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ABSTRACT

For Flemish entrepreneurs human resource manageasiene of the biggest challenges for
further development and growth (Forum on Entrepuestep, October 2006). Hence, this
paper aims to shed light on how successful entngpms in Flanders manage their human
resources. Building on Greiner’s (1998) growth moaled the model of Ulrich (1997), we
conducted a qualitative study of various human usso practices within Flemish
entrepreneurial firms in different sectors and esagf growth. We investigated the interplay
between the focus of HRM and the growth phase ddMiE. The main objective is to better
understand the major challenges entrepreneursierperwhen managing people during the
first stages of company growt®ur findings suggest that HRM within growing SMHEsfts
from an operational focus on people to a moreegratfocus on procedures. Throughout the
process of evolution entrepreneurs need to findritiet balance of HR practices, paying

attention to formalisation, delegation and coaching
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INTRODUCTION

Numerous studies within the entrepreneurship domeanphasize the importance of
the human resource policy of an organisation féeatiive organisational performance.d;,.
Shipton et al., 2006; Smilor & Sexton, 1996). Matimng competent employees is an
important condition in order to stay competitivehéBtacharyya, 2006). Recent evidence
indicates that SMEs that have adopted more sophisi HRM practices report superior
performance (Hayton, 2003). Attracting and retaniwvaluable employees is especially
important for entrepreneurial firms, since (1) timpact of one employee on firm performance
is larger in a small firm compared to the impactaidarge firm, (2) small firms have less
tolerance for inefficiency, and (3) the evaluatiohintangible assets (such as the value of
human capital and knowledge) are becoming incrghsimportant in assessing the viability
of firms and investment decisions (De Winne, 2006).

Research findings suggest that HR practices that appropriate for larger
organisations are not always applicable in smaéitart-up organisations (Carsrud, Gaglio, &
OIlm, 1987, Hill & Stewart, 2000). Delmotte and ealyues (2001) also refer to the fact that
an SME is not the same as a large organisationimatare. Given the importance and
complexity of human capital within SMEs, severahdars €.g, Heneman, Tansky, and
Camp, 2000; Hornsby & Kurato, 2003) advocate forrenknowledge on the interaction
between firm size and HRM. More specifically, theseems to be a strong interest in
gualitative research on HRM in SMEs (Hill & Stewa2000; Vickerstaff & Parker, 1995;
Kotey & Slade, 2005). Until now, most research bampared formal and informal HRM
practices between different SMEs without explainingw’ entrepreneurs implement HRM
practices. Qualitative studies can help in gaimmage insights into how entrepreneurs within
their specific context (size, growth stage,...) usetdols to develop and stimulate growth.

Taking these calls for research into consideratibis paper draws on case study
research into human resource management within ShH&®ed in Flanders. The main
objective is to identify the major challenges eptemeurs experience in managing their
human resources during the first stages of comgamawth. Furthermore, we aim to gain
insights into how entrepreneurial firms adopt humesource practices to stimulate further
growth.



To provide some answers to these questions, difféypes of entrepreneurial firms in
terms of sector and growth stageq, the difference between a start-up and a fastiggar
a mature company) were studied.

The remainder of this paper is organized as folloBexction 2 and 3 concentrate on
previous research on HRM in SMEs and our conceptaaiework. Section 4 describes the
research design used. In section 5 we elaborat®uonmain findings. We end with a

discussion and some suggestions for future research

PREVIOUS RESEARCH ON HRM IN SMES

Most research on human resource practices in dima has compared formal and
informal HRM practices between organisations infedédnt size categories. Hornsby and
Kuratko (1990) examined HRM practices of small Uf8ms and reported increased
sophistication in practices with firm growth. Compasize did significantly affect the use of
formalised HRM practices, especially for job anaysecruitment, compensation, benefits
and incentive plans. A replicated study of thesthas (2003), however, suggested little
advancement in the human resource practices ofeanfiains over the last ten years.

Using data from small organisations in Australiatéy & Slade (2005) investigated
the adoption of formal human resource managemexttipes with increasing firm size. The
results of their study demonstrate a move towandsidn of labour, hierarchical structures,
increased documentation, and more administratiegases as organisations grow. The
authors found that when the number of employeeseases recruitment processes become
more formalised, different methods of selection #&maghing are used and more emphasis is
put on performance appraisal of management staff.

A study of Heneman, Tansky and Camp (2000) fourat the growth oriented
entrepreneur does not seem to be concerned witlitioreal human resource management
practices such as interviewing methods in staffiolg job evaluation procedures in
compensation. Traditional human resource topicsifaan matching the knowledge, skills,
and ability of the person to the job requiremeimsSMES, however, attention is given to
matching characteristics of the person to the walaled culture of the organisation. For
leaders of small companies this entrepreneurialuailis an important asset to attract
employees. According to McGrath and MacMillan (20Gbe task of the entrepreneur is to
build organisations with an entrepreneurial climatdhere employees are stimulated and

motivated to identify opportunities and competitideas.



