the qualitative and quantitative
approaches. The studies have yielded results that vary from portrayals of how
well the human resource function is organized in small firms (Sels et al. 2006a
and b; Hornsby and Kuratko 1990 and 2003) to specific models or descriptions
of the actual HR practices in use in small firms (Cassell et al. 2002; Harney
and Dundon 2006; Kelliher and Henderson 2006). The qualitative studies tend
to strive for a more complete understanding of the contextual factors at play in
a small number of SMEs and allow for a holistic approach to be applied
(Creswell 200; Zalan and Lewis 2004), while the quantitative approach aims at
providing a wider perspective on the actual state of the whole SME field in the
particular research areas.

The contribution of a quantitative study on the theoretical development of
HRM and HRD is more transparent because of the broader data base that
allows for generalizations to be made. However, these types of studies reveal
little about how an HR system is constructed within a company (Monks and
McMackin 2001). An example is the study by Cassell and others (2002) in
which they applied a combination of qualitative and quantitative approaches
which allowed them to present results in the form of ‘a majority of…’ or ‘most
of…’ or ‘none of the…’. This permitted them to characterize the use of HR
practices in SMEs on a more general level that comprises a model for SMEs.

Qualitative research topics often stem from these quantitative studies and,
in that way, advance the theoretical development of the disciplines. An
example of this is the study by Harney and Dundon (2006) that went a step
further than the model developed by Cassell and others (2002) when they
applied a qualitative approach with only six case examples. This allowed them
to test the open systems model of HRM in SMEs and move towards
understanding and explaining the situational factors in play in small firms.

Because the target organizations in this particular study were relatively
small and employ less than 30 employees, the qualitative approach seemed to
be a relevant approach for this study. It also allowed the explaining and
describing of the formation of a positive learning environment in detail,
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because that particular aspect in small businesses had not been
comprehensively addressed in previous studies (Miles and Huberman 1994).
The extreme form of qualitative approaches is to analyze a single case in-
depth. This allows, for example, the establishment of the existence of a
phenomenon in a small firm. This is how Kelliher and Henderson (2006)
sought to contribute to the knowledge of organizational learning in small
businesses and to build a model which depicts the learning context in small
firms. In depth qualitative data allows for a researcher to understand different
phenomena in small firms from both the employee and the manager
perspectives. The challenge lies in succeeding in presenting results that are
convincing even with a small number of cases.

Creswell (2003) claims, that qualitative research is interpretive by nature,
because in qualitative research the researcher needs to make interpretations
based on collected data. Interpretation also means that a phenomenon needs to
be looked at holistically and that several issues that affect the interpretation
need to be to taken into account. This is especially the case in small business
research. In that context the researcher needs to take into account external
demands as well as the internal relations to be able to draw conclusions.

One way to look at the premises of interpretive research is through the
matrix developed by Burrell and Morgan (1979). They divided the research
paradigms into four quadrants according to the subjective-objective continuum
and regulation-radical change continuum. The four quadrants in the matrix are
labeled as functionalist (objective, regulation), interpretivist (subjective,
regulation), radical humanist (subjective, radical change) and radical
structuralist (objective, radical change). The nature of knowledge and the
nature of reality in a research process can be clarified through these four
paradigms.

Lynham (2000) has looked at theory building in HRD through this matrix.
According to Lynham the functionalist paradigm intends to find relationships,
causation and generalization. The interpretivist paradigm, on the other hand, is
characterized by a subjective view of organizations. It sees reality as socially
constructed and it seeks interpretations (ibid. 172–174). Of these two, this
research falls into the interpretivist paradigm because it is subjective in nature
and aims at interpreting the situations in the case study organizations. Reality
is seen to be socially constructed and data is seen as a description of reality as
it is. Subjectivity derives from the fact that the subjective comprehensions of
the employees and managers form the basis of the data. The interpretations are
also the subjective interpretations of the researcher about the organizations and
the issues discussed.

Grant and Perren (2002) have also applied the same matrix to the small
business and entrepreneurship research. They present an overview (based on
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Burrell and Morgan 1979) of the philosophical assumptions underlying the
subjective and objective dimensions. Grant and Perren (2002) used this
framework to classify journal articles in small business research. The articles
were collected from recent peer reviewed journals from the year 2000 and in
total 36 articles were included in the sample. According to their criteria, most
of the research in that area falls into the functionalist paradigm, which means
that positivistic epistemology was applied. Out of the 36 articles only four
were classified as interpretivist. One explanation for this is that the articles
were sought from high status entrepreneurship or small business journals.
These types of journals may publish more studies that have larger samples and
generalizable results rather than research which is more interpretive. This also
reveals that a more interpretive research is called for in small business
research (cf. Grant and Perren 2002).

Based on the study’s aim of constructing a deeper understanding of the
small business human resource management and the learning environment the
case study approach was chosen as the research strategy. That strategy is
presented in the following section.

3.2 The case study approach as a research strategy

Qualitative research methods have gained acceptance in the small business
research (Perren and Ram 2004). Of the available methods case studies are
quite popular because they are relatively easy to conduct and they involve
small samples (Curran and Blackburn 2001). This is also the reason that case
studies have confronted criticism and there has been a vigorous debate over
the appropriate number of cases in one research project (Eriksson and
Kovalainen 2008). Both single and multiple case studies have their own
advantages and disadvantages.

A case study can be seen as a research strategy or a choice of object to be
studied and it is most suitable in situations where the aim is to optimize
understanding rather than provide generalization (Eriksoon and Kovalainen
2008; Ghauri 2004; Scapens 2004; Hartley 1994; Yin 1994). This view is also
supported by Piekkari, Welch and Paavilainen (2009) who conceive case study
to be a research strategy that “…examines, through the use of a variety of data
sources, a phenomenon in its naturalistic context, with the purpose of
‘confronting’ theory with the empirical world”. In the classical or intensive
case study (as an opposite of the extensive multiple case studies) the nature of
the case is the research interest which means that the case can be either a
unique or critical example of a phenomenon (Eriksson and Kovalainen 2008).
In this research the case organizations are two different but unique examples
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of the management of human resources in these firms. Therefore this study
can be labeled as a classical case study based on the number of cases as well
as the aim to gain deeper understanding of this phenomenon.

A case study can, therefore, be almost anything and everything, but
normally, in Hartley’s (1994, 209) words, it “consists of a detailed
investigation, often with data collected over a period of time, of one or more
organizations, or groups within organizations, with a view to providing an
analysis of the context and process involved in the phenomenon under study”.
She then points out the central element of case research, namely its connection
to the context. Phenomena in case research are not isolated from the context
but are of interest because of their relation to their context. This is one of the
central elements in this study as well. The context where the two organizations
operate in is the key to understanding their choices in the human resource
management as well. The small enterprises cannot be studied independent of
their surrounding environment.

Eisenhardt and Graebner (2007) see the popularity of case study in theory
building to be the direct consequence of its role in between inductive case
research and more deductive mainstream research. They explain this by stating
that a case study that produces rich empirical data is likely to produce accurate
and testable theory which makes it a natural complement for deductive
research. Marlow (2006, 475) brings up that the previously expressed
argument that human resource management is not found in small enterprises
has gradually been replaced by a tendency to finding out how the concept is
operationalized in them. This opens up possibilities to the theory development.
Although the phenomena in case studies are studied from the inside it does not
remove the possibility to generate theory as well (Eriksson and Kovalainen
2008).

The case study approach is an appropriate way of studying organizational
behavior that is quite informal (Hartley 1994). The small firms’ HR practices
are inherently informal. This also means that this strategy can be used if the
intention is to explore unusual features and less typical phenomena. In the
small business context the cases are more likely to be unusual than typical
because of the heterogeneity of the context and because small businesses tend
to find their own ways of surviving competition rather than applying a general
management model. Informality is another central element in this research.
The human resource function in the small case organizations is very informal
but still it includes elements of the HRM and HRD perspectives. These
informal elements were found through an in-depth study which the case study
made possible.

The case study approach is also suitable for longitudinal approach (Ghauri
2004; Jensen and Rodgers 2001). The type of case study may vary from a
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single case snapshot study to a patchwork of studies or comparative studies
that integrate or compare several cases (Jensen and Rodgers 2001). This
research process began as a snapshot study of a single organization at a single
point in time but, it gained credibility and external validity from the second
case organization which was acquired during the research process (cf.
Leonard-Barton (1990). Most significantly it was possible to collect
longitudinal data from one of the organizations which allowed for a deeper
understanding to develop along the way. This allowed the overcoming of the
common problems associated with a single case study and prevented it from
being purely descriptive (Siggelkow 2007).

In many research processes the choice of the target organizations may not
be an easy task. Access can be difficult to gain (Curran and Blackburn 2001)
and maintain (Hartley 1994). This is especially the case in the small business
context as managers may not see how they would benefit from the research
and are therefore reluctant to invest time for interviews or other means of data
collection. Also, since research processes are normally relatively long the
situation in a small firm may change dramatically during the process and cause
disruptions to the process. The heterogeneity of the small business context
complicates choices as well (Curran and Blackburn 2001).

The case organizations of this study are introduced in the following section.
There are two organizations, one of which is a sales organization in the IT
field and the other is a design agency in the heating and plumbing systems
(HPAC) field. Both of them struggle with challenges caused by ensuring the
commitment, training and motivation of their employees. In the HPAC
business problems with the general appeal of the business itself form the
greatest challenge. In contrast, in the IT field fast changes in the environment
are the most challenging factors. The two organizations serve as examples of
different types of a firm, one is a firm with a less formalized HR and the other
has a more sophisticated HR policy. These organizations were chosen based
on the access they allowed to their organizations and because human resource
issues were problematic or relevant for them at that time. In particular, the
manager in the IT organization has an ongoing personal interest in developing
his employees and the organization. It was therefore a theoretically interesting
organization to study.
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3.3 The case study organizations

3.3.1 The IT organization

The first case organization is a small information technology (IT)
organization. It operates in the business of selling and marketing IT equipment
and software to private and public sector organizations. The organization is
structured as a concern: it includes a sales unit, two small affiliations and an
independent technical service unit which offers technical services on all IT
matters. This service organization was founded just before this research
process commenced and the affiliations were acquired during the research
process. These newly acquired affiliations were not included in the data
collection because their role in the whole concern was not very established at
the time. The data was gathered from the sales unit and the technical service
unit.

The whole organization has been under the same current ownership for five
years but it has a history of over 20 years in the IT business. During that five
years time the organization has grown significantly because it has acquired the
affiliations, but also because it has recruited several new employees. In
particular, the technical service side of the business is gradually growing
because their client organizations require more and more technical assistance
and service for their information technology systems. This organization
employs just fewer than 30 employees. The employees are mostly young
people in their thirties and the majority of them are male.

In the beginning of the research process the company structure was quite
straightforward. The owner-manager was in charge of the leadership of the
whole organization, although much of the responsibility for the work had been
shifted to individual employees to keep the organization flat and flexible. At
this time there were 8 sellers and 6 service workers. The manager had brought
in new work values such as respect for others, togetherness and the joy of
working. This had already resulted in improved performance. The manager’s
principle for the whole business in his words is: “We are a local company with
long traditions – an old time store. The customer is important which means
that we keep in close contact with the customer and are not faceless suppliers
on the internet.” The first part of the data collection took place when the
organization was at this stage.

Due to the growth intentions of the organization the structure of the
company was reformulated during this research process. The reformulation
refers to the formalization of certain activities and to the construction of a new
middle management level. The new management level includes a sales
manager responsible for the sales unit, a service manager responsible for the
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technical service unit, and a new financial manager. These three managers are
part of the newly appointed board of directors together with the owner-
manager and the managers of the affiliate companies. This management
grouping is now learning how to lead the company. The second part of the
data collection took place at this transition stage about a year after the first
round.

The relatively recent change in management and the structural change have
affected the human resource management in this organization. The change in
management, and therefore also the change in the management style, took
place recently enough for the employees to be able to remember the changes
and compare the before and after situations. On the other hand, enough time
had passed so that the changes had already begun to show. There were also
new workers there that have only seen the ‘after’ situation but they serve as
good examples of learning in work and its effects on performance.

The purpose with this new structure was to create a clear and visible
structure for the organization in order for it to be able to grow even more. This
structural change reflects the classical growth phases presented by Greiner
(1998, original work from 1972). The organization has plans to expand the
business even further in the future. The prerequisite for growth is that the
organizational structure is clear and that the responsibilities are clear for
everyone. This is what they were looking for with this construct.

The fact that the second round of data gathering took place in the middle of
this structural change was both challenging and interesting. Changes had
happened during the year and it was interesting to be able to observe the
changes and see how they became manifest in the daily routines of the
employees.

3.3.2 The expert organization

The second case organization operates in the field of heating and plumbing
systems (HPAC). It is a design agency and can therefore be classified as an
expert organization. It is also referred to as an expert organization in the
following. This case organization has long traditions and it is locally well
established. The company employs about 10 experts and falls therefore into
the micro-organization category. This also affects the human resource
management demands and possibilities in the organization. The group of
employees is so small that the daily management of the organization is also
expected to cover the human resource issues.

The work in the organization includes mainly HPAC design tasks. The
work requires a high basic training and some learning in work to internalize



50

the design work. The more experienced designers pass on their tacit
knowledge to the younger designers and they also consult each other on
projects that are someone’s specialty. In a small organization they need to be
able to master several different design tasks but some specialization still
occurs depending on the projects the experts are involved in. The workers are
also able to learn from each other. Formal training sessions often involve new
regulations that have been passed with regard to HPAC systems. These
regulations need to be followed and therefore they need to be aware of them at
all times.

The problem of finding young talented workers is the main challenge in this
organization. The same situation applies to the whole field. An extra challenge
derives from competitive bidding for work in the industry, which forces small
firms to compete against each other with as low a bid as possible. That makes
it complicated to maintain continuity in the organization.

This organization operates in a field which has suffered from a lack of
interest among students and employees for some time now. This has had an
effect on the number of students interested in education in the field. The
reduced number of students had directly affected the amount of workers
available in the employment market and also the quality of potential
employees. The lack of interest in this field has lead to a situation where
current employees in many organizations are close to retirement age and it is
crucial for the survival of these organizations to be able to transfer their tacit
knowledge to younger workers before the older workers retire. The
organizations in this field specialize in very narrow market niches. Due to this
specialization they are able to gain competitive advantage over other small
firms and in that way attract new employees interested in that particular
specialization niche. Most of the small organizations suffer from a lack of
resources to train their employees which leads to problems in the employees’
commitment to the organization.

The manager in this firm wanted to find a solution to the recruitment and
commitment problem that has troubled this organization for a while. The
organization clearly struggles with issues that are different to those of the IT
organization. The pressure for keeping the organization alive and in business
is enormous compared to the IT organization. Therefore it was harder for it to
find time for the interviews and the amount of data collected from this
organization was smaller than that from the IT organization.
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3.4 The data collection

3.4.1 Interviewing as a research method

Interviews are the most common means to gather data in small business
research (Curran and Blackburn 2001). This is probably because it is an
efficient way to gather rich data (Eisenhardt and Graebner 2007, 28) although
not an easy one by any means. Kvale (1996) calls conversations the basic
mode of human interaction. An interview can be regarded as a one type of
conversation but a rather odd kind, as Curran and Blackburn (2001) have
pointed out. This is because in a research interview there are people unknown
to each other who need to engage in a complex social encounter. In these
situations information usually flows only one way.

The data collection began with the interviewing of the case organizations’
owner-managers. The interviews with the owner-managers are important
(Ekamen 2007) because they are able to elaborate on the choices that have
been made in the organization about HRM and also describe how HR practices
are constructed. The intention with this first interview was to familiarize the
researcher with the organizations’ operations, their history, the nature and
structure of the work conducted there, future plans as well as the problems
they face. These interviews helped in the ‘story telling’ part of the data
analysis (Ghauri 2004). This refers to the first stage of data analysis where an
understanding of the phenomenon is sought. In this case it meant familiarizing
oneself with the general human resource management and development
cultures in these two organizations as well as sketching the environment in
which these organizations operate.

With this pre-interview it was possible to formulate the interview questions
for the employees. In small business research employees are too often
neglected as a research target and research concentrates only on the
entrepreneur (Curran and Blackburn 2001). In HR research the intended
practices can be very different from the actual implemented practices (Paauwe
and Boselie 2005), and this difference can be detected by interviewing both
the managers as well as the employees. The real implemented situation can be
traced from the employees’ views, and the ‘ideal’ intended state of the HRM
from the manager’s view. Therefore the material from the pre-interviews with
the managers formed the context for the ‘story’ (see Ghauri 2004) against
which the employee’s answers were analyzed. In the expert organization it
was unfortunately not possible to conduct those employee interviews that were
originally planned. This was due to the organizations’ pressures to keep to
productive work at all times.
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In the IT organization two rounds of interviews were conducted to add a
longitudinal aspect to the research. This data allowed the investigation of the
changes that had taken place in it and more importantly enabled the discovery
of individual and organizational learning processes. The data collection rounds
are described in more detail in the following sections. These include the two
rounds of interviews in the IT organization, the observations made of the IT
organization and the manager’s interview in the expert organization.

3.4.2 The first round of interviews in the IT organization

In this organization both the owner-manager and employees were interviewed.
As was mentioned above, the first interview was conducted with the manager.
The employees that would take part in the interviews were selected during this
first interview. The manager was responsible for selecting these employees
because he had the best knowledge about them. This is quite a normal
procedure for selecting the employees to be interviewed, although it is not
totally satisfactory (Curran and Blackburn 2001). Curran and Blackburn point
out that this may influence the sample in the wrong way, either by giving the
wrong signal to the employees about having a choice to freely decide whether
they are willing to take part in the interview or by biasing the sample in some
direction.

In this particular case this was avoided by selecting different types of
employees for the sample. The selection criteria included work tasks, the
duration of the employment relation, the employee’s attitudes towards changes
and work motivation. The interviewees included new and old employees
(measured by the duration of their current employment contract), male and
female employees, sellers and technical workers, people with a very positive
attitude towards work as well as people with a less positive attitude. The
manager’s intention was to get as representative a sample of the workers as
possible in order to gain something out of this study. The potential
interviewees were then contacted and their permission for the interview was
acquired. All of the pre-selected employees agreed to be interviewed. It is not
known if the manager’s role influenced this agreement or not, but my sincere
belief is that they would have said no if they had had something against being
interviewed.

