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ABSTRACT

Employees are crucial for the achievement of internal quality and consequently for business
performance of companies. The quality of employees, their competencies, loyalty and commitment
are extremely important for business performance achievement. For development of employee
loyalty it can be important that employees find in work, which they perform, challenge, interest
and the feeling of accomplishment. The way of treatment of employees in the organization is
decisive in determining if employees will indeed become an integral part of the competitive
advantage of the company. The paper focuses on employee loyalty and growth of companies. The
hypothesis about the relationships between employee loyalty and firm growth was developed and
empirically tested. Data collection was based of responses to the structured questionnaire on the
sample of Slovenian companies from service and manufacturing industries. The hypothesis was
tested by using regression analysis. Findings indicate a positive relationship between employee
loyalty and firm growth, particularly for manufacturing firms. Recommendations for companies
are also provided.
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INTRODUCTION

ong-term business objectives of the company can be achieved when employee loyalty can be
g established. In practice, it often happens that the employer expects or requires from its employees to be

loyal, but fails to provide a positive atmosphere at work; such attempts to obtain loyalty can be almost
always far from successful. The main objective of creating the environment of employee loyalty is to achieve a
situation in which employees will knowingly and without coercion become committed, accept responsibilities and
pursue them at their own best efforts. In order to achieve employee loyalty in the company, a company must take a
good care of employees. A sense of belonging is associated with confidence and accepting the objectives and values
of the firm and it is accompanied by the employees’ willingness and commitment to the efforts (Mihalic 2008, 6-7).
Employee loyalty can contribute to greater efficiency, better business results, firm growth, reduced employee
turnover, etc. (Meyer and Allen 1997, 3; Antoncic and Hisrich 2004). Loyal employees also contribute to the
creation of the image that the company has to its environment and outside stakeholders, such as customers (Meyer
and Allen 1997, 3). The trust of employees in the company very importantly defines the employee welfare at work
and satisfaction with work (Mayer 1991, 120). Internal service quality can influence employee satisfaction,
employee loyalty and productivity (Heskett et al. 1994). Employees are key to achieving the internal quality of
service in the company and hence for the business results of enterprises.

Business growth is an important element of business performance and is based on the performance of
employees. Companies often emphasize the importance of economic performance and growth of the company, but
often neglect their employees, who are an important element for sustainable development of the company (Antoncic
2002; Mozina 2002). Companies can come into trouble, when key employees start leaving the company because of
mistrust and lack of confidence in the company, lack of acceptance of certain business decisions, and because of the
neglect of their needs. In order to achieve the business objectives and the consequent growth of the company, the
companies should strive to achieve employee loyalty (Mozina 2002). The focus of the paper is on employee loyalty
and the relationship between employee loyalty and firm growth. In the following sections, the theory and the
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hypothesis are presented, methods are described, findings based on data from a sample of companies in
manufacturing and service industries in Slovenia are presented, and conclusions are drawn.

THEORY AND THE HYPOTHESIS

Labor and business conditions are becoming increasingly tight in the today's business environments.
Tensions, which have the nature of stress and crisis, are present in many enterprises. Intense competition requires
from the company to operate and to adhere under the principle of excellence (Belbin 1993, 136). Companies,
regardless of their size or activity, achieve their business results with employees (Merkac Skok 2008, 176). In order
to achieve a positive atmosphere in the company, the active role of leadership is needed. It is necessary to focus on
individuals, so that they can develop their capabilities (Driver et al. 1988). Managers should be aware of the
importance of proper handling of employees; they should be oriented towards employees so that they respect their
opinions, keep them well-informed in and act with tolerance to small errors in the work. There is no single way of
leading and managing employees, which would be appropriate for any situation or any company, but adjustments to
a given situation and time need to be made. If the company managers want that the work is successfully carried out,
they must possess organizational and communication skills (Merkac Jump 2008, 182-183). The success of the
company depends on internal and external public. If employees do not believe in the company leadership, then also
the trust of the external public, such as buyers, journalists, can be reduced. Performance of key staff should be
properly addressed and they should be given the possibility of faster acquisition of competencies (Joy-Matthews,
Megginson and Surtees 2007, 236-243; Lobnikar 2006). Intellectual capital is an endless source of competitive
advantage of firms (Tsui et al. 1997). The modern organization can have a complex structure and perform different
functions; in the process of work it needs to coordinate and integrate many forms and knowledge, which can be
related also to scientific methods and techniques. Central to this integration are human activities, thinking and
behavior. Relationships between people are the basis underlying the modern management. A successful manager
must cope with very complex environment, in which the knowledge about people is important and needs to be used
in practice. In the corporate culture can be often found the causes of success or failure of a company (Fiedler 1993).