McMahon & Murphy (1999) find support for the linlettveen management style and
implications for the HRM focus. In a similar veirAndersen (2003) concludes by
emphasizing the link exists between the status Rfpractices and the person in change of
HRM in an SME. Therefore, to stimulate change anowth, an entrepreneur must be a
successful leader and coach, who is able to metigat empower his employees (Cools et
al., 2007:74). However, developing an appropriaepelicy in this regard is not an easy job,
as entrepreneurs need to find the right balancdPfpractices as the organisation evolves
(Kotey & Slade, 2005).

CONCEPTUAL FRAMEWORK

We will frame our research in two models, namely gnowth phase model of Greiner
(1998) and the well-known model of Ulrich (1997ncerning the four roles of HR.

The growth phase model of Greiner (1998)

Greiner’s (1998) growth phase model analyzes tlwuéen of an organisation (see
Figure 2). According to this model an organisageperiences six different subsequent stages
defined by size, with each time a transitional @erin between. The ability to react
successfully to each of these crisis moments istaivfor the further growth of the
organisation. Greiner describes six phases of ¢grawamely creativity, direction, delegation,
coordination, collaboration and alliance. Henceompany’s problems and solutions tend to
change markedly as the number of its employees indales volume increase. An
organisation steadily evolves from a one man’s imss to a professional firm in which
formalisation, delegation and decentralisation (@eeiner, 1998). As the unit of analysis in
our research is the small organisation, we wiluon the first three stages of growtle.(
creativity, direction and delegation). To our knedde these have not been touched upon
deeply in existing literature. Greiner (1998) looks five dimensions when observing an
organisation namely age, size, evolution, revotutamd growth of the industry. We will
elaborate on the first three phases, as the uaihaliysis is the small organisation.

Creativity. In the birth stage of an organisation, the emphigs@n creating both a
product and a market. The founders are usuallyniealty or entrepreneurially oriented and
they generally disdain management activities. BEsithis, communication is done in an

informal way and long hours are compensated byptioenise of ownership benefits. All



individualistic and creative activities are essarfior a company to get off the ground. But as
the company grows, those activities become an dlestharger production runs require
knowledge about the efficiencies of manufacturimgreased numbers of employees cannot
be managed exclusively though informal communicatend new employees are not
motivated by an intense dedication to the produdrganisation. Managers try to act as they
did in the past. At this point a crisis of lead@psbccurs which is the onset of first revolution.
To overcome this crisis, a strong manager is netaléghd the company out of confusion and
bring structure into the organisation.

Direction. The companies that survive the fist phase by ilsted good manager find
themselves in a new period of evolutiorhey are characterised by the introduction of an
organisational structure, accounting systems, iaes) budgets and working standards.
Besides this a more formalised communication tgase. Finally, the new manager and his
or her key supervisors assume most of the respbitysfbr instituting direction. Although the
new directive techniques channel employees' enengye efficiently into growth, they
eventually become inappropriate for controlling arendiverse and complex organisation.
Lower-level employees find themselves restricte@lmpumbersome and centralised hierarchy.
They have come to possess more direct knowledget aterkets and machinery than do their
leaders at the top; consequently, they feel torwéen following procedures and taking
initiative on their own. Thus, the second revolatiemerges from a crisis of autononiyo
deal with these difficulties managers start to gale. Yet it is difficult for top-level managers
who previously were successful at being directivegive up responsibility to lower-level

managers. Moreover, the lower-level managers aractustomed to making decisions.



Delegation. The next era of growth evolves from the succesafylication of a
decentralised organisational structure. It entaitgse responsibilities towards plant managers.
Profit centres and bonuses are used to motivateni@oyees. Top-level managers manage
by exception and focus on the takeovers of otherpamies. These characteristics can create a
sense of loosing control. Soon, the organisatialls finto a crisis of control This
revolutionary phase is under way when top managerseeks to regain control over the
company as a whole. Those companies that move diveh@d new solution in the use of

special coordination techniques.

The model of Ulrich (1997)

To map the orientation of HRM within our organisats, we will use the model of
Ulrich (1997). He distinguishes four roles of HRdésFigure 2). These are determined by two
axes. The first dimension focuses on the time bariaf HR interventions (short-term versus
long-term) and the second dimension entails theudoof the activities (people versus
processes). Figure 2 gives a visual image of the rfoles based on these two axes. We can
differentiate between the role of strategic partrdrange agent, administrative expert and
employee champion. In view of this model, we disctie cases as we go into different HR
domains. Following previous studies examining hum@source management practices
(Shipton et al., 2006), we confined ourselves teeehprimary sets of HRM activities or
practices: hiring and recruiting, developmentl@idag training, employee involvement, and
performance appraisal), and retention (includingngensation and a stimulating work
environment). This analysis helps us to determireefocus of HR in each growth phase and

helps us to track the evolution of this focus asdfganisation evolves.