Because the group was very heterogeneous it could be expected that
negative issues would also have arisen if any existed. The manager advised the
employees to talk about their work honestly because he was also interested in
how his workers experience their work and how they see that the work
environment in the organization could be developed.
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In total there were eight employee interviews consisting of five sales people
and three technical service people. The interviews lasted from 30 to 60
minutes depending on the employees’ willingness to talk about their job, as
well as the time they were able to invest in this interview. In a small
organization time is always a constraint and this case is no different. The time
spent in this interview was away from the productive work and not all of them
were willing to invest much time away from their desks.

The interviews were conducted at the company premises in one of the
meeting rooms. This is quite typical for a qualitative study (Creswell 2003). In
this case the place was suitable for the interview although the same place
served as a lunch room for the employees. The room was also next to the
manager’s office and people would occasionally walk by the place during the
interview. The manager’s door was closed for the most part during the
interviews which ensured a peaceful setting for the interview.

The intention with these first interviews with the employees was to gather
as much data about their daily work as possible. The organization was not
familiar to the researcher and therefore it was essential to gather an
understanding of the work tasks and the daily routines in the organization.
This added the employees’ perspective to the initial ‘story’. In the interviews
their work and training history, current work tasks, training in work,
competence development and learning in work, work environment and well-
being in work as well as future plans were discussed. The company in general
was also discussed with every one of them. This included the company’s
values, work practices and habits. The meaning with these interviews was to
gather as accurate a picture about this organization as possible. Also the
different employees’ attitudes towards working, particularly in this
organization, were discussed. They described the challenges of their work as
well as how interesting they experienced the work to be and talked about the
social network they have within the company.

The interviewed people talked about quite similar issues. Some of them
were clearly more talkative, especially the sales people who are more extrovert
by nature. The technical service workers were more reserved and clearly more
used to handling computer problems than discussing their work. The data
seemed at the same time both unanimous and ambiguous. This reveals the fact
that in the organization they have been able to create common practices, which
can also be seen in their daily routines, but at the same time differences of
opinion about the organization could be detected. The feeling after the
interviews was that these people enjoy what they do and more importantly
they seem to belong to a fair-minded and inspiring work group.

This first round of interview data formed the basis for the first article in this
dissertation. Based on this data it was possible to discuss HR practices in use
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in this company and to take a human resource management point of view on
the discussion.

3.4.3 The second round of interviews in the IT organization

A follow up round of interviews was conducted about a year after the first
interviews. The manager was interviewed first to update the current situation
in the organization and to discuss the changes that had happened in the
organization during that time. During that interview it was also discussed how
the manager felt the changes had succeeded or failed. This new interview was
necessary and valuable because there had been so many changes that affected
the organization’s performance, as was discussed in sub-section 3.3.1. From
the second round it was found that the structure in the organization had
changed; it had grown and become more formal. Also the job descriptions had
changed for some of the workers due to structural changes. These structural
changes did not affect the sellers’ or the technical service workers’ normal
work very much but it did change the communication structures and also
management relations.

After the structural change there was a clear middle management level in
the organization which had not existed before. The structural change makes
the organization an interesting research target. Clear changes occurred that had
an effect on the performance of the whole organization. It also brought up
issues that a growing small firm faces. For example, when the number of
employees rises the organization needs to form more formal structures to keep
the business working (Kotey and Slade 2005; Kotey and Sheridan 2004).
Despite this structural change the company remains a small firm with small
firm benefits and has been able to sustain a family-like atmosphere and its
open communication structures. This change also makes it easier to detect
those issues that have an effect on the organization’s performance overall.

The interviews were also carried out on the company’s premises. It turned
out to be a suitable place during the first round because it was easy for the
workers to attend the interview. During the second round the manager was not
present and therefore the employees did not need to worry about him or any
others hearing their conversations. This was not a problem during the first
round either but I believe it still affects the interview situation if someone feels
that they might be overheard. Therefore the door was again kept closed to
ensure a peaceful setting for the interviews. It may seem irrelevant to discuss
the interview settings but a small firm’s premises are often small and it is not
self-evident that there would be a suitable place available for conducting this
type of interview. If had not had one, the interviews would have had to have
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taken place outside the company premises. That would have significantly
affected the number of interviewed employees because they would not have
had so much time to take off from their productive work. This way they were
present at the company premises the whole time and if a customer tried to
contact them or if there was a problem the interviewee was able to deal with it.
These interviews caused as little inconvenience as possible this way, although
one of the seller’s interviews was cut short because he was needed at customer
service. This describes the reality of small business research and is an issue
that needs to be taken into account when data is gathered.

The intention with the second round of interviews was to talk to as many of
the same people interviewed during the first time as possible. The interviewees
were again selected during the managerial interview. Four of the five
salespeople were re-interviewed and all three of the service people were re-
interviewed. In addition two new managers were interviewed because their
position had become central in the company during the year and it would have
been an oversight not to include them this time as well. One of them was on
maternity leave during the first round and she had just now returned to work.
The other manager had been in the company during the first visit but was not
selected then. One of the sales people was not interviewed again because there
were enough sales representatives and a fifth interview was not required. One
of the sellers had become the financial manager during the year and therefore
was interviewed in both roles.

Altogether ten interviews were conducted during this round. The main aim
with these interviews was to make the changes visible. Secondly, the intention
was to follow up on how the work environment had developed, and also
follow up on how their competencies had developed during the year.
Competence development has an effect on the kinds of work assignments they
are able to conduct which then has an effect on the performance of the whole
organization. The employees were also asked to elaborate on the structural
changes in the organization and how that had affected their work and well-
being at work.

The main goal was to concentrate on learning in work and the changes in
the organization, and to find those factors that had had most effect on the
employees’ work. Therefore they were asked to elaborate on a successful and
unsuccessful work experience that they had had during the year or any time
during their work careers. This was done to make it slightly easier to talk
about the abstract issue of learning in work.

This interview material along with the data from the first round has been
used mainly for the third article in this dissertation. That article is about
learning in work and its effects on performance and therefore this longitudinal
data was suitable for that type of research.
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3.4.4 Observations on the IT organization

In the IT organization some observations were made during the interview
visits. The observations provided valuable extra information and data on this
company. The interview visits made it possible to familiarize the researcher
with the work premises and to observe the employees interaction with each
other. Also the informal relations with the manager became apparent during
the visits. This data can be regarded as additional information which enables
the obtaining a more thorough picture of the organization and which aids in
placing the interview material into a more complete context.

For example, the interaction between the employees is an issue that was
observed during the visits. As was described earlier the meeting room where
the interviews were held was not an isolated location and other employees
could walk by the location during the interviews. Therefore it was possible to
observe how they communicated with each other. These observations took
place in-between the interviews while notes from the previous interview were
being written.

The interview times were agreed on beforehand with everyone in person
and they were sent a reminder via e-mail. The interviewees were keen to help
me find the next person to be interviewed. Some general discussions took
place after the official interviews. It was normally the sales people that were
more social and definitely used to making sure that their customers were
served. This attitude was also visible in the interviews.

Because these people were not used to analyzing their work it is sometimes
difficult to describe the different issues related to for example learning in
work. Therefore the observations help in this respect. Based on these
observations one cannot interpret whether the employees are learning in their
work or not, but the work environment and the general climate in the
organization is a key factor in learning and by observing that it is possible to
draw conclusions about that part of the learning process.

Based on these observations the co-operation between the sales unit and the
technical service unit became more concrete. In the interviews they all
described and talked about this relationship because it is a central part of the
organization’s operation. This co-operation was regarded as the best part of
the work as well as the part that needs the most development. In the office
building the sales unit operates on a different floor to the service unit. This
leads to the fact that these two units are not totally aware of the other units’
work tasks, workloads or their ways and habits to operate. This causes
misunderstandings and quarrels between them. Without the observations the
interview notes about the co-operation between the units would have been
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given significantly less attention because it would not have become so
concrete.

Also the fact that the door to the manager’s room is always open for anyone
to pop in and have a chat about issues that are in their minds became clear
during these visits. The manager is not an expert in the sales job or the
technical service work and therefore he does not try to help with those
problems, but the more general issues that he is able to form an opinion about
are more than welcome discussion topics. Since the structural changes in the
organization he has become more distant from the employees because they
now have another manager to discuss with. Still the communication channel
there is open.

A third issue that became apparent is that the people very easily confront
each other on issues that they happen to have in mind. They do not hold back
on anything. They ask about things that they do not understand or give
feedback to each other on issues that should have been taken care of in a
different manner. They are very open and it seems to be acceptable to get
angry and show how you feel. On the other hand, they are ready to help each
other out and the general atmosphere seems friendly. This becomes instantly
apparent when you enter the premises. You are greeted and asked how they
could be of assistance. This is probably partly due to the fact that it is the sales
unit that you meet first and the people walking through that door could be
potential customers that need to be given proper attention.

Observations in general would have been interesting to conduct in a more
comprehensive manner as, for example, participant observation (Waddington
1994).  This would have produced a different kind of data that would have
brought up many other issues related to the organization’s way of operating.
Observations are not so simple to organize in the small context. And that was
one of the reasons that these were not considered more. The interviews already
took up enough time.

3.4.5 The interviews in the expert organization

The data collection in the expert organization began with a pre-discussion with
the manager. This discussion was informal and the intention with that was to
see if there was potential for co-operation in this research process. After
agreement was found the formal interview was conducted a year later. The
time period in-between these two discussions was again beneficial as it was
possible to make observations about the changes. The situation during the pre-
discussion was somewhat different than a year later when the official
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interview took place. Both of these interviews took place outside company
premises.

The original intention was to interview some of the employees in this
organization. This would have ensured the collection of a more complete data
set. This part of the data collection was not realized. This was due to that fact
that they were not able to invest any time away from productive work because
their project schedules were tight and for a small firm 30 minutes away from
their real work can be crucial. This is an issue that one needs to prepare for
when researching small firms. It is not always self-evident that there will be
time for an interview. This then affects the results that can be obtained and the
conclusions that can be drawn. Therefore the material from this organization is
more descriptive and gives an overall image of what the work situation in a
small firm can be like. This is very typical of qualitative research. The data
collection process and the research questions may well change when doors
open and close (Creswell 2003, 181) and therefore qualitative research is
emergent in nature.

Nevertheless, the small amount of data from this organization has a clear
role in the whole research. It describes the situation of a small firm in a very
different field of operation and therefore is an excellent example of the SME
sector and the fact that it cannot be described as homogeneous group of
organizations. Thus, there is no such thing as a general SME research. When
you state that you are doing SME research it does put the research into a
certain context but, in addition, you need to define more accurately whether it
is about small or medium firms, and what is the field of operation, and
whether it is about stable or growing firms (Cardon and Stevens 2006). It is
always context specific research although the resource limits are similar for
most of them.

This data is used in the second article. The aim in the paper is to describe
the challenges facing small firms in human resource development. It brings
forth the effects of the business field on the choices a small firm has and
ponders the feasibility of human resources for them.

With the expert organization the possibility of observations was discussed
as well but the manager did not think it was a relevant issue to consider. The
premises at that company are significantly smaller than in the IT firm, where
everyone works in the same open office, and it would probably have been a bit
awkward to observe their work there.
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3.5 The data analysis

In case studies the data collection and analysis are closely interconnected and
there is no definite phase of data analysis (Ghauri 2004; Creswell 2003; Miles
and Huberman 1994; Coffey and Atkinson 1996). The data analysis began
with the first managerial interview in the HPAC organization. That interview
data gave a snapshot (Jensen and Rodgers 2001) of the organization’s situation
at that point in time. The interweaving of the data collection and analysis right
from the beginning seems to be the best and most productive policy in case
studies (Miles and Huberman 1994). This allows for theory to develop and the
research problem to be formulated and reformulated (Ghauri 2004; Hartley
1994). This view is supported by Creswell (2003) who sees the thinking
process to be iterative in data analysis with a cycling back and forth from data
collection and analysis to problem reformulation and back.

The data from the manager’s interview in the expert organization was
transcribed and organized according to themes (Hartley 1994). These themes
were based on the literature. The intention was to find evidence from this case
organization about the issues brought up in the previous literature about the
informal or even missing human resource development in small firms. This
data was relevant for proving some findings from previous literature to be
true. It was actually a good thing for this research that it began with just this
one narrow case because it allowed the theoretical framework to develop
further and allowed for the most central issues to emerge for the next round of
data collection.

The first round of interviews in the IT organization took place at the same
time as the interview in the expert organization. Similarly, these interviews
were recorded with the permission of the interviewees. These recordings were
then transcribed. The first step in analyzing this set of data was also the
construction of a case description or a story (Ghauri 2004). This means
gaining an understanding of the ‘something’ that one wants to explain or
describe. Ghauri points out that this is important especially if the attempt is to
develop longitudinal explanations. This data deepened the knowledge gained
about the first case and proved useful for the purposes of this research. It
brought up issues about the small firms that challenged the view of informal or
nonexistent HR in small firms. This data was analyzed from the HRM
literature point of view.

The themes of recruitment, training and communication were present in the
analysis of the first round of IT organization interviews. These three themes
have been identified as being significant for a small firm’s success in the
previous HRM literature. These themes were chosen as the ones through
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which the human resource management practices in this organization could be
discussed.

The analysis of this set of data raised the idea of going back to this same
organization and re-interviewing the same people again to be able to gain a
more thorough understanding of the organization and also to track the changes
that had happened. This was because the fact that the organization was in the
middle of a restructuring process which meant that the data that could be
collected with a second set of interviews was very intriguing.

Therefore moving from this first stage of analysis to the second with this
new set of data involved changing the style of analysis to a more conceptual
categorization. This phase is sometimes referred to as coding the data (Coffey
and Atkinson 1996). However, the intention was not to count the appearance
of different themes in the data. The data is too narrow for that type of analysis
and that would not have been significant for the purposes of this stage of the
research. Therefore content analysis (Tuomi and Sarajärvi 2002) is a more
suitable term to describe what was done with the data at this phase. This phase
of analysis can be seen as a stage that enables the researcher to identify
meaningful pieces of the collected data and begin interpreting it and drawing
conclusions (Miles and Huberman 1994).

The analysis began by reading the transcriptions through several times. The
data was seen to describe the reality that these IT people work in. The
different passages in the text were marked with themes that represented the
content of the passage and some remarks and observations were written on the
sides of the pages to link the different passages to each other (Coffey and
Atkinson 1996). These pieces of text were then placed in a table along with
the data from the first round of interviews for the purpose of being able to
compare them together. The intention with this analysis was to find
theoretically significant issues from the data that would be able to explain the
HR process in this particular firm.

 The central theme in the second round of interviews in the IT organization
was learning in work. This theme includes both formal and informal learning
as well as learning from successful events as well as errors. In the second
round of interviews the employees were asked to describe situations where
they felt that they had learned something and what they had learned and how
that new competence affected their following work assignments. The
possibilities for learning were also discussed during the first interviews, but
then the discussion was too broad and therefore this theme was re-
implemented for the second round of interviews. The employees could
somehow better elaborate their learning through this question but still some of
them could not find a single thing from their work that they had learned during
the year. This reveals the abstractness of the learning issue and the fact that
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competencies build up gradually and that for employees it is just work as usual
and not a learning situation. The new skills learned through a formal training
session are easier to conceptualize as new skills or knowledge that has been
learned.

The data was gathered into tables according the themes of 1) Learning and
training, 2) Communication, 3) Interaction, and 4) Organizational climate. The
tables included a column for the two units in the IT organization, which were
the sales unit and the technical service unit, and these columns were then
further divided into two columns, one for each round of interviews. The pieces
of data were then placed into these tables under the appropriate heading.  As
the analysis proceeded the sub-themes began to develop and the tables were
horizontally divided according to these sub-themes.

In addition to these tables, there was a separate table for managerial level
interviews as well as the themes of recruitment and company values, which
included columns for the managerial level and the employee level instead of
the technical service unit and the sales unit. In these themes the unit that the
employees worked in was not significant because the recruitment policies and
values were the same for the whole organization. The managerial level table
draws together the managers’ views on learning and training, communication
and interaction during both rounds of interviews. The tables for recruitment
and organizational values were formulated because these issues are significant
for small firms and the comparison with managerial and employee interviews
shows that the people in this organization think very similarly about these
issues. It also reveals much about the company in general. The employees
know what the company policies are and they have also internalized the values
of the organization and therefore are able to act accordingly. Thus, the new
manager in the organization has been able to leverage this information
throughout the organization.

  This analysis forms the basis for a more broad analysis that includes the
theme of organizational climate. It is a discussion that has recently emerged in
HRM literature. Organizational climate has been introduced as one of the
linking mechanisms between HRM and organizational performance. There is
also evidence in this data that organizational climate has a central role in
employee well-being in the IT organization. That then has an effect on their
performance and therefore the overall performance of the organization.

The next chapter presents the findings from the three articles and draws the
findings together.
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4 THE COMBINED EFFECTS OF THE HRM,
HRD AND OL PERSPECTIVES ON THE
ORGANIZATIONAL PERFORMANCE OF
SMALL FIRMS

4.1 The role of the HRM, HRD and OL perspectives on the overall
HR of a small firm

As has been discussed in the theoretical framework, the current ongoing dialog
in the HRM literature concerns the HR elements that have an effect on an
organization’s performance, or more precisely the intermediate or linking
issues between HRM and performance. A vast amount of issues have been
suggested as the links in the equation, ranging from environmental factors to
organizational issues and unexpected events (Brewster 2006). Despite
considerable research efforts, research on HRM performance linkage has not
produced results on the causality and the link has been labeled the ‘black box’.
Wall and Wood (2005) portray this as the result of the overload of cross-
sectional research as well as research with too narrow a data set and only
individual respondents. Therefore, the broader question of how HRM
contributes to firm performance still remains (Bowen and Ostroff 2004).