The loyalty of employees exists in the company, when employees believe in the objectives of the company,
accept the objectives as their own, work for the common welfare, and want to stay in the company. Attachment to
the company is developed in the circumstances of identification with the company. Employee loyalty can be a
multifaceted construct, which is characterized by the identification of employees with the company's mission and
with work ethic. The loyalty of an employee can be expressed through a feeling of the individual to belong to the
company and the team of co-workers, whom he or she wants to help, and the willingness to support the company
leader, to act in accordance with the work ethic and professionalism, to stay in the company in the time of crises, to
have a will to do his or her work, to spread information about the good name of the organization, etc. (Varona 2002,
127). There are several kinds of loyalty, for example, the loyalty towards the team, work, managers, career, and
organization. Organizational loyalty can be defined as the degree to which individuals feel being the part of the
organization. Research shows (Mihalic 2008) that the right employee loyalty has been increasingly compromised
lately, because of the increased mobility of employees, increased educational level and individual independence of
people; people bond less and move more from one company to another than they did in the past. Reduced loyalty of
employees is also evident elsewhere, for example in the mistrust in business decisions, in corporate environments
experiencing poor internal information flow, management style, communication, etc. Such an attitude towards the
company and work-environment does lead to the realization of a deeper meaning of work, which can be realized in a
more permanent relationship, corroborated with a feeling of the presence of values and of trust in the common
mission and vision (Mihalic 2008, 6-7). Sudden changes in companies also make it difficult to develop a sense of
belonging among employees. A person, who has worked for the organization for a long period of his or her career,
which is reaching towards the end, can also be loyal and still would not want to change the organization, recognizing
the benefits he or she receives; therefore he or she remains in the organization and is loyal, although the origin of his
or her loyalty is far from a general understanding of this concept (Meyer and Allen 1997, 3).

Loyalty is a feeling of positive orientation of employees related to the future direction and development of
the company, which has an impact on current operations. It is a psychological bond, which binds individuals to the
company and may involve multiple stages, for example, in the form of consent, identification or even internalization
(Mesner Anolsek 1995, 34). In practice, it sometimes happens that an individual, who is satisfied with his or her
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work, will not belong to the organization or team, because of his or her characteristics and negative past experiences.
The loyalty of employees is harder to achieve than their satisfaction with work. One major reason for this is that
there can be a bilateral interest in achieving employee satisfaction, whereas the interest for employee loyalty is
usually expressed or demanded unilaterally by the employer. But is the employer really trying to achieve loyalty of
employees? Employee loyalty can be developed independently, mostly on the basis of job satisfaction. Therefore it
is unreasonable to encourage employees directly to be loyal, as this may cause the opposite effect. In practice, it
often happens that an employer requires from the employees to be loyal, but fails to ensure that the company would
operate towards achieving employee satisfaction. Such attempts to obtain loyalty are usually unsuccessful, because
employee loyalty cannot be developed without developing employee satisfaction. Employee satisfaction tends to
affect employee loyalty and productivity (Heskett, 1994). Interpersonal trust in the organization (trust in managers
and peers) can influence employee satisfaction and consequently employee loyalty (Matzler and Renzl 2006).
Findings in modern organizational theory and practice lead to the realization of the fact that long-term objectives of
the company can be achieved only when employee loyalty is developed (Mihalic 2008). The level of loyalty of
employees to the company in general depends on the degree of acquisition of the objectives, strategy and results of
the company by employees as their own objectives, strategy and results, which have a significant impact on their
commitments and efforts. The creation of employee loyalty through the equation with the company can release huge
human potential and direct it towards the achievement of business objectives. The main goal of the creation of
employee loyalty through the equation process is achieved when employees are committed knowingly and without
coercion. The basic conditions of high employee loyalty, such as familiarity with business objectives, ability to
influence the setting and achievement of these objectives, and trust between superiors and subordinates, can only be
achieved through the advanced employee participation in business decision making. A key purpose of managing
employee loyalty is to develop, build and permanently maintain specific elements of human resource management
(organizational climate, job stability, annual personal interviews, etc.), which in turn may facilitate and increase the
level of employee loyalty (Mihalic 2008, 8-16). In-depth interviews with the boss can help employees clarify their
role and their perception of what is expected from them. An employee can through such a conversation receive
confirmation and compliance and may become more loyal (Majcen 2004, 28). Relationships in the workplace can be
very important in defining the wellbeing and commitment of employees at work. It has been shown (Mayer 1991,
120) that the physical wellbeing can be related to the mental wellbeing and that employees are willing to substitute
well-paid jobs, when poor relationships exist in the company. Poor relationships between employees can also reduce
the level of employee loyalty (Mozina 2002, 23-28). With open communication between different levels in the
company (Antoncic 2008, 97-98) false information, misunderstanding, and wrong decision-making can be avoided
(Welsby 2003, 56). The commitment of employees to the organization (Bush, Busy, and Hair Jr. 1990; Hartline and
Ferrell 1996) can be considered an important element of employee loyalty and satisfaction (Auer and Antoncic
2009).