Insert Figure 1 About Here




METHOD

Research design

The research design is case study research, asrmuvas to get a thorough insight
into how HR practices are managed within entrepraakfirms. Case studies permit to fully
comprehend a phenomenon within its real-life can(¥in, 1994). They are most appropriate
for ‘how’ questions because they deal with operatidinks, rather than mere frequencies or
incidence (Yin, 1994). The case study is a detaieestigation, with a view to providing an
analysis of the context and processes involvetienphenomenon under study (Stake, 1995).
The phenomenon is not isolated from its contextibudf interest precisely because it is in
relation to its context (Eisenhardt, 1989). MukHaase designs allow cross-case analysis and

comparison, and the investigation of a particule@mpmenon in diverse settings (Yin, 1994).

Case description

As SMEs encompass firms of various sizes with vayyilegrees of complexity in
management practices (Kotey & Slade, 2005), we tiaeachieve variance in the selection of
our cases. Organisational size was measured bytinguhe number of full-time equivalent
employees in each organisation. We adopted EUcsitagjories to select our organisations: 2
micro enterprises (0-9 employees), 2 small enteepr{10-49 employees) and 2 medium-sized
enterprises (50-249 employees) (Curran & Blackb@f1). Hence, the cases discussed in
this paper all fall within the size limits of smadi medium-sized companies contained in the
EC definition (i.e., those employing between 0 248 people).

We included organisations that were fast growingndi within their respective sector.
For the case selection, experts in entrepreneutshgp SMEs from a prominent business
school in Flanders and experts of small businessnied organisationse(g, Flemish
Chambers of Commerce and Industry) were consultbd. six cases had the advantage of

providing a contrasting and complementary mix ofusiry types.



Furthermore, we searched specifically for compatt@s demonstrate best practices
concerning their HR policies, with a special foars the key areas of the research issues:
recruitment and selection of new employees, trgiramd development, and retention of

employees in small growing firms.

Data collection

We followed a multiple-source approach. Besidesrinéws with the entrepreneur
and, if applicable, the HR responsible or othemteanvolved within the company policy on
HRM, we organized focus panels with a sample of leyges working in the companies
under study (Krueger & Casey, 2000). Through in&awe and focus panels, researchers can
access case participants’ views and interpretatiohsactions and events (Yin, 1994).
Furthermore, this allowed us to test the policegx@plained by the company responsibles for
compatibility with the perception of the target gpo As all interviews and focus panels took
place on site, they coincided in all cases witloar tof the work area. In a third step, we
presented these best practices to a broader gfarirepreneurs that currently are not having
an explicit focus on managing human resources. a0, we test the feasibility,
generalizibility and barriers of the best practisketched out in the case studies and we also
make a first step in creating awareness among tlwadbr population of Flemish
entrepreneurs. All interviews and focus panels winged and transcribed. Interviews
typically lasted 90 minutes; focus panels 120 nesufable 1 presents an overview of the six

cases.

Insert Table 1 About Here
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Data analysis

We coded all interviews along the different dimensi of our conceptual framework.
The coding scheme enclosed a set of five categdaesanalysis: the context of the
organisation, entrepreneurship and growth, therasg#ional culture, the HR policy, and the
HR practices used within the organisation. We ipocaited 16 sub-categories, for instance
recruitment and selection for HR practices. We uaegualitative data analysis computer
program (AtlasTi) to facilitate the data analysi®gess. As such, meaningful data chunks
could be identified, isolated, grouped, and regeaugor analysis (Creswell, 2003). To
enhance the reliability and validity of our analysa second coder recoded approximately
10% of the interview transcripts. By coding the saimterview twice, we were able to check
the stability (Krippendorff, 1980; Weber, 1990). Biguities and disagreements in codings
were resolved by discussing key terms and joirgliewing the interview transcripts until
consensus was reached.

We first analyzed the data by building individualse studies for each organisation,
regarded as ‘families’ in AtlasTi. The creationfaimilies is a way to form clusters for easier
handling of groups of codes (Muhr & Friese, 200RElying on methods suggested by
Eisenhardt (1989), we looked for within-group samiies coupled with intergroup
differences. Furthermore, we selected pairs of cas®d then listed the similarities and
differences within each pair to identify the HR ipgl of our cases (Eisenhardt, 1989).
Comparing and contrasting several cases enabledo useveal common patterns and

differences between our cases.

FINDINGS

Our analyses indicated considerable differencesdmt the six cases. On the basis of
our cross-case comparison, we could set out tha otairacteristics of each stage of growth:
creativity (micro firms), direction (small firms)nd delegation (medium-sized companies).
Table 2 summarizes our findings within each phaseillustrate these findings, we describe
the three growth stages in more detail with repriegive excerpts of our interviews. Figure 2

gives a visual image of the growth stage of eagh®fix cases.
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Insert Table 2 and Figure 2 About Here

Case1land 2: HRM in micro firms (0-9 employees)

Context of growth and entrepreneurship. Both case 1 and 2 are situated in the
phase of creativity. In these micro firms entrepuas are characterized by their creative,
intuitive personality, with a clear focus on cregtiand selling both a product and a market
(Greiner, 1998). Schravendijk (2004) refers togh&epreneur as a pioneer. The enterprise is
closely related to the management style of thedeadho is founder, owner and general
manager of the company. Within micro firms, withsmall group of employees working
closely together, informality is key. Entrepreneafsmicro firms are usually technically or
entrepreneurially oriented, disdaining long termnagement activities. The entrepreneur of
case 1 clarifies'Actually, professionalization was never my objeetil never walked around
with the idea ‘| want to make this my job'. | wastj involved in it, | liked it and | thought it
was worthwhile. | am a short term thinker. Tomorrigvanother day.”