In HRD literature the discussion about the performance effects of, for
example, investments in training and learning has been discussed as well.
Overall the HRD discipline is divided into two debates: one which seeks to
find the underlying assumptions, values and philosophies and the other, which
seeks explanations to broaden the understanding of the role and contribution
of HRD in organizations (Garavan, Gunnigle and Morley 2000). The
philosophical debate includes the debate over whether HRD should promote
performance or learning. Garavan et al. (2000) argue that questions of
performance are addressed more by practitioners and learning issues are
addressed more by academics. In more recent literature these two have been
seen as parts of the same debate and the question has moved to, how is
learning in organizations able to improve performance? (Simmonds and
Pedersen 2006).

Still these perspectives of HRM and HRD have remained separate, despite
the unique contributions these two could bring to the overall discussion on
human resources in organizations. This is also evident in the literature review
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conducted by Cardon and Stevens (2004) which shows that the amount of
research on particular HR practices of staffing and compensation is
disproportionately bigger that on the other HR issues. This conclusion is
drawn from HRM literature, but if seen from the HRD side the research on
training and learning in small firms specifically addresses those parts that are
missing in the HRM perspective (e.g. Birdthistle 2006; Bryan 2006).
Therefore, the argument is that the training function in small organizations is
not under-researched, but that the gap in HRM literature suggests that closer
co-operation between the disciplines of HRM and HRD in the small business
context could be beneficial.

The previous literature also argues that the theoretical development of the
field of human resources would benefit from co-operation between the
disciplines of HRM and HRD (Ruona and Gibson 2004) to overcome their
distinctiveness. This view is supported by Lam and White (1998) who, already
at the end of the 1990s, claimed that HRD can play a strategic role in
organizations if it is combined with effective HRM practices, such as
recruitment and compensation policies. Therefore the challenge facing human
resources research lies in the current fragmentary nature of the theory in both
of these HR disciplines. It makes it difficult to see how context (firm size in
this case) affects the way in which HR is articulated (Marlow 2006, 470).

Based on this current state in human resources research the finding from
this study is that the role and contribution of the HRM perspective in small
business research is to bring a broader discussion of the links between HRM
and performance into the discussion and depict the issues that are relevant in
the debate. Small business HRM research is not separate from the general
HRM discussion and therefore performance effects are considered relevant
also in the small context as previous research has suggested (Sels et al. 2006a
and b). The role of HRD in small business research is more about how
competence development can produce positive results for an organization and
how the competence development of key employees may result in competitive
advantage for the organization.

The OL perspective can offer small businesses insight into how collective
learning could be integrated into the human resource management process.
This is partly evident in the study by Kelliher and Henderson (2006), which is
discussed in the chapter 2.4.3. Their model portrays the collective aspect of
learning in organizations because it emphasizes social relations in an
organization and sees the interaction between a manager and employees as
being one of the central micro-level issues at play in the small business
learning environment. This is a pertinent point regarding the findings from this
research and adds an important element to the overall small business HR
framework in this dissertation.
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  Given the argumentation above the finding from this research is that all
three of these perspectives have a role to play in an organization’s
performance. Therefore the equation between HR and performance should be
drawn as depicted in the figure 6 below. This contradicts previous portrayals
which only consider these perspectives individually.

Figure 6 The connection between the HRM, HRD and OL perspectives and
organizational performance

The figure is a relatively simplistic portrayal of the relationship but the
meaning is to show that these three perspectives are equally relevant in the
HRM performance debate. This is especially the case in the small business
context where these disciplines interact in daily management practices. The
one way arrows from the three perspectives to the performance element
represent the contribution each one of them is able to bring to the small
business HR performance discussion.

The direction of the arrows in-between the perspectives and the
performance box can be debated, as the previous literature has indicated
(Paauwe 2009; Boselie, Paauwe and Jansen 2001; Monks and McMackin
2001). If an organization is able to improve performance, it most likely has
more resources to invest in the human resource function. This means that the
arrow could also run from the performance box towards the three perspectives.
In that situation it would seem logical that human resources would be well
managed but there is also a time lag between an investment in human
resources and its performance effects (Hope Hailey, Farndale and Truss 2005).
This makes the evaluation slightly challenging, especially in the small firm
context. The other side of the coin could be that, during a fast growth period
human resource development is, in a way, forgotten and the organization
believes that every function in the organization is in good shape and stops
development efforts. The contribution of this dissertation to small business
human resources research derives from this holistic view of the HR field.

OL

Performance

HRM HRD



66

The OL perspective has been elevated in the discussion to be equal with
HRM and HRD because it links the disciplines of HRM and HRD together
and brings the element of collective development to the surface. The
organizational learning literature seeks to understand how learning in
organizations occurs (Huber 1991; Easterby-Smith 1997; Crossan, Lane and
White 1999; Bapuji and Crossan 2004). The underlying assumption is that an
organization has learned if, through new knowledge, the organization’s
behavior changes and produces better results (Saru 2006). The connection
between these three perspectives is evident from the cases and the findings
from the individual articles.

Article one applies the HRM perspective and deploys data from the IT
organization to argue that small firms do have HR practices in use although it
is not specifically addressed as HRM. The data in the article consists of the
first round of interviews in the IT organization and the data is a description of
the organization’s operations at that particular point in time. The role of this
article in this thesis is to describe a small firm which has a positive and
proactive role regarding human resources. It is therefore an example that
challenges the view of previous literature about small firms not having
sophisticated HR practices in use.

In this particular small IT firm, HRM is embedded in the daily management
practices of the owner-manager. They have visible and detectable HR
practices in use, which clearly have a connection to the overall performance of
the organization. The connection can be seen in improved financial results and
the employees’ positive attitudes towards this organization. The manager has
applied different HR practices from the large organization context to the small
firm and tested their suitability in that context. An example of this is the
official appraisals that they intended to apply but at the end found not to be
suitable to the context as such. Appraisal discussions are not that common in
small firms such as this one because communication is clear due to it
occurring on a daily basis and official discussions are not seen as relevant.
This is a significant finding because it implies that general theory about HRM
can also contribute to the small context, although practices need to be adjusted
to the context. This describes what happened in the small IT firm. In the end,
the manager introduced informal gatherings for the employees, which now
replace the missing appraisals to a certain extent. However, an official
appraisal discussion is available for anyone who seems to need one but the
initiative for that has to come from the employee and not be an order from the
management level.

The manager’s decisions to apply certain HR practices have been strategic
and taken into account the company’s environmental constraints and the
organization’s needs. This type of management process can be equated with
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the model presented by Harney and Dundon (2006) which depicts HRM in
small firms as emergent, which means that it is not formally planned but takes
into account both internal and external factors. The aim in their model is to
gain a deeper understanding of the situational factors involved in small
business HRM. This model serves as an example of how elements of general
HRM can be used in the SME context in order to draw a broader picture that is
also applicable to the small business management. However, this model still
does not address how HRM inside the small firm should be organized,
although it justifies the need for the HRM perspective to be included in the
small business HR framework.

Article two brings the HRD and OL discussion into the small business
context. It looks at the appropriateness of HRD practices for small firms from
the perspective of a micro firm that continually struggles to find new
employees. The important finding from this case is that, especially in the small
business context, the field of operation is particularly significant when human
resource issues are considered. This case organization operates in a field that
has suffered from the reputation of being uninteresting. This is an external
issue that very much affects the appropriateness of investing in competence
development and learning. When a small firm struggles to find employees and
is forced to invest all available resources into finding new staff the question of
training existing staff could seem as inappropriate and even unfeasible. These
types of examples of small firms raise the question of whether HRD is
appropriate for the smallest organizations.

The third article then presents a counter example of this and demonstrates
that a combination of elements from all of these three perspectives can lead to
an improved performance. It justifies developing the framework further and
searching for those specific elements that can be extracted from each of these
perspectives that are central for performance improvement in small firms.

4.2 The specific contribution of the HRM, HRD and OL perspectives
to the HR function of small firms

Each of these three perspectives could bring a number of elements to small
business HR. The ones that are the most significant, functional and feasible
depend first of all of the size of the small firm and secondly on the external
and internal peculiarities of the firm. As has been mentioned several times in
this dissertation, the heterogeneity of the research context makes it
challenging, if not impossible, to find a combination that would apply to the
entire population of small firms. The intention with the following
representation is therefore to illustrate one possible combination and to argue
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for its relevance based on the two case examples and the previous literature.
Guest (1999) has called for more thorough theoretical development of the
entire HR field. He has argued that the field would benefit from a more
thorough knowledge of those situations where HRM contributes the most to
performance improvement. Therefore, the following framework suggests three
particular elements from these three perspectives and argues that these three
contribute the most to the performance improvement of the small firms in
question.

Figure 7 builds on figure 6, which only portrayed a connection between the
perspectives and organizational performance.

Figure 7 The search for the linking mechanism between HR practices and
improved organizational performance in small firms

Here the elements of recruitment from the HRM perspective, competence
development from the HRD perspective and collective learning from the OL
perspective have been elevated as particular practices or elements that have a
significant role in the performance of a small firm. The previous literature has
also proved that those HR practices that are valued by employees appear to be
linked to commitment and job satisfaction and through those to improved
performance (Conway and Monks 2008). This representation in the figure is
based on the findings from the three articles, and indicates that these practices
are also valuable for employees. The boxes have dotted lines to represent
examples of practices that have a role in this equation. The boxes could
include other HR practices or elements depending on the above mentioned
complexities that the heterogeneity of a context brings. The arrows from these
three elements to the performance box indicate that the combined effect of
these three affects the productivity of an organization. The effect is not
straightforward though. There are a number of issues that complicate the
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relationship between these HR elements and performance. The question mark
box represents the linking mechanism between them (Brewster 2006). One of
the contributions of this study to the theoretical development of small business
human resources lies in this linking mechanism. However, before that can be
clarified the three elements have to be discussed in the light of the findings
from this study.

First the HRM perspective and the element of recruitment needs to be
discussed. This finding is based on the first article which asserts that
recruitment is one of the HR practices that small firms need to engage in.
Other HR practices such as compensation and training could also have been
placed in the framework but these practices are more dependent on an
organization’s available resources and therefore more subject to changes and
variation among small firms. Moreover the recruitment process is important
for small firms from the resource perspective as well. The resource based view
of the firm links human resources to the framework as a strategically
important source of competitive advantage for the firm (Mayson and Barrett
2006). That resource is seen to add value to an organization if it is unique,
rare, difficult to imitate and non-substitutable (Barney 1991 as referred by
Mayson and Barrett 2006). This requirement raises the value of this HR
practice because it is given a strategic role in HRM. As Mayson and Barrett
(2006) conclude, based on the literature they reviewed, the contribution of
strategic HRM to small firm survival is not fully understood but, as the
findings from this study show, employees are the resource that most of all
affects a small firm’s performance. Therefore the element of recruitment
appears to be the most significant element to pick out and concentrate on from
the findings.

This finding was evident especially with regard to the first article and the IT
organization. The manager of the IT organization is proactive in the
management process and makes plans for the future as well. A clear focus and
forward looking style for the management process can be ascertained from his
thoughts and actions. For example, he would hire two people at once if they
were both competent and could add to and fit in with the group dynamic, even
if they would only have needed one new employee at the time of the
recruitment. The manager sees such action as an investment for the future
because there are no guarantees that both of the new recruits would stay with
the company for a longer period of time. He believes that if the company is
lucky both of them would stay and learn the job and contribute to the
performance of the organization. This is a strategic decision which the
organization is able to make because of their good financial resources.

This example would suggest that the model presented by Cassell and others
(2002), which claims that SME human resource decisions are more need based
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than strategic (see chapter 2.4.2), does not describe the HR process in this
organization. This finding then indicates that more research on the
applicability of the model to different types of organizations is needed. The
need based model refers to a more reactive style of management which could
be found for example from the second case organization in article two. In that
organization there has been almost a desperate need to recruit new competent
and committed employees for some time now. The experiences that this
organization has had with previous recruitment have not been positive. The
newly recruited employees have not stayed with the company and the
investment and effort put into the recruitment process have gone to waste.
This type of experience does not encourage a manager to engage in the
process again, especially if resources are scarce and the result of the process is
unfavorable. This is a finding that brings the reality of many small firms to the
surface. It shows that even if the manager would have the desire to be
strategically proactive, external factors may work against this and a small firm
will be left with the need to be creative in filling its vacant job positions. This
is a negative aspect of the work environment as well.

From the HRD perspective competence development was found to be the
most crucial aspect for small firms. It is also a very controversial issue because
it often includes training which requires scarce financial resources. Recent
HRD literature has discussed the aspect of workplace learning as an element
of competence development (Ellinger and Ches 2007). Workplace learning
includes both formal and informal learning and therefore may constitute a
variety of different forms of training. In the small business context the main
issue with learning and development deals with how improvement in the
competencies of one employee could benefit the whole organization without
causing unnecessary disputes between the employees.

The third article especially addresses the training and learning function in a
small firm. The main finding from that is in line with Cardon and Stevens
(2004) who claim that training in small firms could usefully address both
formal and informal learning and training practices. For example, in the IT
organization informal learning and training are part of the socialization
process for socializing newcomers quickly into the work group. The
employees are dedicated to helping each other and that is also the basis of the
organizational culture in this organization. Formal training once a year is a
necessity to keep their sales licenses valid. In the expert organization the
employees are required to have formal training before they enter the
organization. After that, and especially in the beginning of their professional
career, informal learning is a prerequisite for learning in order to carry out the
job. Both of these examples prove that formal and informal learning are
intertwined and necessary for a small firm. Therefore this finding is in line
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with Gilman and Edwards (2008) who argued that a combination of formal
and informal learning will produce the best results.

The challenge with researching learning situations in small firms derives
from the finding by Birdthistle (2006) that the learning situations in small
firms are often so informal that employees do not notice that they are in a
learning situation. Learning in a daily work situation easily becomes a natural
part of the work routines, and was especially so in the IT organization. In fact,
it was so embedded in their daily routine that the employees were unable to
describe their learning. In such an informal learning situation knowledge
builds up gradually. New skills or knowledge acquired through a formal
training course are easier to conceptualize than new skills and therefore also
easier to describe. This finding confirms the notion that more research on the
mechanisms through which learning in the workplace occurs is needed
(Ellinger and Cseh 2007).  Based on the findings here the above issue
appeared significant enough to be elevated to the framework as a contributing
element.  This is especially evident in the IT employees’ interviews where
they could not name one situation during the year where they had learned
something, but clearly some learning had occurred because the performance of
the individuals had improved. For both of these case organizations learning in
work is a way to either improve personal performance or their organization’s
performance.

The third element, collective learning, emerged as a significant element
based on the findings from the third article. With the longitudinal data it was
possible to detect how the two units in the IT organization had learned to co-
operate and, in that way, learned to collectively strive for better customer
service and better performance. This aspect also arose as a significant element
in the formation of a productive work environment. That aspect is discussed
more thoroughly in the next subsection which also addresses in more detail the
framework’s question mark box in figure 7.

4.3 The relationship between the HRM, HRD and OL perspectives
and the improved performance of a small firm

The third research question deals with the relationship between the three
examined perspectives and the improved performance of an organization.
Overall the elements of recruitment, competence development and collective
learning are characterized by informality and reactivity as is typical for firms
of this size (Cassell et al. 2002; Nadin and Cassell 2007; Gray and Mabey
2005). These traits have been stapled to small firms as a group without
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considering the possible differences between these heterogeneous contexts.
Harney and Dundon (2006) therefore argue that the HRM research in small
firms does not adequately capture the complexity of the context. The findings
from this study aim at presenting one way of conceptualizing the complex
context, and also aim at describing the connections to performance. The
intention is not to suggest that these practices should be formalized in small
firms. Formalization does not seem a trait that small firms should strive for
(Cardon and Stevens 2004) because it may cause the organization to spend too
much time on unnecessary bureaucracy. However, informality does not need
to be equated with negativity either (Gilman and Edwards 2008) and it should
not be assumed that informal practices are totally unstructured. The following
discussion will present evidence for this.

The first article argues that the HRM practices are embedded in the daily
routines of a small business manager. This means that the practices are not
formally written down as in larger organizations but many so called functional
or traditional HR practices that, as Cardon and Stevens (2004) point out, are
relevant for small firms still exist. The functional approach to human resources
in small firms was argued to be relevant because this approach is widely
understood among academics and practitioners. This approach has also been
called the ‘SME friendly way to operationalize HRM’ by Cassell and others
(2002). The functional approach to HR refers to recruitment, training,
appraisal, and compensation practices (see Fombrun et al. 1984) i.e. practices
that are actually applied in small firms.

In the IT organization the owner manager has an interest in and the
capabilities to develop the human resources he has. Therefore the company is
not a typical example of a small firm as portrayed in previous literature. It
belongs to the group with informal but structured (Gray and Mabey 2005)
HRM. This means that the manager takes responsibility for equal and
transparent human resource management practices. Every employee receives
equal treatment as regards training, compensation and appraisals. With these
management practices embedded in the organization’s everyday routines they
have been able to create an environment where employees are willing to learn
and develop.

However, because it is a small firm, the manager’s actions only form half of
the environment there. The individual employees and their attitudes towards
these management practices form the other half (cf. Heinonen and Toivonen
2007). Consequently the significance of the individual employees’ behavior to
their overall performance is essential. The environment in the organization is
dependent on every single individual and therefore one ‘bad apple’ can easily
undermine the manager’s efforts in this job. A main finding from this
organization (based on findings from the first and third article) is that the base
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for a productive environment is laid with transparent, equal and fair human
resource practices that are well communicated and accepted within the group
of employees. After that the relationships between employees and their
attitude towards the work community is the key to a productive and positive
climate. This means that the role of the HRM practices, such as recruitment, to
overall performance are especially concerned with how well the recruited
employees fit into the organization and to the group of employees. Both of the
case organizations’ managers pointed this out as a significant issue. This is
especially important for the expert organization because of the small size of
the organization and the relatively higher resource scarcity compared to the IT
organization.