In order to improve internal collaboration in the company, managers must take into account the element of
employee loyalty and other internal organizational elements, such as: organizational values, open communication
and formal control; these elements may contribute to the innovation in the broadest sense, which can lead to growth
of the company (Antoncic et al. 2002, 69; Mozina 2002, 23 Antoncic 2008, 97-98). As noted in the previous
paragraphs, employee loyalty and conditions related to employee loyalty formation may affect growth of the
company. Employee loyalty can have a positive impact on the efficiency of employees and is important for the
development and growth of the company. Therefore, the relationship between employee loyalty and firm growth is
expected to be positive. When examining the relationship between employee loyalty and firm growth, it needs to be
noted that employee loyalty can be considered an integral part of employee satisfaction (Antoncic 2002, Auer and
Antoncic 2009) and that a positive effect of employee satisfaction on firm growth was found in past research:
indirectly through organizational support and values creation (Antoncic and Hisrich 2001, 2004; Antoncic and Zorn
2004; Antoncic 2007) and directly (Auer and Antoncic 2009). Employee loyalty can be linked to value growth
(Duboff 1999). Employee loyalty can increase business performance, for example customer satisfaction (Heskett et
al. 1994; Matzler and Renzl 2006), which can be important for firm growth. On the basis of the above discussion the
following research hypothesis is postulated:

Hypothesis 1: Employee loyalty will be positively related to firm growth.
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METHODS

A survey questionnaire was used. A structured survey questionnaire was prepared in order to obtain
unambiguous answers to specific questions. The questions were mainly closed, which allowed subsequent statistical
analyses. Likert-type scale ratings of questions were mainly based on the scale ranging from 1-very untrue to 5-very
true. Constructs were measured by questions that have been taken and adapted from previous research. Employee
loyalty was measured by two questions from Mowday, Steers, and Porter (1979), Michaels at al. (1988). For the
assessment of the dependent variable — firm growth — and control variables (industry, age and company size)
questions from previous research were used (Antoncic 2002; Antoncic and Hisrich 2004; Antoncic 2007). The
survey questionnaire included questions divided into three sections relating to employee loyalty, firm growth, and
one section, which included the control variables (industry, age and size). The two main constructs showed good
internal consistency. Employee loyalty included two items: employees feel very little loyalty to their organization (r)
and employees talk up their organization to their friends as a great organization to work for (correlation coefficient
0.43, sig.=0.000), whereas firm growth included three items measuring growth in terms of sales, employees and
market share in the past three years (Cronbach alpha reliability was 0.75, which indicates a satisfactory level of
reliability).

Data collection was conducted via e-mail stating the purpose of the research. Questionnaires were sent to
large, medium and small companies in Slovenia, which operated in service and manufacturing industries and had at
least twenty employees. The questionnaires were addressed with the accompanying text to the key decision makers
in the firm (CEOs). 134 usable questionnaires for analysis were returned. The majority of companies in the sample
were between 11 and 20 years old. The majority of the companies had total annual sales of over 1.6 million to 4
million EUR. Most companies were small, having from 20 to 50 employees (full time equivalent).

Regression analysis was used to test the hypothesis. Composite variables for employee loyalty
(independent variable) and firm growth (dependent variable) were calculated as means of construct items. Control
variables firm age and size were included as additional independent variables in all regression equations. The impact
of the industry control variable was checked so that the sample was divided into two parts, namely the
manufacturing and service companies.