Recruitment and selection of new employees. In micro firms it is the entrepreneur
that makes up the personnel planning and does dlexti®n interviews, sometimes in
collaboration with a senior employee. In view of #mall scale of a micro firm, the hiring of
new personnel is not that frequent. In micro firjob descriptions are fluid and flexible.
Mainly people with little experience are recruitelecruitment in micro organisations
happens mostly through their informal network. Bef@ job opening is published, other
options are explored such as the availability ¢dnms, volunteers or acquaintances of current
employees. This is not only cheaper; there is ai®oe certainty about the fit of the new
employee in the organisational culture.

Training and development. Regarding training and development, our study icomsf
that micro enterprises mostly fall back on on-tbledearning and self-study. The moments of
learning are mainly implicit and informal. Havingnich together for instance can be an
appropriate way of knowledge sharing. Micro firnféen rely on external trainings too, not
only for the employees but for the entrepreneuweall. There is no development procedure
and trainings are often on demand.

In micro firms the entrepreneur is responsiblegieople performance. The evaluations

are mostly done informally, without clear objecsver a link between results and
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compensation. In case study 2, for instance, tieatcls used as a referral. On the other hand,
in our interviews the employees indicated that tremeive ample support and guidance. The
contact moments with the employer, who has a cogctole, are frequent and informal by
nature, as cited by the entrepreneur of cas&\& are working in an informal way. | mean,
people are having lunch together. Those are HR mtsnevhen things are shared. In the
evening, we sometimes go out for a drink. What bslavell, is take an employee with me
when | have to drive up somewhere. Those are oftements that things come up. That is
how | keep being tuned in.”

Retention of employees.

Considering rewards we found little hierarchy bedtwehe wages. The compensation
policy, however, is little transparent. A numberextra benefits are offered, such as a car, a
group insurance and an end-of-year bonus. Emplayexesffered much flexibility, partly due
to the good rapport with the entrepreneur. Moreavey are motivated by the possible
involvement and participation in important decisoon organisational level. Employees of
micro firms indicate they can grow with their orggation; they evolve horizontally by taking
up more responsibility. Job rotation is a frequenged way to offer a new challenge to the
employee. In spite of the limited vertical careatlpjob content seems to be a motivating
factor. An employee of case 1 describés this is a young organisation, you can persoyall
contribute to its further growth. In a way you camen determine your own job content. |
think that’s a big advantage when you work foratstip.”

Focus of HRM. We found that the owner of a very small enterphsadles the
personnel function since the firm employs only & feeople. When mapping micro firms on
Ulrich’s (1997) model, the two quadrants with a jpleofocus are overrepresented. The
employee champion (short term) and change ageng (term) prevail. Micro firms are
characterised by employee participation and supfuort(creative) initiatives. Overall, the
emphasis is more on operational HRM than on stiatesgues. Our results suggest that
employees miss the lack of formalisation, operaidruman resource processes and a clear
HR strategy. An employee of case 1 puts it this:Wee spend a lot of time together in an
informal way. The challenge now lies in introducifogmal communication moments and a
formalised HR approach.Inspite of this focus, we see a growing attentionthe long term
and the strategic aspect of HRM. In both casesetiteepreneur is elaborating on a business
plan with an HR component.

Major challenges for HRM. Typical about micro firms is the predominantly

horizontal structure that one wants to preserve. dilnployees that surround the entrepreneur
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are mostly a tight group that communicate inforgpnallThat is why the challenge an

entrepreneur is faced with in this phase is diyetitked to maintaining the climate of

participation unique in a micro firm. When the angtion grows, it becomes more difficult

to involve all employees equally in operational idems. Moreover, with an ever growing

team it becomes extremely difficult for the enteprur to keep the close partnership with
every employee.

The creative, intuitive approach that was fruitinl the start-up phase appears to
become an obstacle for a number of employees. Theréack of formalisation, structure and
clarity when thinking of performance, training @ward management. More specifically,
employees report a need for a transparent traaiiigcompensation policy and a standardised
introduction procedure for new employees. Employa&s a uniform strategy and functional
organisational structure. An employee of case studgnisation 2 clarifiesFor me it would
be better to focus on one business. Doing so, yaudahave clear job content, archiving the
past and mapping the future. Currently new projegtsintroduced but old ones have to keep
running too, which makes the workload too highraes.”