 From the HRD perspective the element of competence development is
linked to the overall performance of the organization in combination with the
recruitment of employees. An organization is seen as being able to develop its
human resources either through recruitment or by developing the
competencies of its existing staff. Often both of these forms are in use and the
organization needs to consider what the competencies are that it needs, what
competencies it possess at the moment, and how to go about acquiring those
that it currently lacks. This relates to short term versus long term planning in
the strategic HRM discussion (Gratton, Hope Hailey, Stiles and Truss 1999),
in which the underlying idea is to align different HR practices in order to
improve performance. Therefore, short term investments should support long
term plans. Often in small firms the emphasis is on finding a person that fits
the existing group since many of the work skills required can be acquired
through learning on the job.

The human resource development challenge that was found to arise from
informality in the expert organization is the competence management problem.
In that organization half of the experienced designers were due to retire within
the next couple of years. Cardon and Stevens (2004) have pointed this out as a
problematic situation that would require more research efforts. The factors
influencing employee turnover or employee retention in small firms has not
been researched, even though it is significant for the survival of organizations.
Gray and Mabey (2005) have also pointed this out and recognized that small
business managers are unwilling to train employees due to the fear of losing
them right away to bigger organizations.

This expert organization case shows that the greatest challenge for research
is to find a way to convince this type of small firm to engage in human
resource development in order to be able to prepare for this type of situation.
Williams (2002, 217) has stated that the values of an organization define the
organizational culture and that this serves as bonding mechanism between
workers. If these values are properly defined the organization stands a better
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chance of creating a solid foundation for their strategic business plans and to
keep the workforce committed and creative (Williams 2002). In relation to
these two case organizations and their different attitudes towards the
development of the organization I tend to agree with the finding by Williams.
The values of an organization form the basis for organizational culture that
either supports or inhibits learning and development. This is also supported by
the finding in article three which addresses the learning context in a small firm
in more detail. It combines the HRM, HRD and OL perspectives in order to
argue for their combined relevance for small firms.

The third article applies data from the IT organization because it provided
the longitudinal data. The organization had developed a management process
that does not fit the prevailing description of small business informal and
reactive management. The processes that the organization had developed
could have something to offer to both the practice and the theory development
of small business HR. This article looks at both the employee and
management perspectives but the employee perspective is slightly more
dominant. The paper concentrated on finding out how learning in work
improved first of all the individual performances of the employees and
secondly the organizational performance and the organizational climate.

  The findings on the central role played by a manager in a learning process
confirm the similar findings by Coetzer (2006) and Kelliher and Henderson
(2006). Coetzer argued that a manager plays a significant role in providing
employees with incentives and opportunities to learn as well as promoting
communication about learning possibilities. Learning in this case refers to
learning in work (Sambrook 2004) that would then prove central to an
organization’s improved performance. This also brings the collective learning
aspect into the performance discussion. In small firms the development of
every employee especially alters their competencies and relationships in the
collective entity, and therefore is a significant performance indicator.

The other central finding from this case was the co-operation between the
sales unit and the technical service unit. The co-operation provides visible
advantages to both of the units and therefore significant efforts have been
invested in the development of this social relationship. The relationships
between the two units, as well as the personal relationships inside both of the
units, and between them, form the basis for a family-like, open and supportive
environment. This environment has also been called an organizational climate
in previous literature (Bowen and Ostroff 2004; Gelade and Ivery 2003).
Therefore, based on the findings from the articles, the framework is completed
by adding organizational climate and making it the linking mechanism
between the perspectives and organizational performance (figure 8).
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Figure 8 The link between the HRM, HRD and OL perspectives and small
business performance

It would be tempting to draw an extra line around the whole figure to
portray how an environment affects the choices a small firm has over its HR
decisions. The environment as well as the amount and quality of resources
play a central role in human resource issues. Environmental effects have
already been presented elsewhere (Harney and Dundon 2006) and therefore
these are not included in the figure 8, although it should be kept in mind that
they feature in the background of every decision in small firms.

The formation of a positive climate seems to depend on the perceived
fairness of the human resource practices and employee treatment in the
organization (Saunders and Thornhill 2003; Cohen-Charas and Spector 2001;
Molm, Collett and Schaefer 2006). The importance of fairness was also
confirmed in this study. It became especially apparent when regarding the
communication between the IT employees and their manager. The overall
atmosphere in the organization was kept very open so that everyone would be
aware of the goals of the organization and could work to achieve those.

This finding confirms that the model about SME learning developed by
Kelliher and Henderson (2006) has a point. This is because it emphasizes the
relationships inside the organization as being significant for learning. The
structural change in the IT organization has affected the way the two units (the
sales unit and the technical service unit) co-operate. To them this might seem
as if nothing has changed, but one of the sellers pointed out that after the
structural change he has not had to yell to the service guys at all for a while.
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He may not have noticed that it is due to the structural change but he has been
happy with the new situation where the relationships are more professional.

Employee perceptions seem to be a critical element in the HRM
performance equation. Bowen and Ostroff (2004) argue that employee
interpretations of the work climate affect their attitudes and behavior, which
then affects organizational outcomes. But Paauwe and Boselie (2005) argue
that in order for this to hold true the messages communicated through HR
practices must be clear, consistent and uniformly applied. For this to work in
the small context as well a more than just informal and reactive management
style is required. It can be argued that in the IT organization the systematic
work of the owner-manager in this regard has produced positive results. The
employees are aware of the organizational policies and they feel that the
messages communicated are uniform and consistent. This has partly affected
their perceptions of the organizational climate and their positive attitudes
towards work and the organization. These positive attitudes are the basis for
the overall positive organizational climate (Saru and Viljanen 2008).

Organizational climate can be described as the aspects of a social
environment that are consciously perceived by organizational members
(Denison 1996). Organizational climate is seen to be largely based on the
individual perceptions of HR practices, policies and procedures (Ostroff and
Bowen 2000). Bowen and Ostroff (2004, 205) build on earlier climate
definitions and emphasise the view that organisational climate is employees’
shared perception of what an organisation is like (see also Gelade and Ivery
2003; Rondeau and Wagar 2001).

Bowen and Ostroff (2004) put forward climate as an important mediating
variable in the HRM performance relationship and introduce the concept of
“the strength of the HRM system”, which acts as a linking mechanism
between HRM and employees and builds shared, collective perceptions,
attitudes and behaviours among employees. The underlying idea is that instead
of individual best practices or HPWPs certain characteristics or metafeatures
of the HRM system encourage strong situations in which unambiguous
messages are communicated to employees (Bowen and Ostroff 2004).

Therefore, based on the findings from the two cases, the argument is that in
the small context the creation of a positive, communicative and fair
organizational climate could replace some of the formal or missing HR
practices and lead to better performance.
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5 CONTRIBUTION AND EVALUATION

5.1 Small business HR: focal points and challenges

The purpose of this study was to contribute to the small business HR debate by
examining the relevant ongoing discussions on human resources that
potentially could contribute to the small business context. Three perspectives
were examined as potentially useful and from each of these three one element
was singled out as being most significant for small firms based on the
empirical cases. These three elements together are seen as stimulating the
formation of the organizational environment, or climate as it is referred to in
previous literature, and through that they affect an organization’s performance.
In the previous literature small business human resources and workplace
learning has been studied quite extensively but the combining of these three
perspectives has not been, to the best of my knowledge, studied before.

The purpose of this chapter is to sum up the main findings from the study
and present implications as well as future research possibilities. The findings
specify that the research brings new knowledge to the subject of small
business research but also raises new research possibilities. This shows that
the small business context is not a simple one for conducting research in.

The metaphor of a kaleidoscope or a hologram describes small business HR
function quite precisely. The metaphors refer to an image where a slight turn
will alter the picture to something very different.  The same descriptive image
was first applied to HRM by Keenoy (1999; see also Vanhala 2006) and then
to HRD by McGoldric, Steward and Watson (2001), who were inspired by the
work of Keenoy. Both of them desire to bring to the fore the multiplicity of
research in the areas of HRM and HRD and criticize the search for one best
and right way to conceptualize the scientific disciplines. The same applies to
small business HR research. The context can be observed from many different
directions and therefore the models and conceptions about it are often
idealized images that do not have a more generic applicability. Part of this
hologram nature originates from the fuzziness of the concepts (Markusen 1999
as cited by Marlow 2006). As long as the disciplines of HRM and HRD find it
difficult to define the field on their own then more accurate conceptions about
small business human resource management or development cannot be
expected either.
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The challenge of drawing conclusions about how small business research
originates arises from the heterogeneity of the research context. This makes it
difficult to determine whether the research results are specific to just a given
type of small firm or are they more generic (Gilman and Edwards 2008;
Harney and Dundon 2006). A very common conclusion in SME studies is that
the results are only applicable to the given population but could be more
generally applied if more research were to be conducted in different settings.
In SME research there is often a gap between the idealized models and the
reality of the small business (Gilman and Edwards 2008; Taylor 2006). More
research efforts are therefore called for to conduct qualitative small sample
SME studies, although these may not cross the publication boundaries of the
mainstream journals (Heneman et al. 2000). Researchers are also challenged to
prove that small firms have human resource development practices in use
because those clearly have helped them survive in the competition for business
(Hill 2004). What these practices are and how are they structured in small
firms is the major question which this study attempted to solve by presenting
one alternative conceptualization of the context.

One of the main conclusions from this study is that small businesses cannot
be separated from the context they operate in. The firms are embedded in their
wider environment as many scholars have argued (Gilman and Edwards 2008;
Mayson and Barrett 2006; Edwards and Ram 2006; Edwards, Ram, Gupta and
Tsai 2006; Cassell et al. 2002). This study agrees with the point made by
Mayson and Barrett (2006) that too often HRM issues inside a small firm are
described without consideration for the external environment that has an effect
on their internal issues. Harney and Dundon (2006) have contributed to the
advancement of this type of research with their open systems model, which
captures external as well as internal issues in the same model.  As was
discussed in chapter 2.4.2 the model advances our understanding of the
different aspects relevant in small business HR research. The case examples in
this study prove the relevance of the context because the organizations operate
in very different environments, which, in different ways, affect their
possibilities to invest in human resource management. The concept of the
context also incorporates a company’s economic situation, which has been
indicated as having an impact on the HRM performance issue (Lähteenmäki,
Storey and Vanhala 1998; Monks and McMackin 2001).

This study also suggests that the organizational climate could be the
explanatory factor linking the applied HR elements to the improved
performance of small firms. Cardon and Stevens (2004, 318) concluded that
studies which address the less researched areas of HRM, such as training or
performance management in small firms might be able to shed light on what
those factors are that actually keep employees engaged in a certain firm and



79

what are the factors that drive their performance. In this study the training
function was examined through the HRD perspective and especially the
competence development aspect. It was combined with the recruitment
questions in the small firm context in order to be able to construct a more
comprehensive view of the relevant practices for small firms. In the small
context one single perspective does not explain the whole human resource
management process because in that context different practices are very much
linked to each other and need to be studied as a whole system.

Earlier studies have suggested that in organizations that apply profound and
systematic HR practices employees are more satisfied and less likely to leave
(Viljanen 2006). This finding could be applied to the small business context as
well and it could be argued that those small firms that are able to construct a
systematic way of managing their human resources can benefit from it. The
employees would most likely appreciate it because it raises their feeling of
fairness and satisfaction with respect to their workplace, and therefore also
their well-being. In recent literature employee well-being has been raised as a
significant issue in employees’ satisfaction with their work (Babtiste 2008;
Vanhala and Tuomi 2006). That is an issue that the small firms are compelled
to consider as well.

This view of combining the three perspectives to explain the small business
human resource function is like the bundle perspective in general HRM
literature, but the bundle here is constructed of practices from both the HRM
and HRD perspectives. Resource scarcity sets certain limits on the possibilities
for adapting or implementing HR practices. The situation is similar to public
sector organizations in which financial resources are limited, therefore the
possibilities to compensate an employee’s efforts with a high salary is often
out of the question (Viljanen 2006). Challenging work tasks are a way to
retain employees in a small firm and the possibilities for personal development
are able to compensate for lower salaries. This is one of the issues that small
firms could turn to their advantage and strive to use as a competitive
advantage rather than competing on pay.

Due to the fact that the attitude in small firms towards human resource
management is relatively negative due to resource scarcity, the challenge is to
find a way to convince the managers of the positive effects it has on
performance. The state of the stability of a firm is one explanatory factor in
this. In a stable, well established firm in which traditions have deep roots this
is difficult to change. In this type of firm the attitude seems to be that the work
itself should be the inspiring thing and all unnecessary so called soft HR is out
of the question. The IT organization provides a counter example to this. It is a
well established organization but because of the change in management the
organization is more growth oriented and it seeks new ways to manage its
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human resources. This suggests that in their organization the overall
atmosphere seems to have a significant effect on employee well-being and as
result of that organizational performance is improved.

In small and emerging firms managers regard HR activities as just regular
activities that concern employees (Cardon and Stevens 2004). Cardon and
Stevens refer to this approach as the “muddle through” approach which does
not easily fit with the traditional conception of HRM. This approach is the
informal and perhaps more common way to manage human resources in a
small business. It also links the discussion to the broader leadership discussion
(Heinonen and Toivonen 2006) because the leadership skills of a manager
have a central role in how human resources are managed and developed, even
if a manager lacks vast human resource expertise.  Based on the findings from
this research small firms could benefit from a more structured attitude towards
the human resource function and therefore, as the following implications will
show, there is still a lot research work to be done in this context.

5.2 The contribution to the ongoing theoretical discussion

The contribution to the ongoing theoretical discussion derives from the
combination of the three perspectives. In general there is a tendency in
organizational research to widen the scope of topics (Buchanan and Bryman
2007) to explain different phenomena. These three perspectives have not been
combined into one study before and therefore their combined effect on
organizational performance forms the contribution to research on small
business human resources. The three perspectives add value for this study
because they bring elements to the discussions that are essential in
constructing a comprehensive view of small businesses. Small business HRM
research on the other hand is able to contribute to general HRM research by
introducing practices or combinations of practices that can potentially improve
the HRM performance link in larger organizations. Those too are comprised of
small units and teams of employees to which the small business practices
could very well apply. This is in line with Gilman and Edwards (2008) who
found that linear benchmarks such as HR, RBV and HPWS applied as
measurements of SME success are inadequate because they do not consider
the contextual embeddedness of small firms.

Given the holistic nature of the research background the framework in
figure 8 intends to follow the instructions by Edwards and Ram (2006, 900) in
considering what a new framework would need to incorporate. The
instructions include 1) the incorporation of internal and external influences, 2)
the consideration of resources in terms of bargaining, contest and uncertainty,
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3) empirical application, and 4) an understanding of the firm in its specific
environment. All of these four issues have been addressed in the light of
human resources within small firms in the framework.

Also the perspective of organizational learning is at the centre of the
theoretical contribution. It is the perspective that helps combine the two other
perspectives together. Every employee in a small firm has a significant role in
the collective. As was argued in the findings section, the professional
development of an employee affects the way a collective behaves. The
intention with training employees in a small firm is to preserve or raise the
level of competencies in the firm. Competence development may be directed
to one or several employees and the improvement in professional knowledge
always affects the way the collective group behaves. The problem that may
arise from this is how the group is managed so that no one withholds
information gained from the new training and regards it as a tool solely for
their benefit. It is especially important for a small firm to be able to spread
new knowledge around an organization. Co-operation in this type of situation
needs to be kept alive. This is where the OL perspective can contribute to the
HRD discussion and therefore justify the existence of both of these
perspectives in this research.

This competence development discussion is closely linked to the resource
based view of the firm (cf. Mayson and Barrett 2006). In general human
resource management literature the resource based view is well understood but
in the small context it is not that well understood and it is given a totally
different meaning. In the very smallest firms every individual is unique and
irreplaceable. The retention, recruitment or loss of a single employee may alter
the collective group significantly. This makes recruitment issues the most
significant for a small firm. The implications for resource balance are
significant which also leads to considerable performance effects as well.

The study shows that the mediating link between all three perspectives and
organizational performance could be organizational climate in the small
context. It brings the three perspectives together and links their contribution to
performance. Cardon and Stevens (2004, 318) have recognized that several
scholars allude to the importance of a relaxed and friendly relationship based
work environment for small firms. However, these factors or their influence
on individual or organizational performance outcomes have not been modeled.
This study attempted to take on this challenge and examine the effects of a
positive environment on the performance of small firms in more detail.
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5.3 The contribution to the practice

A practical implication from the study that can be emphasized is the finding
that human resource investments in small firms do not need to be overly
expensive. With investments in the work environment it is possible to
compensate for the missing formal practices. The key question seems to be to
figure out how to find employees for an organization that fit into the current
team and are able to contribute to the success of the organization. But
recruiting the right people is not enough. The small firm has to be able to offer
the new employees some tools to cope with their work. This means that they
need to have some form of competence development in place because in most
cases the new employees need training, even if they are professionals in their
field, at least in their new organization’s work routines.

The realization of how a bad or good recruitment can affect an
organization’s environment is at the center of the practical contributions. A
challenge for a small organization is to figure out whether they are searching
for a person who complements the existing group knowledge in some way but
maybe breaks the harmony, or if they would like to keep the harmony in their
organization and find the person that best fits it. This means that some forms
of work community analysis need to be conducted to solve this problem.
When this is solved recruitment can proceed in the right direction.

Some forms of managerial training for small firm owners could help them
solve the problems of recruitment and the problem of how to leverage their
employees’ knowledge for their organization. This is where human resource
theories could be of use to them. The theories could help in practical human
resource management problems, if they were presented understandably and in
a down to earth style.

5.4 The evaluation of the study

The evaluation of a qualitative case study is not as simple as in quantitative
studies. This is mostly because there are no definitive criteria for the
evaluation. Small sample case studies often encounter criticism on the
generalizability of the results, or more specifically the lack of it. It is not even
possible to determine how well the results would hold in other cases (Tsoukas
2009). Bu it is possible to provide general understanding on how well the
results are applicable to similar individuals, groups or events even without
drawing wider conclusions (Berg 2004).

A relatively common way to evaluate research is to discuss its validity and
reliability. These concepts are not especially developed for qualitative
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research. The central issues in the validity and reliability discussion concern
the chosen cases, method and data analysis. These are the points in a piece of
research that affect the outcomes the most. The popularity of qualitative
research is, for the most part, due to the flexibility of the approach. It does not
mean that anything goes in this approach, but rather it refers to the many
choices a researcher has in how the research is presented (Coffey and
Atkinson 1996). It also increases the demand for explanations of all choices
made.