RESULTS OF REGRESSION ANALYSIS

The following are the results of regression analysis for testing the hypothesis and the impact of control
variables: In examining Hypothesis 1, we found the association between employee loyalty and firm growth. The
regression model was found significant (F = 8.04, sig. 0.000). Corrected coefficient of determination is 0.13, which
means that 13% of the variance in the dependent variable can be explained by the independent variable.
Standardized regression coefficient for the employee loyalty is 0.22 and is significant (sig. 0.006). Employee loyalty
was therefore found positively related to growth of the company, which is consistent with the Hypothesis 1.
Additional regression analyses were conducted for checking effects of control variables (age, size, industry). Firm
age and size were added in the regression equation as independent variables. Results showed a negative association
between age and growth (standardized coefficient -0.29 and significant: sig. 0.000), whereas no association was
found between size and growth (standardized coefficient -0.01, sig. 0.95). When checking the industry control
variable the regression analysis was done separately for manufacturing and service firms. For manufacturing firms
the relationship between employee loyalty and growth was positive and significant (standardized coefficient 0.17,
sig. 0.02), whereas this relationship was found positive but at a lower level of significance for service firms
(standardized coefficient 0.14, sig. 0.06). Overall, the hypothesis on the relationship between employee satisfaction
and growth received moderate support. Employee loyalty can be important for firm growth, but this may hold more
in manufacturing firms than in service firms. In addition, the results indicated that firm age can be negatively
associated with firm growth.

DISCUSSION AND CONCLUSION

Employee loyalty can be important for growth of the company. The results of the regression analysis
moderately confirmed the hypothesis. By using control variables (industry, age and size by number of employees),
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we came to additional conclusions. The control variable age of the firm showed a negative relationship with growth;
the older the company the slower can be its growth, and vice versa. The company size was not found to affect its
growth. The study results indicated that employee loyalty can be especially important for growth of manufacturing
enterprises.

The role of employee loyalty is important in all businesses regardless of size and age. The main focus of
this paper was on employee loyalty. The theoretical development of the role of employee loyalty and its relationship
to firm growth was upgraded by using empirical quantitative analysis of the association between employee loyalty
and firm growth. The regression analysis moderately confirmed the hypothesis. In addition, the influence of control
variables was assessed. The key contribution of this study is the theoretical development and testing of the role of
employee loyalty in firm growth. In addition to the scientific contribution, some recommendations for practice — for
companies — can be given; recommendations can be important for firm growth: Employee loyalty can be important
for firm growth. Employee loyalty can be particularly important for growth in manufacturing firms, whereas in the
service sector it may be less important. Employee loyalty can be also important in terms of its relationship to overall
satisfaction of employees, because employee loyalty cannot be directly affected by management, but more through
building satisfaction elements (Auer and Antoncic 2009). Companies should ensure that their employees are
adequately rewarded in the form of various bonuses, praise, the possibility of education, promotion, and the
education for flexible behavior. The following elements can be more important than a good for many employees:
interpersonal relationships, organizational climate, positive communication, and an adequate flow of internal
information. By giving sufficient attention to these employee satisfaction elements, the level of employee loyalty in
the company can increase, which can have a positive impact on firm growth. Managers should be aware of the
importance of the role of employees for the development of the company. The way of managing employees can be
crucial for the way employees talk about the company to their friends and to the organizational external
environment. Companies should ensure that employees are proud to say to other people that they are part of the
organization. The company can create a good image and reputation by taking a good care of its employees; this may
also reduce the cost of promotion.

The study has also some limitations. The study was limited to employee loyalty as an important factor
affecting the growth of the company. Other elements, which may be important for growth, were not included. The
sample was limited to companies from Slovenia and not from other countries; the sample can be considered well
representative of companies with twenty or more employees. The structured survey questionnaire was used, which
limited but also assured exact answers to the questionnaire items. Answers about the company's growth were
obtained through a questionnaire, which was answered by individuals, and not from the annual financial statements
of companies. Collecting data on the growth and profitability of enterprises on the basis of perceptions of key
decision makers in the company has proved to be adequate also in previous research (for example, Zahra 1991;
Zahra 1993; Hisrich and Antoncic 2001; Antoncic and Hisrich 2004; Antoncic 2007). In future research other
factors that are important for employees and firm growth can be included. Cross-cultural comparisons of findings
may also improve the validity of the findings in future research. Despite the limitations, the study made an important
contribution by examining employee loyalty and showing its impact on firm growth.
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