Case3and 4: HRM in small firms (10-49 employees)

Context of growth and entrepreneurship. To ensure the transition to a following
phase of growth, entrepreneurs have made a nunlsémrategic choices. Small firms (case 3
and 4) are characterised by direction. The creapmoach that worked in the first phase of
growth has conceded for internal efficiency. Instaeompanies an organisational structure is
introduced to separate different functions andvaws. In many small firms a general
manager is appointed who leads the company thraugiistainable evolutionary phase. Job
assignments become more specialised and the estieprhas determined a key role within
the company. Some feel at best when they can behcinvolved in the core activity of the
organisation, others become managers of their compd@he founder-entrepreneur of
organisation 3, for instance, calls herself theatklw-CEQO’: in order to focus more on the
expansion of the organisation, she has transfehedesponsibility of the daily operational
tasks to a general manager.

Successful entrepreneurs of small companies feehéed for self management and
delegate a couple of core tasks to their employ2emg so, entrepreneurs of micro firms try
to involve their employees. In organisation 4, ifwstance, the possibility exists to become

partner of the organisation.
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Recruitment and selection of new employees. The employees are responsible for
workforce planning, in collaboration with senior magement. The way in which this
planning is done depends on the structure of tharaesation. At organisation 3 the planning
is made in the beginning of the year. A predici®made of how many newcomers will be
needed. At organisation 4 the personnel plannimgase ad hoc. Like in micro firms mostly
junior profiles are recruited that are often fouindthe informal network of the current
employees. Especially at organisation 4 they apmealinterns, temporary workers or
freelancers to fill in an open position. Organigati3, operating in the recruitment sector,
makes more use of formal recruitment channels. idapts for a job opening have several
interviews before joining the company, mostly witie entrepreneur or general manager. In
organisation 3 junior employees are also involvethe recruitment of newcomers by taking
up selection responsibilities. The selection ciatér small firms are based on job descriptions
or functional cards with competences, linked with thost important company values. As in
micro firms the fit with the organisational cultuseprimal.

Training and development. Similar as in micro firms, on-the-job training asdlf-
study is more important that formal training. Kneae is shared informally through intranet,
during lunch, but also during weekly meetings. ma#i companies external trainings are
attended in team. For example at organisation éxaégrnal consultant is invited to train the
entire team. Employees are stimulated to inditdae training needs mostly ad hoc but also
during yearly performance interviews.

At organisation 4 the entrepreneurs are respondinlepeople performance; at
organisation 3 this HR practice is partly delegdtedeniors. Small companies appeal more to
formal assessments than micro firms. These evaluatioments take place regularly on the
basis of the job description (short term) and sgpt(long term). Besides this, the weekly
project evaluations are used as an evaluation tookmall companies the attention for
coaching seems to have diminished although sommrsemployees take up the role of
coach.

Retention of employees. The motivation to work in a small enterprise sedambe
intrinsic and extrinsic. Like in micro companiesetiwage policy is not transparent.
Entrepreneurs of small firms mention the importan€eextra benefits and flexibility. Not
only job content and the possibility to have a asy mentioned, but also the friendly work
environment and the possibility to evolve with tbeganisation. Employees can promote
within the organisation without a job opening. Thean create a new job and take up more

responsibilities. The entrepreneur of case studpmsation 3 indicatesWithin a change
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process it is very human to want to protect yousifian, but in a company that doubles every
year, all positions are up in the airWithin this organisation a limited career pathes sut.
This ensures quick promotions from a junior to ricelevel.

Focus of HRM. In small companies the entrepreneur and seniorlegmps are
responsible for human resource management. Stcategnan resource management is often
the responsibility of the general manager, while @i the employees takes care of the
operational part of HRM. The HRM of small firms &ates between chaotic and less chaotic,
between freedom and discipline. Ulrich’'s Model (I%hows that although operational
people management (employee champion) remains doithe focus shifts to long term,
strategic HRM (change agent). Organisation 3 empéas short term, operational HRM. At
organisation 4 we found a predominantly long temd atrategic people focus. Overall,
people performance and long term development ofl@yeps gain attention. Furthermore,
during this phase entrepreneurs give more attentiddR procedures than in the creativity
phase. In this growth stage employees look forlahogated HRM that is not only centred
around informal coaching but also based on basicpritedures. Performance interviews
still have a rather informal character. But theregmteneurs of our small companies have
structured other HR practices, like training andaeling, or the selection procedure for new
employees. The entrepreneur of organisation 3sst&ter 3 people, you don’t need anything.
But for 30 employees who work in a SME servicingfinationals, you have to keep up with
your policies. This is a major challenge.”

Major challenges for HRM. Given the fact that the attention for informality
diminishes, it becomes more difficult to align athployees. A first step towards delegation
was pivotal to get things done. The challenge withis growth phase is to delegate without
losing sight of the necessary support for the wandé. Employees advocate a more
elaborated training, performance and reward poligth (long term) career perspectives.
Hence this stage of growth ends by a crisis of margy. First line management often feels
torn between following procedures proposed by tigamisation and taking initiative on their
own. In terms of HR interventions, this can leaditoad hoc HR approach where employees
are unclear about the support they might expech ftloeir supervisor. This is illustrated in
organisation 4, where employees lack a cross-depatal HR contact persofiwe are
missing a neutral person that is not the boss lanttake decisions without having to ask the
bosses. Career management, compensation and Iseragifgraisal... it's all linked. And that

is what we miss, someone with whom you could taskitayour problems so that you don't get
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the feeling that you need to get a hold of yoursbios everything and then hope he’s in a

good mood.”