The issue that mostly affects the results of the study is that the results are
interpretations of a reality (Curran and Blackburn 2001). Two different
researchers may look at the same data from a different point of view and end
up with distinct conclusions and see the connections to previous literature
from a different viewpoint. Therefore the argumentation and explanation of a
research process and of its results and conclusions are important in qualitative
research. Curran and Blackburn (2001) list several issues that affect the
validity of the results in qualitative small business research. Most of these
have to do with how the process of the research is described and rationalized.
Hartley (1994) points this out and calls for explanations of first of all the
relationship of theory and method in the research, and secondly, how the
potential weaknesses of the method are addressed. She argues that by doing
that it is possible to avoid simplistic arguments such as the lack of reliability
and generalizability (see also Miles and Huberman 1994) in qualitative
research.

The other central issue in validating the research is methodological
adequacy. The size of a sample is not indicative of qualitative research but the
reasoning surrounding how it was selected is. The target organizations in this
research are not representative of the whole small business context (cf. Curran
and Blackburn 2001) but the choice of the two target organizations was based
on access to these organizations and their suitability for this research. The
organizations were chosen because through these organizations it was possible
to present two different small business contexts and two different attitudes
towards human resources. The rationalization behind the choice of the sample
was that in a qualitative case study it is difficult to handle a large sample and
two organizations seemed an appropriate number, especially because it was
possible to gather longitudinal data from one of them. In qualitative small
business research it is difficult to reach a representative sample, due to the
heterogeneity of the small businesses, unless a certain profession or a field of
operation is researched. Then the size of the organizations, their level of
stability and growth orientations would make the sample heterogeneous. A
representative sample would be appropriate if the aim was to test theory but
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because the purpose of this research is not to test theory this type of theoretical
sampling is appropriate (Eisenhardt and Graebner 2007).

The validity of this type of study is strengthened through, for example, a
longitudinal aspect. A snapshot of one organization at a single point in time
can be interesting (Jensen and Rodgers 2001) but if it is possible to take a
longitudinal look at an organization it allows a better understanding to develop
during the process. The point of the snap shot studies is to describe certain
phenomenon in the small context but that type of data does not allow for
deeper conclusions to be made. Thus, the longitudinal data permitted the
examination of how the employees learn in their work. Learning is a difficult
concept to first of all define and secondly to measure. With longitudinal data
and by interviewing the same people twice it is possible to grasp the surface of
learning in organizations. It still does not allow a thorough understanding to
develop of the mechanisms through which learning in organizations occurs,
but it is possible to detect whether the particular individuals have learned
something.

The way to test the methodological adequacy is through triangulation
(Curran and Blackburn 2001). If the interpretations are supported by data from
different kinds of data collection strategies it always increases the validity of
the interpretations. Triangulation also refers to the idea that there are multiple
different versions of the reality and approaching the phenomenon through
these different viewpoints will increase understanding of this phenomenon
(Eriksson and Kovalainen 2008). This aim was realized in the IT organization
where both the manager and the employees were interviewed. These provided
two different views of the reality in the organization and are therefore
complementing sources of data. The findings from the managerial interview
were supported by the employee interviews and vice versa, which raises the
credibility of the findings to a higher level.

In this research the interviews were the main source of data but some
observation also took place. It was not a systematic data collection strategy but
the observations during the interview visits provided additional evidence about
the issues the employees talked about in the interviews. Longer periods of
observation would have aided in understanding the processes on a deeper level
but there is also a danger of losing objectivity in that type of study (Leonard-
Barton 1990). This means that if the researcher becomes too involved in an
organization it is difficult to be objective anymore. This could easily be the
case especially in small firms if longer periods of time were spent in the
organizations. However, on the other hand, a longer observational period
could provide very interesting data and would allow deeper conclusions to be
made. The problem with observations in small firms derives from the size of
the organization. If there are only ten people working in an open office an
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observer could cause uneasiness amongst the subjects and produce unreliable
data.

The strength of having more than one target organization is that they lay the
ground for multiple conclusions and affect the reliability of the results
(Leonard-Barton 1990; Yin 1994). One or two more of these cases would have
broadened the scope of the research even further, but due to time and resource
constraints it was not possible to include more than two in this research. The
number of cases in one study is always a debatable issue. What is the right
number? There is no straightforward answer to that question but Creswell
(1998) sees that the more cases there are in a study the more the individual
cases will lack depth. I think that this study would have benefitted from the
opportunity to include the employee interviews from the expert organization
into the data. Those would have brought another dimension to the analysis.
But another case organization would not have been needed. Taking a look at
this issue through a third case is an option for further studies.

Qualitative research tends to avoid making universally applicable claims
but it is able to make suggestions for further research. What these concern is
also a question of validity (Curran and Blackburn 2001). Hartley (1994, 225)
proposes that case studies can be useful because, with a detailed examination
of a particular phenomenon, they are able to reveal a process that can be
proposed as general or peculiar to that organization. This means that this type
of detailed analysis will help to specify the process underlying the behavior
and can help to specify the conditions under which the behavior can be
expected to occur. It is generalization about theoretical propositions not about
populations (cf. Yin 1994).

Similarly as the selection of the target organizations is a subjective
procedure so is the selection of the interviewees in the organizations. Curran
and Blackburn (2001) bring up two negative issues that are rather common in
small business research. First of all, too often the employee interviewees are
selected in agreement with the manager. This gives the employees the wrong
message about the interviews because they are then aware that they have been
approached with the consent of the manager and this may subsequently inhibit
them from expressing themselves freely. Secondly, the sample may become
biased if the manager is only willing to nominate certain types of employees.
Opposing or negative views may then be excluded from the data, which then
affects the validity of the results.

The first one of these two drawbacks applies to this research as well. The
employees in the IT organization were selected by the manager during the first
interview.  The criterion he used for selecting the interviewees was to gather
as representative a sample as possible. Therefore, the interviewees were
chosen from both of the units in the organization, both long and short-term
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employees (measured by their professional experience), and people with
different roles in the organization. These criteria were also suitable from the
research perspective and there is no reason to doubt that the sample would not
have been representative of the organization.

The employees were aware that they had been selected for the interview by
their manager. This may have affected their response to the interview query. It
is possible that if the manager had not been involved in the process of
selecting the interviewees they would have declined from it but now they may
have felt obligated to take part in it. This is something that cannot be explicitly
known but since their attitudes were positive towards the interviews when they
were interviewed it seems that they would have declined if they had wanted to
do so, or if they did not have time for it. The positive side of the manager’s
involvement is that it allowed the efficient arrangement of interviews, the
company premises were made available, and the sample was as representative
as possible. It would have been almost impossible for an outsider to determine
who in the organization is worth interviewing. The interviewees were advised
by the manager to talk about their work as it was and not to hide any
unpleasant issues. Therefore it can be presumed that the interviewees did not
need to be overly cautious when they talked about their work. They were
given consent from the manager to talk about their work.

5.5 Future research possibilities

This research raised new research possibilities. It seems that the more you
look into the small business context the more issues appear as relevant or
interesting to study. This is part of the hologram nature of the research
context.

First of all, the study showed that there would be a need to do comparative
research. The comparison could be between stable and growth firms to find
more examples of how an organizational climate has different implications for
these different types of firms. Stable and growth firms, new and established
firms (Cardon and Stevens 2004), or small and large firms are not the same
(Curran and Blackburn 2001). There are numerous possibilities for
comparison due to the different fields of operation. As this study showed, the
field of operation, to a certain extent, determines what the most critical human
resource practices are for a firm because the practices are not equally
important within a firm or between two different firms (cf. Monks and
Loughnane 2006). In the heating and plumbing business the most critical HR
practices were most definitely the recruitment and retention problems and for
the sales organization the issue was more about creating a friendly but
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competitive work environment. Adding different types of firms to the study
would make it possible to see if different types of attitudes towards human
resources could be found or if they do actually fall into one of these two
approaches.

These two case studies showed that the general atmosphere in an
organization may have an effect on employee well-being and suggested that
organizational climate could be one explanatory factor. The organizational
climate regarding human resources has not been overly studied. The issues
that affect the formation of the organizational climate include, for example,
the distinctiveness, consistency and consensus of the HR system (Bowen and
Ostroff 2004; Ostroff and Bowen 2000). Bowen and Ostroff have aimed to
advance theoretical development with their concept of the “strength of the
HRM system” which they argued could affect organizational climate. In the
small business context it is easier to detect whether this is true or not. The IT
organization is an example of a company that has intended to create a climate
that supports the organization’s actions and therefore serves as a mediating
link between HRM and performance. More evidence about this in other
contexts could complement this finding and add value to the theoretical
development of the HRM field.

  In HRM research age management is a prominent research area at this
point. This question would be essential to study in the small context as well. It
was a question that became especially apparent in the expert organization, in
this particular study. There the age division between employees is large, which
makes the management process challenging. They have employees close to
retirement age and very young workers who are at the beginning of their
professional career. The natural middle age group is missing which leads to
the situation that they are in a hurry to find committed young designers who
would take over the work load when the experienced designers retire. This age
division makes the organization’s continuity a big question mark. Age
management research could offer small firms the tools to overcome this type
of employee retention and commitment problem. Therefore, a future research
possibility would be to apply the age management theory to the small business
context, especially in industries that do not have much appeal among job
applicants or students.

The questions surrounding strategic HR are an interesting future research
possibility as well. Strategic HR is often associated with the resource based
view of a firm. The term ‘strategic’ is quite ambiguous (Wright and Boswell
2002) because it is difficult to determine what it includes and what the non-
strategic issues actually are which are not included in the concept. Especially
in small firms, almost every business decision is strategic, even though the
concept of ‘strategic’ may not be used. In future research projects this could be
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studied in more detail by comparing, for example, the recruitment process in a
large and small firm. For a small firm the recruitment of a new worker is
strategically more important and also financially a risky operation. In the small
firm one ‘bad apple’ can spoil a good atmosphere and affect everyone else’s
desire to work to the best of their ability.

This is one of the reasons for small firms to rely on informal recruitment
and hire someone they know from previous contacts. This type of recruitment
may lead to a situation where the firm runs out of potential recruits or they
may exclude someone well qualified for a job because they do not use official
recruitment channels and advertise the job to a wider audience. The official
channels can result in a large amount of applications, which can then burden
the manager who needs to choose and interview potential candidates and then
make the final decision about hiring a new employee. If the organization is
lucky it will gain a competent and committed employee who fits well with the
team and is also productive. These difficulties in the recruitment process were
issues brought up by both the interviewed managers. For the expert
organization it is even more crucial to be aware of the bad apples because the
organization is so small. There the question of finding any interested
applicants also raised the level of difficulty of the process. In the IT
organization the problem is more about the extra work load that the
recruitment process brings.

This brings the capability discussion into the small business context, which
is another research area requiring more study. Small firms seek capable people
who would fit into the current team of employees. The question then remains,
how can bad recruits be avoided and how do new recruits affect an
organization’s atmosphere and overall climate.

This study offers also the possibility for future research to take advantage of
the elements that were found to be relevant for small enterprises’ human
resource function. The elements such as the central role of the manager, the
embeddedness of the HR practices, and the informality of HR practices could
form the base for building a new research design. New data could be collected
from other small firms to either confirm the findings or to find evidence of
some other elements that would be more appropriate for small firms.

The holistic approach of this research can be criticized. One can ask
whether it was necessary to include all three of these perspectives in one study
although there are a lot of un-researched areas in each of these three
perspectives. The argument on behalf of taking all three into consideration is
that in the field of human resources all of these can make a contribution to the
future of HR, as Ruona and Gibson (2004) thoroughly argue. This is the case
in large organizations but more so in the small context. The daily management
of small firms involves all the possible elements of managing a business
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successfully. Therefore, including all of these elements matches the reality of
small business development in that anything you do affects everything else in
the business. As a concluding remark I quote Harney and Dundon (2006). The
quote illustrates how the human resource management in small enterprises can
be like a patchwork – sewn together from many different pieces:

“HRM in SMEs is not a seamless garment but rather a quilt composed
of a distinct mix of policies and practices.”
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Appendix 1. Interview themes for the managers (English translation)

First round of interviews
1. History of the company:

• What type of organization is this?
• When was it established?
• How has the company ended up where it is today?

2. Description of the field:
• In what field does the organization operate?
• What are the special features of the field of operation in this area?
• What is the business envirionment like at the moment?

3. Description of the personnel and their educational background:
• How many people are working for the company?
• What is their basic education?
• What types of work tasks do they do?
• Are there some special competence requirements for the jobs?

4. The business aims of the organization:
• Are there growth intensions?
• What are the plans for the future?

5. Specialties of the organization:
• What makes this organization unique?
• How is it different from other similar organizations?

6. Organizational culture:
• How would you describe the organizational culture in this organization?

7. Human resource practices:
• Can you identify certain human resource practices in your organization?
• Which ones do you apply regularly?
• How is the recruitment of new employees organized?
• What type of process is that? Do you find it easy? Why?
• What type of training is required in the job?
• How is the employee training organized in this firm?
• How is the internal communication organized?

8. The existence of written strategic or human resource management plans:
• How do you plan for the future?
• What is your role in this organization?
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Second round of interviews

1. Description of the changes:
• How has the organization changed during the year?
• Have there been changes in the numbers of the employees?
• Has the business environment changed?
• How has that affected your work?

2. The structural change:
• What has happened?
• How has it affected the work relations in the organization?
• Can you already tell how it is working?
• Why was this change conducted?
• How has your role changed during this process, or has it?

3. Human resource practices:
• How have these changed?
• What are the main practices that you have in use? Why?
• Are they formal or more informal?
• What is the role of the social relations in the organization?

4. Learning and commitment:
• How important is competence development for your firm?
• How do the employees learn in their work?
• What type of learning is essential?
• How do you recognize the learning and development in the work?
• Are there concrete examples of or measures on competence development?
• Would you describe one successful and one unsuccessful work event from

the past year?
• How have those affected your work or the firm?

5. What are the main strengths of the organization at the moment?
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Appendix 2. Interview themes for the employees (English translation)

Themes for the first round of interviews
1. Background information

a. In which unit do you work at?
b. What is your job?
c. What type of working hours do you have?
d. What is the basis for your salary? Monthly salary or provisional pay?

2. Work history
a. How long have you worked for this firm?
b. What is your work history before joining this firm?
c. What were the main reasons for you to join this particular firm?
d. How was the recruitment process organized in your recruitement?
e. Did you respond to a newspaper add or did you hear about this job from

some one?
f. What are your carreer plans for the future in this organization?

3. Training and learning
a. What is your basic training?
b. Are you in some kind of training at the moment?
c. Do you do the kind of work that you were trained for?
d. How do you develop your professional competencies here? In training

sessions/ through trial and error/ learning from coworkers?
e. In what types of situations or work tasks do you feel that you learn the

best?
f. How do you feel about attending professional training? Do you find it

benefitial to attend professional training?
g. What is the most important skill in this job?
h. Is competence development seen important in this organization? Why?

4. Communication
a. How is the daily communication structured in this firm?
b. What types of goals do you have in your job?
c. Are those golas clearly articulated and visible?
d. Can you describe what the goals of your unit and the whole firm are? Are

those goals clear to you?
e. Ccan you influence on your own work issues?

5. Work satisfaction
a. How would you describe the work environment here?
b. What are the main things that make you enjoy your work?
c. How does the firm invest in employee wellbeing?
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d. How or from whom do you get feedback about your work? Positive
and/or negative?

e. How would you describe the relationship between the employees and the
manager?

f. Do you feel that employees are treated equally in this organization? How
is that expressed?

6. Responsibilities and rewards
a. What types of responsibilities do you have in your work?
b. In your opinion are your responsibilities in line with the rewards?
c. Would you be willing to take more responsibility?
d. How demanding is the job you are currently doing?
e. How are you rewarded from your job or the goals you are able to reach?
f. Do you work in a team or is it more individual work?
g. Do you feel that the the reward policies in this firm are clear and fair?
h. If you could change one thing here what would it be?

7. What are the values of the firm? And how do they manifest in the daily work?

Themes for the second round of interviews
1. How has your work changed during the year?

a. Could you tell about your current work tasks?
b. Have your work tasks changed/do you have new work tasks due to

learning and competence development?
c. What are the effects of the new organizational structure to your job?
d. Who is your superior at the moment?
e. What is the role of the previous manager (the owner manager) in the

leardership at the moment?
f. How has that changed the work routines or the leadership in the

organization?
g. If you compare the old and the new structures how would you describe

the benefits and weaknesses of them?
2. Has your work unit changed during the year?

a. Do you have new co-workers?
b. Has some one left the firm during this time? Why?
c. How has that affected your work load?
d. What is the co-operation like between the two work units?

i. What are the best sides of it?
ii. What would you develop in that relationship if you could?



111

3. What are the most important factors in your work at the moment?
a. Do you value professional development?
b. Higher pay?
c. The work group?
d. The firm?

4. Learning in work
a. Could you describe one successful work event durint this year?

i. What made it so successful?
ii. What did you learn from it?

iii. Were you able to transfer that new knowledge into the next work
assignments?

iv. How was it rewarded?
b. Could you describe one unsuccessful work event from the past year?

i. What did you learn from that?
5. Additional questions for the new members of the board

a. What is your new role in the organization?
b. How has the new structure worked out so far?
c. What additional work tasks are involved in the managerial work

compared to your previous work tasks?
d. Have you been trained for the managerial position?
e. What issues do you find most challenging in the job?
f. What do you see as the most rewarding issues?
g. What are the values of the firm and how do those manifest in your work?
h. What is the role of the new board of directors?
i. How would you describe the responsibilities that are involved in the

managerial work?
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HRM IN SMES – LINKING EMBEDDED HUMAN
RESOURCES PRACTICES TO PERFORMANCE
AND EMPLOYEE WELLBEING

Essi Saru, Turku School of Economics

INTRODUCTION

At the end of 1990s research on human resource management (HRM) was ignored in
many  writings  on  small  and  medium­sized  enterprises  (SME)  (Wilkinson  1999).
However  that  situation  has  now  changed  and  HRM  within  smaller  contexts  has
attracted  considerable  research  interest  (Bacon  and  Hoque  2005).  First  of  all,  the
theoretical  foundations  in  general  were  concentrated  on  by  researchers  and
academics (eg. Hornsby and Kuratko 1990 and 2003; Bacon et al. 1996; Heneman et
al.  2000;  Nguen  and  Bryant  2004;  Cardon  and  Stevens  2004;  Bacon  and  Hoque
2005; Harney and Dundon 2006; Marlow 2006) as were the unique features of small
but growing firms (Mazzarol 2003; Kotey and Sheridan 2004; Kotey and Slade 2005;
Barrett  and  Mayson  2007).  Questions  about  recruitment  and  staffing  have  since
become one of  the most studied SME topics (e.g. Carroll et al. 1999; Taylor 2006;
Kotey and Folker 2007; Barrett et al. 2007). This growing interest can also be seen in
the  fact  that  special  issues  of  academic  journals  have  been  devoted  solely  to  the
discussion of HRM in SMEs (eg. Entrepreneurship Theory & Practice Fall 2000 and
Human Resource Management Review 2006 vol. 16).

Previous  literature  on  the  subject  has  aimed  at  describing  the  current  state  of
HRM  in  small  firms  as  well  as  finding  ways  to  show  that  human  resource
management also matters in the small context. One of the difficulties of this research
subject  is  that  defining  the  terms  of  HRM  and  SMEs  is  problematic  (Katz et  al.
2000).  Katz et  al.  (2000)  claim  that  the  multitude  of  definitions  makes  the
management  of  human  resources  confusing  for  both  scientists  and  practitioners.
Therefore for the purposes of this paper the term small firm refers to an organization
with over 10 but less than 50 employees. In addition, a small firm is regarded as an
established and growing firm. This further clarification is needed because there is a
difference in HRM between new and established firms as well as between stable and
growing firms (Cardon and Stevens 2004).

HRM  on  the  other  hand  is  a  more  complicated  concept  to  define.  It  is  often
characterized as  informal, which  indicates  that  there  are  no written HR procedures
and that HR is the responsibility of the manager (Hornsby and Kuratko 2003: 74; de
Kok and Uhlaner 2001). Furthermore, it is restricted by scarce resources such as time
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and money. To overcome this difficulty Cassell et al. (2002) call for a SME­friendly
way  to operationalize HR practices. They propose  that we talk about practices  that
are  actually  applied  in  SMEs  e.g.  selection,  appraisal,  rewards  and  development.
These  functional  forms of  HRM  derive  from  the  work of  Tichy  and  others  (1982)
and have been applied to the small context by Sels et al.  (2006a) and Cassell et al.
(2002). It can be argued that these functional forms of HR remain valid because there
is a broad understanding of the meaning of these concepts among practitioners and
scholars (Cardon and Stevens 2004: 296).

Therefore, HRM in this paper is also referred to through these functional forms of
HR, although it must be kept in mind that these practices can be well­developed and
include  new  management  initiatives  (cf.  Bacon et  al.  1996).  In  addition  to  these
functional forms of HR, open communication and the availability of competent and
committed staff are also relevant factors for small firms (Finegold and Frenkel 2006;
Bacon and Hoque 2005; Mazzarol 2003: Rutherford et al. 2003; Cassell et al. 2002;
Hornsby and Kuratko 1990 and 2003).

The  aim  of  this  research  is  twofold.  Firstly,  the  aim  is  to  briefly  review  a  few
HRM  models  for  small  firms  and  point  out  the  affects  of  HRM  on  the  overall
performance  of  an  organization.  Secondly,  the  aim  is  to  describe  existing  human
resource management practices  in one small but growing  firm and to make explicit
those  practices’  connection  to  employees’  well  being  in  that  organization.  The
underlying  construction  is  that  the  meaning  of  HRM  can be  explained  through  the
concept of embeddedness. This refers to the observation that in a small company the
manager responsible for the success of the company may not see any of his/her basic
daily  management  initiatives  as  being  especially  human  resource  practices.
Nevertheless, HRM practices are present and applied regularly. Therefore it is argued
that  HRM  is  embedded  in  the  daily  business  routines  of  a  manager  and  in
consequence difficult to explicate.

LITERATURE REVIEW

HRM models for small firms

HRM in SMEs can be studied by modeling or by concentrating on a bundle of HR
practices. HRM in SMEs has also been characterized as small is beautiful but also as
a bleak house (e.g. Bacon et al. 1996). Harney and Dundon (2006: 49), on the other
hand, have stated: ‘HRM in SMEs  is… neither beautiful nor bleak but rather  is best
understood  as  complex’.  They  refer  to  previous  studies  which  indicate  that  HRM
research  does  not  adequately  capture  the  complexity  or  heterogeneity  of  HRM  in
SMEs.  By  complexity  they  refer  to  the  close  link  of  an  SME  to  its  external
environment and the complexity of its internal dynamics. Heterogeneity on the other
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hand  refers  to  the  multitude  of  different  SMEs  and  their  different  ways  of  coping
with the competition. With these factors in mind Harney and Dundon (2006) present
an open systems model to describe HRM in SMEs.

In their model Harney and Dundon (2006) argue that both external factors such as
market  structure,  HR  supply  and  industry  or  sector  and  internal  factors  such  as
ownership,  management  style  and  size  affect  emergent  HRM  in  small  firms.
Emergent HRM  means  that  it  is  not  formally planned  but  is  based on and  takes  its
form from the current external and internal factors of the firm. Harney and Dundon
(2006) state that this emergent HRM can lead to better labor productivity, flexibility,
social legitimacy and the informality/formality of relations. This means that although
HRM  emerges  from  the  interaction  of  external  and  internal  factors,  Harney  and
Dundon’s (2006) model can be regarded as strategic because it aims at improving our
understanding of the situational factors involved in HRM.

The difficulty of  their  model  is  that all of  these  factors are complex  to measure
and  it  is  challenging  to  show  the  link  to  improved  performance.  However,  Harney
and Dundon (2006: 68) make the important conclusion that in the case of small firms
one  needs  to  pay  more  attention  to  the  issue  of  survivability  and  should  not  only
discuss competitive advantage. Therefore managers often work on an intuitive basis
and apply more  informal measures such as ensuring that there  is work to do all  the
time (the “keeping busy” measure). (Jarvis et al. 2000) As Jarvis et al. (2000) point
out the amount of cash available is also often regarded the most relevant performance
measure.

Cassell et al. (2002) present a different model which assumes that the application
of  a  single  HR  practice  is  need  based  rather  than  being  the  result  of  a  strategic
decision.  They  propose  that  the  decision  to  apply  a  HR  practice  in  a  small  firm  is
affected by  prior HR experiences,  resource availability and a  managers’  interest  in
HR (see also Finegold and Frenkel 2006). If a certain HR practice is implemented its
outcomes are monitored and its subsequent evaluation then possibly affects the next
application  of  a  different  HR  practice.  This  model  may  not  be  visible  in  a  small
organization  but  HR  practices  are  often  unconsciously  applied  just  as  this  model
suggests, especially in the early stages of a new firm.

Previous  studies  on  HRM  in  SMEs  tend  to  examine  the  existence  of  HRM
practices without examining the impact of the HRM practices on SME performance
(Zheng et  al.  2006).    Zheng et  al.  (2006)  argue  in  their  model  that  HRM  affects
outcomes which  have  a  direct  effect on  performance.  All  three  models  capture  the
complexity  of  managing  a  small  firm’s  human  resources. Furthermore, despite  the
complex  environment,  the  small  context  makes  it  easier  to  see  the  effects  of  HR
practices on a firm’s performance and the small context is therefore at least suitable
for this type of study (Sels et al. 2006a).
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Formal and embedded HR practices as performance drivers

One of the most crucial issues in the HRM performance discussion is the problem of
hiring  employees  who  are  competent  and  would  also  fit  into  an  organization’s
current team of employees and the work culture (Marlow 2000; Finegold and Frenkel
2006). As Marlow (2000: 143) points out, the benefits of choosing a new employee
who  fits  outweighs  the  potential  costs  of  employing  someone  well  qualified  who
does  not  fit  into  the  company  work  culture  (see  also  Heneman et  al.  2000).  The
selection process is  important for a small firm because the costs of a selection error
are  very  high  (Heneman et  al.  2000)  and  it  is  very  difficult  for  a  company  to
unburden  itself  of  the  wrong  choice.  The  better  the  choices  that  are  made  when
choosing new employees, the more the organization is likely to benefit.

Investments  in  training  have  direct  and  indirect  effects  on  total  performance.
However, as Patton and Marlow (2002: 261) argue there are reasons why small firm
owners  are  reluctant  to  invest  in  training.  These  include  ignorance  of  potential
benefits, time issues, fear of increased employee mobility and a lack of evidence for
enhanced firm performance. Informal training is therefore preferred.

The role and importance of formal and informal HR practices is growing in SMEs
because  it  is  essential  to  keep  employees  satisfied  with  their  work.  They  need  to
compete  with  larger  organizations  for  competent  workers.  Therefore  questions  of
wellbeing  and  the  work  climate  become  essential  to  consider  when  attracting  and
retaining employees. There is no single thing that affects SME performance but the
elements  discussed  here  would  seem  to  be  the  ones  SME  managers  show  concern
about.  The  question  of  whether  HRM  is  embedded  in  daily  routines  or  formally
planned practices does not really matter, if a link to performance can be detected.

For all organizations it is ultimately the performance of the organization that is the
driver for business decisions. Therefore the link between HRM and performance is at
the top of such discussions. It has been stated and to certain extent also proved that
HRM  has  an  effect  on  performance  in  large  organizations  (e.g  Delery  1998;
Lähteenmäki  2001;  Guest,  2001  and  1997),  as  well  as  small  ones  (Chandler  and
McEvoy  2000;  Sels et  al.  2006a  and  2006b).  However,  this  area  still  needs  more
research to be fully demonstrated.

METHODOLOGY

HRM in SMEs has been studied through a variety of approaches and methods. There
have been quantitative surveys (eg. Horsnby and Kuratko 1990 and 2003; Carroll et
al. 1999; Nguen and Bryant 2004; Bacon and Hogue 2005; Kotey and Slade 2005) as
well as qualitative case studies such as those by Harney and Dundon (2006), Barrett
et al. (2007) and Cassell et al. (2002). Both forms of research have been able to bring
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important issues to researchers’ attention, but so far research has not been cumulative
enough and there is no common agreement on what the most central factors are with
regard to HRM within small firms. This is why there is a need to take a closer look at
a single small company to see how they deal with human resources and in doing so
try  to  verify  some  of  the  findings  from  previous  research.  Therefore  this  is  a
qualitative case study with a practical perspective. Case research has been popular in
small business research for some time (Curran and Blackburn 2001) and it has a long
history  in  the  social  sciences  (Perren  and  Ram  2004).  This  is  very  understandable
because the small context makes it is easier to keep the approach simple. Moreover,
the case study’s ability to provide descriptive results (Eisenhardt 1989) is appropriate
in this context.

Data Collection

The  data  for  this  study  has  been  gathered  from  interviews  with  the  case
organization’s  owner­manager  and  some  of  its  employees.  In  total  ten  interviews
were conducted during December 2006 and January 2007. They lasted from 30 to 60
minutes  and  they  were  recorded  (with  the  permission  of  the  interviewees)  and
transcribed afterwards. The aim of the interview with the manager was to develop a
thorough  picture  of  the  organization,  its  values  and  development  plans.  The
employees on the other hand talked about their work and about the social side of the
work  environment.  The  aim  in  their  interviews  was  to  gather  their  views  on  the
management process and discover possible areas of agreement and disagreement.

The overall purpose of  the  interviews  was  to  find out  if  the  functional  forms of
HR  are  relevant  for  this  organization  and  which  elements  of  HR  the  employees
value. This was carried out by analyzing the transcribed interviews according to three
functional  HRM  elements:  recruitment,  training  and  communication.  These  three
elements have been regarded as central for SMEs (Finegold and Frenkel 2006). The
connection  to  overall  performance  can  be  discerned  from  the  interviewees’
impressions and descriptions. Financial performance is not considered here.

Case Description

The case organization is a sales organization in the IT­field. The company sells and
markets  IT­equipment  and  software  to  public  and  private  sector  organizations.  It
consists of a group of organizations with two new affiliations and a separate service
organization.  The  parent  company  and  the  service  organization  together  employ
about 20 people. There are about 10 more employees in the affiliations but they are
not included in this study.
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The organization is  led by a young owner­manager who acquired the company 5
years ago. The company had been  in operation  for over 20 years and  it was  locally
well established but it needed a new and fresh management style. The new manager
started  to  train  the  workers  and  demand  more  of  them.  New  work  values  such  as
respect  for  others,  togetherness  and  the  joy  of  working  were  brought  in.  The
cumulative effect  of  the  new values  resulted  in  improved performance. The  values
also serve the purpose of keeping the organization flat and flexible and therefore give
employees clear areas of responsibility for their own work.

Since  the change  in  management the number of  employees has grown,  financial
results have improved, a service oriented organization has been established and new
affiliations have been acquired. All those changes have taken the business to a new
level.  Crucially,  a  straight  link  between  the  applied  management  practices  and
company performance can be detected. These practices are described in more detail
in the following section and the results can be linked to the HRM models presented
earlier.

FINDINGS

Recruitment Channels

The  factor  which  separates  this  particular  organization  from  other  organizations
operating  in  the  same  field  (either  large  or  small)  is  their  attitude  towards  new
recruits. The company does not require that the new workers be professionals when
they begin their career in this organization. Instead, they educate people that seem to
have the potential to grow and develop and who enjoy the sales job. They are happy
to  recruit  young  people  as  interns  or  recruit  someone  they  know  from  previous
contacts  who  is  seeking  their  first  or  second  permanent  job.  The  newcomers  start
with  smaller  projects  and  then  continue  to  bigger  ones  when  they  have  acquired
enough  skills.  This  organization  is  in  a  fortunate  financial  position  to  be  able  to
operate like this. The manager describes it like this:

‘I do not care  whether  the sellers are highly educated or not.  If  you
have the right sales attitude and human relations skills you can do the
job.’

The company has recruited many new employees within the past  two years. The
recruitment  process  has  been  both  need­based  (cf.  Cassell et  al.  2002)  as  well  as
strategic. The field of  information technology is growing and clients are demanding
more  high  quality  services.  Therefore  to  be  able  to  offer  competitive  services  and
stay in business the organization needs to have new talent that is developing all the
time as well as be willing to invest in recruitment and training.
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Their recruitment process is very typical for small firms (eg. Cardon and Stevens
2004). They have chosen to use informal networks and word of mouth (Cassell et al.
2002)  as  their  major  recruitment  channel,  although  they  have  also  tried  formal
recruiting through newspaper ads. The manager also sees the difficulty in finding the
right people to fit the current team of employees and states that there is valuable time
and money lost if…

‘…the  one  you  have  recruited  proves  to  be  unsuitable  to  the
profession  and  you  have  to  start  the  recruitment  process  all  over
again.  If you see potential  in someone it  is wise to bring that person
into the company so that they can grow with the company, even if you
would not need any new employees at that moment.’

Although  informal  recruitment  methods  are  typical  for  small  companies,  some
recent  studies  show  that  as  a  firm grows  formality  actually  brings  better  results  in
finding people with  the  right attitude  (Barret et al. 2007). Another negative side  to
informal  recruitment  is  that  it  tends  to  be  exclusive  (Carroll et  al.  1999),  which
means  that  there are many potential competent recruits who do not get a chance to
apply for the job. Hence, it can also be costly because there are no guarantees that the
person selected is going to cope in the job and bring in the results that are expected.

The idea behind informality in recruitment is that a network recruitment will find
employees about the same age, who think similarly about their work and are highly
competitive.  That  makes  the  group  very  productive  and  it  also  increases  their
performance. This is how one of the employees describes it:

‘I did an aptitude  test before I  came here because  it  was clear  from
the  beginning  that  they  wanted  a  guy  that  can  fit  in  and  gets along
with the others. We all get along well, which is important, even more
so than I thought in the beginning.’

Training and Learning

Some training and personnel development  is essential  for the success of every  firm
(Cardon and Stevens 2004: 308). For the case company this means formal class room
training  and  also  learning  at  work.  Learning  at  work  refers  to  socializing  the
newcomers  in  the  culture  of  the  work  place  and  also  learning  to  do  the  job.  The
company aims at training employees regularly. This again supports the results of the
study by  Cassell and others  (2002).  In  their  study  they  found  that  the  training  that
small companies attended was tailored to specific, identified needs.

In  the  case  company  here  most  of  the  training  was  carried  out  by  the
representative heads of the product lines. In addition to product training some of the
employees also attended leadership courses. Product training is seen as a prerequisite
for  keeping  the  sales  licenses  valid  and  the  business  in  operation  but  it  demands



122

resources  from  the  company.  When  an  employee  is  in  training  he  misses  a  day  at
work,  which  means  a  reduction  in  sales.  This  has  been  dealt  with  by  assigning
individual  product  lines  to  different  sellers  to  ensure  a  more  even  distribution  on
training days. The company has had positive experiences with this type of training. It
was  noted  that  in  their  line  of  business  the  products  change  so  fast  that  constant
retraining was necessary in order to keep knowledge up­to­date.

‘When you  train  several  times a  year  you do not necessarily  see  the
benefits of that training but if you miss training for two years in a row
then  you  are  automatically  out  of  the  game.  You  always  learn
something even though you do not notice it right away.’

As  training  is  time  consuming  and  requires  resources  (both  money  and  time)
(Kotey and Folker 2007: 216) the question raised  is: How well can a company take
advantage of  the  training provided and  benefit  from  it without  losing  any  valuable
income or wasting resources? The solution to this equation affects the performance
outcome.