Case5and 6: HRM in medium-sized fir ms (50-249 employees)

Context of growth and entrepreneurship. Medium-sized companies (case 5 and 6)
are characterized by a decentralised organisatistrakcture. Within this growth stage
entrepreneurs focus on a mission, vision and sgfyafEhe elementary strategy and the basic
processes that were installed have been devel&pecepreneurs dealing with the crisis of
autonomy gave their employees more responsibitresmade them aware of their impact on
the organisation. In medium-sized firms a numbdrigh-potentials within the company were
empowered and thus became line managers. Theabltbée entrepreneur were split up and
divided among different people. Ownership, stratemind operational management are no
longer the responsibility of one person. The em&aeeur of organisation 6 for instance has
made the choice to remain a shareholder but hasfénaed all operational tasks to a team of
senior managers. As he describe$At:a certain moment the issue pops up of who y@u a
as a person, as a manager, as a shareholder andylmomsplit up those different roles. | am
actually not good in certain things or | do notdiko do some things, but | do have an idea of
how things should be as a shareholder. So | canmtaaaonclusion that | should appoint a
management team. In the beginning, this was véifigult. The people that you assigned to be
in the management team don’t involve you in evergtranymore. And although you
empowered them to be able to do that, you feeblgfand think ‘Guys, can | join in?"”

Case 5isin a crisis of autonomy and is evolvowgdrds the third phase of delegation.
Case 6, on the other hand is already situateddamptiase of delegation as they are already
highly decentralised. They are however faced withisis of control.

Recruitment and selection of new employees. In medium-sized firms open
occupations are clearly defined. Both the entreguwes) the line management and the HR
manager are involved in personnel planning. Mor¢éhso in micro or small firms they look
for specific profiles. Where in former phases eigrare was less of an issue, in medium-sized
organisation senior profiles are wanted. The entregur of case study 5 clarifié®intil a
few years ago we could manage perfectly with thresiness managers, me and my two
partners. Up to about 40 people, this is possibld, it is not the case anymore. A few years
ago we introduced a middle management. Now, wéoakeng more for senior profiles, while

in the past we recruited junior profiles that weuttbtrain. People with a track record and
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experience now come into the organisation and e&e up a part of the managementhe
informal network is exhausted and the HR managettaely on formal recruitment channels
to attract new employees. The selection processuish more formal than it was in former
phases. At organisation 6 three interviews arer@dnwhere the necessary competencies are
examined; one with the HR manager, one with arma@ager and one with an employee. The
fit with the organisational culture is not as imjamt as the expertise of the newcomer, as he
has less impact on the organisation than when heédvemter smaller organisation.

Training and development. Internal training is almost non-existent in micnosmall
firms but becomes more prevalent in medium-sizgamisations. At organisation 6 a pool of
experienced consultants train the whole workfoMere and more experienced colleagues
are called in to work as a trainer or coach. Thenéibn for on-the-job training and self-study
remains along with a new consideration for extereducation. Thus medium-sized
companies have more variety in their training aegetopment policy. The training needs
may be indicated by the employees themselves #sebgirection.

The responsibility for people performance is spfit Especially line managers are
responsible to raise the motivation and performanteemployees. Yearly evaluation
meetings are proposed and linked with the strat#fgithe company. However, due to the
growth of the organisation those meetings do nofag$ take place. In comparison with
smaller companies, the attention for coaching asnéshed and more formal procedures are
used. When we look at case study 5 we see fomostthe use of assessment centres.

Retention of employees. In medium-sized firms entrepreneurs try to male itage
policy more transparent. The difference in experebhetween the different employees is
larger, which results in larger wage discrepancisthermore, the importance of extra
benefits drops. The motivation to work for a medisized company is comparable with the
other two phases. Employees refer to job contdéiets and certification (at organisation 6).

In order to engage experienced employees, medineas-siompanies put more effort
into career management than micro or small compani&mployees are given more
possibilities to evolve horizontally and verticalip the organisation. At the moment
employees of organisation 6 are given the choited®n two career paths: the technical path
and the commercial one. Internal job rotations) &lstween these two paths, are possible.

Focus of HRM. The HRM of medium-sized organisations is deceisedl Most
medium-sized companies have installed a human resomanager who introduces and
streamlines a series of human resource practicespliaboration with the entrepreneur.