Open Communication

The  importance  of  open  communication  was  one  of  the  most  significant  findings
gained from the interviews. All the employees interviewed emphasized that this was
a prerequisite for a good work environment and the development of the willingness
to perform to the best their ability. In a small organization communication is usually
easy  to  do  and  a  natural  part  of  daily  work.  This  is  because  of  the  inherent
informality  and  close  relationship  between  the  manager  and  the  employees.
Information flows naturally up and down and there is no question that the employees
would  not  know  the  meaning  of  their  own  work  and  its  importance  to  the  whole
performance  of  the  firm.  Therefore  formal  meetings  are  seldom  needed  in  the
company. The employees sense this:

‘One  thing  that  is  good  here  too  is  the  openness.  The  management
does  not  have  any  big  secrets  and  we  talk  very  openly  inside  the
company about business issues.’

Appraisals can be regarded as a part of  the communication  in an organization as
well  as  an  opportunity  for  performance  evaluation.  An  appraisal  discussion  is  a
formal  management  practice  that  in  a  bigger  organization  is  an  established
procedure. Small  firms  tend to talk  informally but  in this organization the manager
was aware of and interested in the human resource management side of business and
introduced formal appraisals at the beginning of his career as a manager.

At first the discussions were held twice a year but that turned out to be too often
and  they changed  it  to once a  year. Having  tried  this  for  a while  he decided  that  it
would  be  more  profitable  to  let  the  employees  choose  a  time  for  discussion  when
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they  felt  that  they  needed  to  discuss  something.  According  to  the  manager,  ‘… the
initiative has to come from the employee because they need to want to talk and be
interested in the discussions’. At this point only one or two have wanted to have an
official discussion. The conclusion drawn from this was that the company is so small
that  the employees  talk with  their  manager about  their work and problems  anyway
and it does not need to be at a set time and place. They still conduct appraisals in the
company but on a voluntary basis.

In  brief,  they  went  from  official  appraisal  to  a  more  informal  and  voluntary
discussion. This supports the finding by Cassell et al. (2002) that appraisals are used
in  small  companies  but  formal  systems  are  rare.  Although  the  small  company
manager  is aware of different HR practices and  their  value,  these practices are  not
necessarily  worth applying  in a  small  company.  The conclusion drawn  here  is  that
the manager had a positive attitude towards the appraisals but the experience was not
as good as the intention behind it, and therefore they were not formally applied after
the trial round.

Instead  of  conducting  discussions  officially  the  manager  has  introduced  some
unofficial practices  that  make up  for  the  missing or  rare appraisals  to  some extent.
One unofficial practice is a lunch provided for the employees by the company on the
last Friday of every month. They sit down and relax together and talk about what is
going on with their work. These Friday lunches take care of the more informal side
of  inter­company  communication  quite  well  and  it  also  increases  solidarity  and
togetherness among the employees. The manager says:

‘I  try  to  take advantage of  these events and  talk  to everyone and be
part of the team. It is very informal and everyone feels that there you
can bring up issues about work that you need to talk about.’

Thus  it  would  appear  clear  that  the  appraisal  discussion  is  embedded  in  the
informal meetings but official discussions are also available  for those who feel they
need them. The more the employees in the case company receive feedback the better
they tend to perform. Ultimately, there is a clear link between company performance
and the open communication style of the company.

Company strengths as prerequisites for good economic performance

This  company  has  taken  its  main  strength  from  its  pay  structure.  Pay  is  based  on
sales commission, which means that  it  is tied to performance. This has the effect of
ensuring that people are hard­working and self­motivated and the manager does not
need to get involved in supervising staff.

The basic driving force behind the whole business is that they do things together.
This  means  that  they  are  able  to  rely  on  each  other  for  help.  Their  competitive
advantage stems from their good customer service and respect for the customer. They
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try to get better at what they do all the time and also develop as people. The bottom
line supporting everything they do is that the work must be fun. Thus, it is possible to
state that the company’s HR practices have emerged from a combination of  internal
and external demands (cf. Harney and Dundon 2006).

In general, the workers are very happy with the company. The social network that
they have there is excellent and it makes them want to work for the company. This is
how the employees describe the atmosphere.

‘It  somehow  feels  like  the  atmosphere  is  the  thing  that  keeps  people
here. We are a group of young, ambitious and competitive people. It is
easy to be here.’
‘It never bothers me to come to work. We understand each other quite
well.  I  know  that  in  some  other  companies  the  situation  is  not  this
good but here no one tries to steal your customers if you are gone.’

They are embedded in the organization and feel that it is their responsibility to do
their share of the work in order for the company to meet its objectives. The sales job
itself is not something that ties them to this particular company rather it is the feeling
of enjoyment gained from being part of the job’s social network and the work itself.
It  seems  that  they are  thriving  in  their work. This  concept of  thriving  is associated
with  social  embeddedness  in  an  organization  (Spreitzer et  al.  2005).  When  people
feel that they are learning and have a sense of being alive and vital they are said to be
thriving at work. Thriving is the subjective experience an employee has with regard
to  how  they  feel  they  are  doing  in  a  job  if  it  is  experienced  as  leading  them  in  a
positive direction (Spreitzer et al. 2005).

‘I could not  imagine working in a bigger company. I need to have a
manager  to  look  after  me  at  work  and  to  ask  advice  from  if  I  need
suggestions on another way of working.’

DISCUSSION

The successful performance of the company can be explained through the concept of
embeddedness.  It  is  a  concept  taken  from  economic  sociology  and  it  has  gained
popularity since the publication of Granovetter’s (1985) writings. When Granovetter
(1985:  481)  introduced  the  concept  of  embeddedness  he  argued  that  behavior  and
institutions  are constrained  by ongoing  social  relations  and  they can  not be  studied
independently. Later Uzzi  (1996) argued  that organization  networks operate with  a
different  logic to those of markets and this  logic  is  referred  to as embeddedness. It
has been called network embeddedness and these networks are said to be related to
both  individual and group performance (Granovetter 1985; Uzzi 1996; Sparrowe et
al. 2001; van Emmerik and Sanders 2004). The spread of this concept into economic
sociology  has  been  questioned  and  criticized  by  Krippner  (2001).  However,  at  the
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beginning of 1990s the need to understand the effect of social structures on economic
performance was increasing (Uzzi 1996) and the concept became relevant.

Network embeddedness can be seen as a relationship between employees  in one
company  (van  Emmerik  and  Sanders  2004)  or  between  several  companies
(Granovetter  1985;  Uzzi  1996;  Sparrowe et  al.  2001).  An  employee  may  also
become embedded  in the  job he or she  is doing. Job embeddedness was  introduced
by Mitchell, Holtom, Lee, Sablynski and Erez (2001). They describe it as being like
a net or web in which an individual can become stuck.

Job  embeddedness  consists  of  three  aspects:  first,  the  formal  and  informal
connections  between  a  person  and  institutions  or  other  people  (links);  second,  an
employee’s  compatibility  or  comfort  with  an  organization  and  with  his  or  her
environment (fit); and third,  the cost of material or psychological benefits that may
be  forfeited by  leaving a  job (sacrifice) (Mitchell et al.. 2001). This means that  the
more an employee is connected to the organization he works for and the better he fits
in  then  the  more  embedded  he  will  be  and  thus  less  likely  to  leave.  Moreover,  if
leaving  involves a  major  financial  sacrifice  (loss  of  vacation  days,  loss  of  benefits
etc.) then employees usually do not leave. Job embeddedness includes elements that
tie employees together as a group both on and off  the  job and this  is seen as a key
mediating construct in employee retention (Mitchell et al. 2001: 1107–1108).

This  conception  of  embeddedness  is  close  to  the  modes  of  commitment
introduced  by  Allen  and  Mayer  (1990).  The  affective,  continuance  and  normative
components of commitment are similar  to the definition of  job embeddedness. It  is
important  to  note  that  embeddedness  could  have  been  labeled  commitment.
However, the concept of embeddedness was chosen because it covers a wider range
of  issues  (cf.  Mitchell et  al.  2001:  1106)  and  it  better  fits  with  the  idea  of  an
employee  being  embedded  in  a  social  network  and  the  embeddedness  of  HR
practices  in  a  manager’s  routines.  Therefore  the  concept  has  been  applied  to  this
paper instead of commitment.

These two forms of embeddedness explain the case company performance. First
of  all,  the  HR  practices  are  embedded  in  the  daily  routines  of  the  manager,  which
makes the management process informal and flexible. In brief, the HR practices are
part  of  the  recruitment,  training  and  communication  decisions.  Second,  the
employees  are  embedded  in  the  social  network  as  well  as  the  job  they  are  doing.
Professionalism  is  the  main  driver  of  their  work  as  it  requires  a  high  level  of
expertise.  However,  the  social  network  has  become  the  driver  for  good  employee
performance and a reason for staying in the company. This means that the manager
has  a  role  in  creating  forward­looking  drive  and  a  positive  atmosphere  within  a
company  and  therefore  embedded  management  practices  have  a  significant  role  to
play in HRM.
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CONCLUSIONS

One theoretical  implication  to be drawn  from  this  study  is  that  functional  forms of
HR  are  important  and  relevant  for  small  firms  and  should  be  made  the  foundation
stones of any small firm’s HRM. In theory it is tempting to create rational models to
describe HRM in the small context but  in reality exact models are not that relevant
for small business owners. Also Cassell et al. (2002) argue that management in small
firms  is not so straight forward and rational as  the models  lead us to believe. Some
practices  may  be  implemented  first  and  justified  afterwards.  In  addition,  new
practices  are  sometimes  introduced  without  thorough  consideration.  Harney  and
Dundon (2006) also make the important point that employees’ attitudes and behavior
are crucial to the equation and can be influenced by HR practices.

As can be seen from the case company study, employees seem to appreciate good
communication and openness. This would seem to be of central importance to HRM
as  the more these employees know about their company’s goals  the better they can
apply that information to their work.

Informality  seems  to  be  the  key  in  small  business  HRM  as  has  been  stated  in
many previous writings. The conclusion that can be drawn  from this  is  that official
HR  practices  are  easier  to  cope  with  if  they  are  embedded  in  daily  management
processes. However, HRM is a combination of both internal and external factors and
there  is no single practice or model that would fit all small companies because they
operate in a very complex and heterogeneous world (cf. Harney and Dundon 2006).
Nevertheless  the  better  a  company  mixes  and  matches  a  set of  practices  and  work
values to fit its context the better the employees will perform.

More  practical  implications  gathered  from  the  research  are  that  the  work
environment is an important factor in employee wellbeing in small firms. This can be
concentrated on as it demands fewer resources and is therefore available to all firms.
The case  study suggests  that HRM has a  role  to play  in creating  that environment.
Essentially,  the  things  that  affect  employee  wellbeing  are  good  communication,
challenging work assignments, the possibility to learn and develop and a good work
atmosphere. HRM has a role to play in fostering all of those things.

As  HRM  is  further  considered  in  the  SME  context  it  is  important  to  take  into
account the effects of the field of operation and also the state of maturity of the firm.
The  field of operation  forms a  basis  for HR possibilities.  In  some  fields  remaining
competitive is easy and in some others it is more challenging. Also newly established
firms operate with a different logic to growing or stable firms. The case organization
here  is  in  the  fortunate  position  of  being  able  to  invest  in  the  wellbeing  of  its
workers, which in turn, is something that also affects HR decisions. A final point that
should  be  emphasized  is  that  the  case  company  has  been  able  to  create  an
environment where its employees are willing to learn and develop. Thus, to take this
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study a  step  further  and  increase  its  relevance  the effects of workplace  learning on
overall firm performance would need to be researched more thoroughly.
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Introduction

In the academic discussions in both human resource development and human
resource management the linking mechanisms from HR to performance have been
under debate during the past decade. By investing in human resources it is possible
to gain positive performance effects, but the linking mechanism is still under debate.
The small businesses have been researched in this respect as well and the
researchers have sought to find out how do small firms survive in the competition and
how do they do things differently than the larger organizations (Nadin and Cassell
2007;Hill 2004). The quality and quantity of small firm’s resources have been
described as too scarce to invest in human resources and therefore the small firms
have been assumed not to have HR-practices in use (Saru 2009). Moreover, SMEs
are often described as being informal and unstructured when human resources are
concerned. The opposing view suggests that HR in SMEs is more sophisticated and
therefore research in the small context could advance the HR theory in broader
sense as well.
One stream of research within HRD addresses learning as the explanatory element
in improving performance in organizations (Simmonds and Bedersen 2006). To
reveal this in the small context would require an understanding of how a productive,
informal and positive learning environment is structured (Billet 2004; see also
Coetzer 2006). The previous literature has suggested that managers in small firms
have a central role in promoting an environment where learning is valued (Smith,
Sadler-Smith, Robertson and Wakefield 2007; Ellinger and Cseh 2007; Kelliher and
Henderson 2006; Coetzer 2006). In addition also the context that the small firm
operates in either promotes or impedes the possibilities for supporting learning
(Ellinger and Cseh 2007; Kelliher and Henderson 2006). The research on the
learning facilitators in small firms is still underdeveloped and more research efforts
are needed.
Therefore the purpose of this study is to contribute to the discussion of HRD and
performance in small firms. The aim is to investigate how a positive learning
environment serves as the linking mechanisms in the equation. This links the
discussion to the human resource management as well and strives to bring forth
what are the actual practices that affect the daily survival of a small firm.
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The study is a longitudinal qualitative case study of a small IT firm. The data was
gathered from management and employee interviews and observations during 2006–
2008. The purpose of choosing a single case was to be able to acquire a deeper
understanding of an organizational learning process in a small firm and that way
advancing the theoretical discussion. From a practical point of view the intension is to
emphasize that vast resources are not a prerequisite to invest in the learning and
wellbeing of its workers.
First the theoretical framework discusses in more detail the small business learning
framework and the concept of learning in work. The research method section
describes the case organization, the data collection and analysis systems. In the
case analysis section the findings are presented. The final discussion and
conclusions discusses the contribution of the study, and also evaluates it and
identifies paths for further research.
Theoretical framework

In small firms HRD and learning are intertwined (Hill 2004) and the actual work
becomes a process of learning. This line of thinking implies that the HRD practices in
small firms are intertwined with the daily work routines (cf. Fenwick 2006). Therefore
small business managers have a central role in creating a productive work
environment (Coetzer 2007). Coetzer found that this happens when managers offer
employees first of all learning opportunities, secondly support for learning and thirdly
incentives to learn.  Learning opportunities include formal training or challenging work
tasks, support for learning refers to provision of learning resources or peer support,
and incentives, on the other hand, refer to recognition and rewards for learning. All of
these three include elements that are possible to apply also to the very smallest
organizations. This also implies that the way how the social environment inside the
company is formulated has an effect on the overall learning environment.
In the previous literature the concept of networks has gained popularity as a means
of enhancing learning in SMEs (Clarke et al. 2006). A social network can refer to a
network of individuals inside the company (van Emmerik and Saunders 2004). This
network measures how embedded and attached an employee is to the particular
organization (s)he works for or the job (s)he is performing (Granovetter 1985; Uzzi
1996; Mitchell et al. 2001; Sparrowe et al. 2001; van Emmerik and Sanders 2004).
Embeddedness means that the more employees are connected to their work
organization and the better they fit in, the more embedded they are and less likely to
leave. Therefore the social network between employees, employees and the
manager and employees and their customers plays a significant role in explaining the
employees’ work-related learning (Saru 2009)
Work related learning can be separated into three different types (Sambrook 2004):
outside work (learning that takes place away from work), at work (formal courses at
the work place) and in work (learning embedded in work processes through coaching
or on-the-job activities) (see also Bauer, Rehrl and Harteis 2007, 27). Learning can
occur at individual, group and organizational levels. All of these levels can be found
from the following framework by Kelliher and Henderson (2006).  In the framework
the small business is seen as a part of the surrounding environment which sets the
boundaries for learning. It depicts learning to be a comprehensive phenomenon
which includes environmental and resource constraints and the effects created by
different individuals within an organization (Taylor, Shaw and Thorpe 2004). A
changing environment forces small firms to learn (Zhang Macpherson and Jones
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2006), but the flatter an organization structure is the more it enables a manager to
communicate to employees and to build the learning environment (cf. also Birdthistle
2006). Still, if it is possible to train someone, the difficulty of leveraging that individual
learning into their organization is an issue that needs the attention of the employee’s
manager. (Kelliher and Henderson 2006)

Environmental influences

Constrained
time/resources

Organization

Owner

Individual

Cycle of
learning

Figure 1. Small business learning framework (Kelliher and Henderson (2006, 520)

Three particular issues from the framework guide this research and bring forth
elements that structured the data analysis. First, as also pointed out by Coetzer
(2007), the role played by the owner and/or manager is central because the owners’
attitudes towards learning will affect an organization’s point of view on learning. An
example of this is that the owner either motivates people to learn or inhibits learning
by denying any training requests. Second, learning needs to be supported by an
adequate communication infrastructure. This means that open and positive internal
communication is the basis for a good and productive environment where learning is
encouraged and employees feel respected. An open and communicative learning
environment is expected to have a positive effect on the overall performance of the
organization (cf. Spicer and Sadler-Smith 2006). The literature on small firms
presents an expectation of this positive relationship at least between training and
performance, although evidence is still scarce (Bryan 2006). Third, the interaction
between the owner and the employees is integral compared to larger organizations.
Their closer co-operation makes work more flexible and is the basis for the social
relations in the organization. This is presented as the learning cycle in the framework.
Learning in small firms occurs through successful events as well as the less
successful ones.  People are normally more willing to analyze the work events that
were successful. The possible errors are kept secret if they do not affect other people
or require action from the organization’s side. Errors are often seen as undesirable
events although they can lead to both individual and organizational learning. In
general an error can be defined as failing to reach a predefined goal. (Harteis, Bauer
and Haltia 2007, 119). In some work tasks errors at work are more crucial than
others and they can also be easier to detect (Bauer and Mulder 2007).From the
learning perspective it would be central to be able to take advantage of both of these
situations and learn from them. This would be possible if a trust-promoting, positive
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organizational environment existed. Building trust in a small context is easier
because of informal and communicative relationships. It also enhances the formation
of social networks. Research on learning from errors is not widely discussed within
HRD. It relates to having a positive orientation towards learning and being able to
see it as creating opportunities for competitive advantage and survival (Sambrook
2004).
These issues have been discussed in the previous literature as enhancing learning
but yet their combination as elements of a positive learning environment has not
been fully delineated. Three elements can be brought up from the previous literature,
which call for further clarification within the small context. These are 1) How does
learning in work promote individual and group performance? 2) What constitutes an
adequate communication structure?, and 3) What is the role of social relations in
promoting a positive environment?. These ideas will be discussed through the
empirical case described in the next section.
Research design

Data collection

Research on HRD and learning in small firms has been quite diverse in a sense that
the researched topics and methods vary substantially. Moreover, the heterogeneity of
SMEs has not been taken into account enough. In many studies SMEs are assumed
to be homogeneous for the easy of analysis and therefore our understanding of small
firms has not advanced as far as is it could have during the past decade (Ekamen
2007; Curran and Blackburn 2001). Consequently more in-depth empirical case
studies could help in advancing the small business research.
A longitudinal single case study approach was chosen for this study. The advantage
in case study is that it allows gaining a deeper understanding of the phenomena in
question (Hartley 1994; Ghauri 2004). The data was acquired through semi-
structured interviews because the intention was to explore the employees’
experiences (Miller and Glasner 1998, 100). In addition some auxiliary observations
took place. The observation included taking field notes during the interview visits to
the company premises. They provided additional information regarding the
organizational environment and the social relations in the organization, and also
allowed placing the findings in more complete context.
Two rounds of interviews were conducted in 2006–2008. The first round took place in
December 2006 and January 2007 (owner-manager, eight employees) and the next
round in February and March 2008 (owner-manager, three managers, and six
employees). Mostly the same people were interviewed both times to be able to detect
the improvements in their professional competencies. The first round of interviews
served the purpose of forming an overall conception of the whole organization. The
data from the second round allowed a more comprehensive understanding of
learning at and in work to develop, and brought the changes in the organization to
surface. All of the interviews lasted 30–90 minutes depending on an employee’s
willingness to discuss their work and also the time they were able to invest in the
interview. The interviews were recorded and transcribed afterwards.
The interviewees found it difficult to describe the abstract terms of ‘learning’ and
‘change’. The work skills build up gradually and the process of learning remains
abstract. Therefore, to make it easier to conceptualize the learning situations, the
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employees were asked during the second interview round to describe one successful
and one unsuccessful work event that they felt that they had learned something from
and had applied that new skill into their next work assignments. This helped them
reflect on recent developments in their work.
The data analysis began with a structuring content analysis. This meant reading the
transcriptions over several times and marking specific passages in the text that
addressed either learning in work, communication structures or the social relations.
These predetermined themes were divided into sub themes along the way as those
began to emerge from the transcriptions. The sub themes structured the text in more
detail. The second phase of the analysis was to collect these specific passages of
text to tables – first under the main themes and then the sub themes. The last phase
included the comparison of the information gathered from the two different rounds of
interviews to discover the differences and similarities between them (Ragin 1994).
The results presented in the Case analysis -section are based on these comparisons.
Case organization

The case organization is a small information technology (IT) organization. It operates
in the business of selling and marketing IT-equipment and software to private and
public sector organizations. The organization is structured as a concern: it includes a
sales unit, two small affiliations and an independent technical service unit which
offers technical service on all IT-matters. This service organization was founded just
before this research process commenced and the affiliations were acquired during
the research process. These newly acquired affiliations were not included in the data
collection because their role in the whole concern was not very established at the
time. The data was gathered from the sales unit and the technical service unit.
The whole organization has been under the current ownership for five years but it
has a history of over 20 years in the IT-business. During the five years time the
organization has grown significantly first of all because it has acquired the affiliations,
but it has also recruited several new employees. Especially the technical service side
of the business is gradually growing because their client organizations require more
and more technical assistance and service around their information technology
systems. This organization employs just fewer than 30 employees all together. The
employees are mostly young people in their thirties and the majority of them are
male.
During the first round of interviews the company structure was quite straightforward.
The owner-manager was in charge of the leadership of the whole organization,
although much of the responsibility of the work had been shifted to the individual
employees to keep the organization flat and flexible. At this time there were 8 sellers
and 6 service workers. The manager had brought in new work values such as
respect for others, togetherness and the joy of working. This had already resulted in
improved performance. The manager’s principle for the whole business in his words
is: “We are a local company with long traditions – an old time store. The customer is
important which means that we keep a close contact with the customer and are not
faceless suppliers in the internet.”

By the time of the second round of interviews the company had changed significantly.
New technical service workers had been recruited and the structure of the company
had been reformulated. The reformulation refers to formalization of the structure – a
new middle management level was created to prepare for future growth intentions.
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The new management level includes a sales manager responsible for the sales unit,
a service manager responsible for the technical service unit, and a new financial
manager. These three managers are part of the new board of directors together with
the owner-manager and the managers of the affiliate companies. The group of
directors is now learning how to lead the company and they are building their new
work routines.
The findings will be reported in the next section in three parts: learning in work,
communication structures and social relations. The theory and quotations from the
interviews are intertwined in the exploration (Eisenhardt and Graebner 2007) and the
sales unit and the technical service unit are compared.
Case analysis

Learning in work takes place mainly in everyday work situations. It occurs so
naturally that the employees are not aware of it (Birthistle, 2006) and therefore it is
difficult to illustrate. In the case organization learning in the individual level is about
improvement of the employees’ professional skills. In the group level, learning refers
to how the sales unit and the technical service unit learn to interact and work
together. And in the organizational level, learning in work refers to the processes
through which this organization learns to operate in the new structure.
The findings from this research confirm the previous finding that the most valuable
learning occasions seem to be informal (Lehesvirta, 2004; Birdthistle 2006) which is
evident from the citation as well: “I have no formal training. I have learned everything
I know by doing.”. In addition to learning-by-doing product trainings are important for
the newcomers to learn the job and for everyone else for keeping the professional
knowledge up-to-date in the fast developing information technology. The importance
of gaining experience in the technical service work is evident from the following
citations:

 “I have been here only 6 months and I think it takes a year or two to learn the
systems here.” (technical service worker 2007)
“Now that I have more experience I can take more challenging work and I am
able to solve the problems faster which means that I have time to do more
work during one day than before.” (technical service worker 2008)

For the sellers the experience they have gained reflects on the successful sales
situations. They themselves see that in the beginning of the career it is important to
find customers and to build a solid base for income. This was especially evident
during the interviews in 2007 with the newcomers. Then a year later they were able
to describe how that work is gradually beginning to be productive:

“I have worked hard for the past couple of years and now it is beginning to be
productive. I am kind of proud of that because building trust between a
customer and a seller takes a long time.” (seller 2008)

“No one here has a good customer that would have been easy to acquire. The
trust needs to be earned.” (seller 2008)

“The more experience you have the better you become at judging people and
their intentions in the sales situation. You are then able to offer the right price
for the right people and make a better profit." (seller 2008)
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Every one of the interviewed sales employees pointed out that the aim with all
learning is to reach a higher personal paycheck. It was referred to as the most
appealing reason to develop in work. This reveals something of their competitive
nature, which is a requirement of a sales job. The technical service work is more
problem oriented in nature – they do the work out of love and not money. More
challenging work assignments as well as better company performance were pointed
out as the second most appealing reasons for learning in both of these units during
both rounds of interviews. These employee conceptions are compatible with the
rewards that Coetzer (2007) pointed out as a central element in creating a learning
environment. In this particular case the monetary reward seems to generate a desire
to work efficiently and learn because it directly increases their provisional pay.
The learning situations were especially difficult for the employees to describe and a
very common reply to the question was that: “No occasion comes to mind right now.”
(seller 2008) or “I cannot think of any occasions where I had learned from an error.”
(service worker 2008). The most successful situations related to big deals that they
were able to close but they could not conceptualize the learning effects. Work related
errors are not that crucial in this line of business if compared to those, for example in
the health care sector (Bauer and Mulder, 2007) therefore not much attention is paid
to them. And yet especially the technical service workers pointed out in both
interviews that trial and error is the way to learn. They saw that theory can be learned
from books but the actual work teaches you the best. The main improvement in the
work had been the sharing of information through a database:

“We have created a database which includes information on different solutions
to customers’ problems. There you might find the answer and you do not need
to invent the wheel all over again.” (service 2008)

Learning in work is evident also by looking at the quantitative financial numbers. For
younger sellers an increased paycheck indicates that they have improved their sales
skills and product knowledge. Ultimately, they are able to sell more complicated
packages since they have acquired more experience and more knowledge through
their work assignments as well as through co-operation with other sellers (their social
network).The sellers’ sales margins have increased during the year by 50% at best
but 20% to 30% is average. Due to learning in work also the technical service unit
has been able to increase its invoicing. In January 2007 the percentage of the higher
billing rate, which they call the rate for special higher competence tasks, was 4% of
all the invoicing and a year later the percentage had risen to 21%. This clearly
indicates an increase in professionalism among the workers but also about the
growth of the unit in the employee numbers. It also reveals that they are now able to
take on more challenging work because their professional competence is at a higher
level due to learning in work. All of the interviewed service employees identified with
this increased professionalism and were able to describe how their work tasks had
changed during the year.
It should be remembered that part of this increase is due to the positive economic
cycle (Vanhala and Tuomi, 2006) and learning only explains part of this increase.
Communication structures in this organization aim at keeping everyone in the
organization informed about the business issues and also keeping the employees
work atmosphere positive and encouraging. The organization is very open and
communicative and most of the communication is informal. Small organization, such
as this, does not need many formal meetings because they talk openly anyway as is



158

evident also in the citation: “It does not need to be anything special I can go and sit
on the manager’s sofa and chat with her about anything.” (seller 2008). The
manager’s attitude towards communicating is in central role. This also affects the
learning in group level as well as in the organizational level. The importance of
communication for learning was also highlighted by Kelliher and Henderson (2006).
During the first round of interviews the employees described that the basic principle
in the organization is that the individuals work independently and do not need
supervision. Several of them pointed out that the lack of clock cards is valued and
that is seen to indicate the manager trust – everyone does their share without
supervision. They also highlighted the importance of open communication and having
a manager who is truly interested in the employees’ work.

“It is important to get feedback also from the positive issues. You need to
know that you are doing your work right. It does not help if the manager once
a year gives you feedback and then tells you that you should do the work
differently.” (technical service worker 2007)

The employees are informed openly about business issues and yet some complaints
arouse about what seemed as unequal treatment of the two units in regards the
communication. Especially the service workers felt that they do not know as much
about the company’s plans than the sellers do and one of them even claimed that he
had heard about the company’s issues first from an outsider and then from the
management. That caused some uneasiness among the workers. During the second
round of interviews it became apparent that the new structure has taken care of at
least a part of this problem. The employees had internalized the meaning of the
change and for the most part regarded it as a positive thing. It seems that in this case
the bit more formal structure has cleared the communication structures as well. One
of the sellers and technical service workers describe it like this:

“If there is a problem we now talk first to our own manager who then brings the
issue up at company level. We no longer immediately send an angry e-mail to
the whole staff about a problem.” (seller 2008)

“Our manager communicates with the sellers now. We have differentiated our
two organizations a bit and the sellers’ gimmickry does not affect us so much
anymore. They do not invade our privacy here upstairs.”(technical service
worker 2008)

The designated person to take care of communication to the other unit seems to
have somehow relaxed the atmosphere between the units and the whole
environment therefore seems better. One of the technical service workers had
experienced that: “In the new organization more information is given to us and it is
not as unstructured and free as it used to be. Maybe it is better that way.”
The way how both formal and informal communication works is central in building the
learning environment. As can be seen from the quotations the employees value open
communication. This is also the central point in the small business learning
framework (Kelliher and Henderson 2006). A positive learning environment can be
achieved with the support of an adequate communication structure. More formal
structures are needed with growth to keep the communication flowing openly, as this
organization here did.
Social relations refer to the co-operation between the sales and technical service
units. Social relations are especially relevant in building the positive learning
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environment. In both of the interviews one of the sellers described the co-operation
between the units as the best and worst work issue in the company. Several of them
also claimed that it is getting better all the time. This implies that they are learning to
interact and also to take advantage of each others’ competencies.
In practice both of these units are dependent on each other for support because the
sellers sell the customer companies their products and the service organization then
assembles them and provides service if an up-date is required or if there is a
problem. The sellers are also able to consult the technical service experts if they
need more technical information. The benefits that this brings are that the sellers are
able to sell more comprehensive packages to the customers and the service
organization faces more challenging projects through these sales activities. These
two organizations form a social network that gives them an advantage over other
companies in the field. It also creates extra value for their customers because the
service this company can provide is more comprehensive. They have realized this in
the company also and therefore this co-operation is a focus of the company’s
development. Still it causes quarrels between them every day as they themselves
state. They seem to think that the two units are from totally different worlds. The
sellers describe the technical service people as IT-nerds and see them as coke-
drinking coders with no social skills. The service people then see that anyone can
sell but not everyone is expert in the technical side. These are quite heavy
acquisitions and a not very good starting point for co-operation. Some improvement
can be detected in between the interview rounds:

“Of course there are issues that cause quarrels, for example when a seller
needs something done for their particular customer and we have a two weeks
queue then we need to figure out what are the real priorities. The sellers do
not understand that. “ (technical service worker 2007)
“We agreed with the sellers that they do not bring work to us without signing it
to our system. It has worked quite well although still we do things past the
line.” (technical service worker 2008)

Despite that observable criticism, everyone in the interviews stressed that they do
have an excellent group of people in the organization, and the work atmosphere is
very inspiring. This tells about their embeddedness to the particular organization.
One of the employees described like this: “I value the good atmosphere here. There
is no need to be on sick leave.”  This is important because being able to improve
organizational level learning requires improvement in this co-operation. The two units
are on different floors in the building and therefore they are unaware of events taking
place in the other unit. It is an upstairs–downstairs setting which they refer to all the
time. At times there seems to be more than just a set of stairs between them and
these two organizations would benefit from more knowledge and understanding of
the other’s job. One way to achieve that understanding would be to have the sellers
spend some time with the technicians at their job and vice-versa. They would also
develop a more accurate picture of the other’s work and they would not need to
assume what is going on in the other unit. This is apparent also in the citation:

“After I became the financial manager of the company and moved my office
upstairs I have realized what the actual work is like in the technical service
unit. We sellers do not understand the whole story.”

In the interviews almost every one of the employees replied that their co-workers,
and interesting and challenging work tasks, plus rewarding pay keep them in this
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particular organization. A seller pointed this out in the first interview: “It somehow
feels like the atmosphere is the thing that keeps people here. We are a group of
young, ambitious and competitive people. It is easy to be here.” Thus it is clear that
the social network, which one of them described as “family-like”, is important for their
job satisfaction. Gruber et al. (2007, p.232) claim that learning at work involves
workers’ access to, and embeddedness in, adequate networks of practice inside or
outside organizations. This social network is defined as a set of actors and the
relationships that hold them together. This is evident especially in the technical
service unit:

“We can appreciate each others’ work because we know how much work
needs to be done to get a system working. The work is in a way ungrateful
because we get noticed only when the systems are not working. That is the
down side of this nerd work.” (technical service worker 2007)

According to the network approach the actors are linked together via resource (e.g.
information) exchange (Gruber et al., 2007). This indicates that the people recruited
need to fit in the group already working in the organization. The better they fit to the
social group the better and faster they become embedded in the organization, which
then affects the way they perform and learn to perform. The last citation sums up the
attitude that seems to prevail in the organization:

“Just recently I thought about how much money I would need to be offered
to transfer to another firm. I came to the conclusion that it would have to
be quite substantially more than my salary is now. The people and the
good atmosphere keep me here.” (seller 2008)

The findings would suggest that this particular organization is an example where the
positive environment has affected the learning and interaction in a way that also is
visible in the performance of the whole group. They still have a lot to learn but they
seem to have found a way that fits their style.
Discussion and conclusions

The purpose of this study was to investigate how a positive learning environment
serves as the linking mechanisms in between HR and performance in small firms.
The main framework in the research was the small business learning framework
developed by Kelliher and Henderson (2006) which captures the complexity of the
context in small business learning. Also the points made by Coetzer (2007) about the
role of the manager in creating a learning environment in small firms were applied.
Many different issues are associated with learning in work. Others see it as a threat
for job security (Hicks, Bagg, Doyle and Young 2007) and others as full of potential
research issues (Ellinger and Cseh 2007; Kock, Gill and Ellström 2008). The general
agreement is that there is much work to be done (Coetzer 2006) and that is a
challenge this research sought to contribute to as well.
The main contribution from this research is that based on the case example the
positive learning environment in a small firm serves as one linking mechanism
between HR and performance. This brings the discussion to the broader discussion
within human resource management about the multiple issues that can be places in
the middle of the equation. The positive learning environment has not been widely
discussed in the previous literature as one of these links but Spicer and Sadler-Smith
(2006) concluded that there is a causal relationship between learning and
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performance in small firms. The improvement in the case organization’s employees’
individual learning and competence development in work elevated the organizational
level learning to a higher level which improved the performance of the organization.
More competent individuals facilitated others learning as well. This finding therefore
agrees with Ellinger and Cseh (2007) that the outcome of facilitating others learning
can be a more productive group of employees.
The other conclusion is that the role of the manager in facilitating and creating a
positive learning environment is salient. This has previously been identified by
Coetzer (2006). This is evident in the case organization because the manager has
given the employees an opportunity to work independently, develop their professional
competencies as much as they desire as well as kept an open and communicative
relations with all of the employees. The interesting further research possibility would
include investigating how in this particular organization the new more formal
organization structure has affected the positive issues associated with small firms
such as informality, flexibility and family-like atmosphere. It would offer an opportunity
to follow up on how they are able to keep up the positive environment that seems to
be the key to the employees desire to develop and work for just this particular
organization. As a practical implication, the findings suggest that a small firm does
not need to invest resources to HR that are disproportionate to their available
resources.
This study is too narrow to make any generalizations to apply to the whole small
business context. On the contrary the aim was to make a contribution to the HR
theory by investigating a single small case in more detail. Nevertheless, it is evident
that more longitudinal research should be conducted to reveal the heterogeneity of
the small business contexts and the nature of learning in them (Zhang, Macpherson
and Jones, 2006). This study opens up further research possibilities that still need
considerable research efforts in the small firms. These include conducting research
in a different context than the appealing IT-field (cf. Saru 2007).
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