Recruitment and people performance are delegatdeethne manager who collaborates with
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the employee concernedVe notice a shift from short term/operational HRgg 5) to
strategic, procedural HRM (case 6). Compared tofdhmer phases the strategic quadrants
become more important while the focus on peoplaeadses. In both cases the strategic
partner role grows. Medium-sized companies havasaiam and vision with complementary
HR procedures. Employees report more long term miRstments such as development and
career management. From our analysis we learned that in spite of thewing
professionalism and formalisation of medium-sizegaaisations, the need remains to have
attention for the operational, people focused HRepdhat is typical for the start-up phase.
Major challenges for HRM. A decentralised structure exists with a lot of
responsibilities for the line management. The emgé that appears during this stage of
growth is the retention of the early employeesa lcontinuously changing environment it is
difficult to keep them motivated. In this phaserepteneurs appear to be focused on strategy,
when losing operational aspects out of sight. Eméeeurs typically face a crisis of control,
where autonomous line managers each delineatediveipolicy, at the expense of a uniform
one. The general manager of case study 6 descriBesig challenge is to keep the
connection between different employees. In thenbégd you are a group of eight. When you
grow, you can grow apart. We wanted to keep thaheotion by building smaller units. This
means you go back to smaller groups of employesdshtve the flexibility and the sense of
belonging together. Some people leave becausetlirdy the organisation has become too

big. You don’t know everybody anymore.”

DISCUSSION AND CONCLUSION

The main objective of this study was to better ustdad the major challenges
entrepreneurs experience in managing people dthmmdirst stages of company growth and
to gain insights into how entrepreneurial firms tlsgir HRM to stimulate growth. By linking
Greiner’'s (1998) growth phase model to Ulrich’sqIPHRM role model we got a thorough
insight into how the focus of human resource mameyg changes in an SME faced with
growth. In what follows, we discuss the most sdliéindings of our investigation, the

strengths and limitations of our research desighaur suggestions for future research.
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Discussion of findings

We found clear indications that HRM in growing SMiesds to get more formalised,
even in the first stages of growth. This is in lweh Kotey and Slade's (2005) findings,
suggesting a move from simple structures with edised and informal systems to functional
structures with specialized functions and presdripectices.

When we contemplate what we have learned followhig study we can conclude that
the focus of HRM changes when the organisation grobe challenge of micro firms (0-9
employees) is linked to the climate of participatibat is unique for this growth stage. At a
certain moment, a growing micro is confronted watlerisis of leadership. As in McMahon
and Murphy (1999) and Anderson (2003) we foundearctonnection between the HR policy
and the management style of the HR responsibleufimout the process of growth the focus
of HRM transforms in line with the orientation diet entrepreneur. To ensure a smooth
transition to a following phase of growth the epteneur needs to move away from the
intuitive management style that worked well bef@accessful entrepreneurs of growth will
establish an elementary organisational structurgepmarate different functions and activities.
Employees feel the need for a more formalised Hit@axh in line with the business plan.

Successful entrepreneurs of small companies (18+8loyees) are faced with a new
crisis, related to the need for self managementinButhis so-called crisis of autonomy
employees feel torn between following procedurasppsed by the organisation and taking
initiatives on their own. Hence the challenge witkiis growth phase is to delegate without
losing sight of the necessary people support. Brareeurs tackling this crisis establish the
first line managers, giving senior profiles morspensibilities and making them aware of
their impact on the organisation. We found that nvaa organisation grows it moves from a
short term focus on people to a long term focupracedures. The larger the organisation, the
stronger HR emphasizes strategy and processess3figicentrepreneurs in this growth stage
delegate some HR practices to the line, while ekthw on long term career perspectives for
employees.

Medium-sized firms (50-249 employees) have a deaksed structure with a lot of
responsibilities for line managers. Entrepreneygscally face a crisis of control, where
autonomous line managers each delineate their @Noypat the expense of a uniform one.
Therefore successful entrepreneurs of growth madlar tstrategy and communication
sufficiently visible. They examine whether or nbetHR initiatives within the organisation

are consistent and if the decentralised HR manageisenot too dependant on the line
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management involved. The challenge that appearsgiuhis stage of growth is the
motivation and retention of the early employeese THRM needs to be expanded and
consolidated with sufficient attention for inforntgland people. When this crisis of control is
handled correctly, the organisation faces a stpbtéod of consolidation. We may conclude
that a successful entrepreneur willing to attrdeyelop and retain his employees during all
stages of growth deals with delegation and forratb®, keeping in mind that employees
need the necessary support and coaching in orasictl.

We acknowledge that the dynamic and entreprenecuiidre that often characterizes
SMEs is an important asset to attract employeestadsd by Heneman and colleagues (2000).
However, the investment in maintaining the emplaitgbof the employees and in the
offering of sufficient career possibilities can mat taken for granted. As organisations grow,
employees appear to have a need for clarity reggrtheir role in the organisation, the
support they receive at the (long term) perspedhieeorganisation has to offer. As a result of
that need for transparency more formal HR system$e@ing brought to life. Conversely, that
formalisation collides with the small-scaled SMElahe informal character that makes it so

attractive. This tension is one of the crucial rajes when SMEs construct their HR policy.

Resear ch implications

We believe there are lessons to be learned fronst ‘Ipeactice’ companies. As
Rickards (1996) describes, these lessons requitie ‘adat’ as ‘how’. In our study, we
investigated the ‘how’ question, building on quatite data. The case study methodology
gave us a rich insights into the subtleties ofgtmvth process (Chatman & Flynn, 2005), but
also triggers some further questions, indicatingsgae fruitful avenues for further research.
A first question relates to the observation thairduinitial growth stages, entrepreneurs need
to find the right balance between nourishing thregmeneurial culture in the organisation,
while at the same time providing sufficient claritgd consistent support to employees across
the organisation. The implications of finding thlwlance in terms of which HR
responsibilities to divide to the line and whichesrto keep centralised is still not clear. Also,
we need further insights in how to make such a esearship effective so that both the HR
function and business entities collaborate in eceded way to manage the human resources
across the organisation. Finally, we see some itapbquestions of a structural kind. How
HR effectiveness relates to the structure of thgamisation and, especially relevant in the

later growth stages, how HR effectiveness relaigbe structure of the HR department itself
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is not clear yet. Many larger organisations hawvemdy introduced a three pillar HR structure
model including a shared service centre, an expentre to develop HR policies and
processes and an HR business partner departmentijrsg distinct business entities. Such a
model is believed to balance between centralisedad® local business unit needs and to
make sure that the different HR roles identifiedUisich (1997) get fulfilled. An interesting
issue is the size an organisation needs to havwebdfcould benefit from such a structure.
Another issue concerns possible alternative stractolutions for organisations that believe
to be too small to carry such an elaborated strectu

In terms of the methodological choices we have madeacknowledge that there are
also limitations inherent in the kind of researah lwave conducted. The results and discussion
need to be accepted within the limitations of asearch design. This study was conducted
with a limited number of companies, needing furtbeyss-validation to assess whether the
perceptions we found also apply within other resleaiopulations. A broader sample selected
among the same criteria is needed to confirm osult® (Eisenhardt, 1989). Moreover, the
data were gathered over a relatively short timeoperLongitudinal research should be
conducted in order to study these organisatiomaédsions during different moments in time.
We also focused on the three first stages of Greimeodel of firm growth. Future research
could pick up where this study left off and reskatbe next phases of coordination,

collaboration and alliance, in relationship to thigerent roles of HR.
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TABLE 1

Overview of the case study or ganisations

Organisation Sector Size (# employees at thetimeof  Method (# employeeswho
selection) participated)

Case study 1 Social profit; project work in theurghry Micro (6) 3 interviews (3)

sector; single site
Case study 2 ICT and internet Micro (6) 3 intensgi®)
Case study 3 Online recruitment; single site Sifzal) 2 interviews + 1 focus panel (8)
Case study 4 Communication; single site Small (24) 1 interview + 1 focus panel (7)
Case study 5 Marketing Medium-sized (60) 1 intemvie 1 focus panel (7)
Case study 6 IT Integrator Medium-sized (200) 2rviews + 1 focus panel (8)
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Analysisfor SMEs

TABLE 2

Micro firms (0-9 employees)

Small firms (10-49 employees)

Medium-sized firms (50-249

employees)

Context of growth and

entrepreneur ship

Phase of creativity

Entrepreneur as pioneer
Importance of informality, family-
feeling

Central leadership

Function as entrepreneur-owner-

founder-manager-employee

Phase of direction

Entrepreneur as builder

Need for more input and self
management

More formalisation and structure
Attempt to delegate roles of

entrepreneur

Phase of delegation
Entrepreneur as manager
Decentralised structure
Focus on vision, mission and
strategy

Heavily decentralised policy, roles
of entrepreneurs are filled in by
different people, entrepreneur
delegates some of his functions to

the line
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Recruitment and selection

Entrepreneur determines the
personnel planning, sometimes
with experienced employees
Ad hoc

Entrepreneur(s)/managers
determine the personnel planning

Balancing between ad hoc (Case

and more processed (Case 4)

3

Entrepreneur(s)/line managers/HR

manager determine the personne
planning
More formalised, determined in

advance

Informal network is most importar
Selection interview with
entrepreneur, sometimes with

experienced employee

Flexible job descriptions

Junior profiles

Fit with organisational culture

—

Balance between informal (Case
and business network (Case 4)
Selection interview with
entrepreneur(s). At Case 3 the fir

contact is with an employee

On the basis of job description
(Case 3) or functional cards with
competencies (Case 4) in line wit
strategy

Junior profiles

Fit with organisational culture

Business network is the most
important
Formal selection procedure linked

with training trajectory: interview

with HR Manager, coordinator and

employee (Case 6)

On the basis of job description

Junior and senior profiles (specifi
Fit with organisational culture is
important but not pivotal, focus

more on technical skills

Training and development

On-the-job/self-study
Informal knowledge sharing

On-the-job/self-study
Informal (lunch) and formal
(intranet, weakly meetings)

knowledge sharing

On-the-job/self-study
Informal and formal knowledge

sharing (intranet, portal, work

groups, ...)

U
~—

"
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External training (also for
entrepreneur)

Indication of training needs by

employees

External training (sometimes
invitation to the entire company fa
the whole team)

Indication of training needs by
employees and through job

descriptions

=

External and internal training: role

of colleagues when giving training

Training needs indication through

job description and by employees

Retention of employees

Entrepreneur is responsible for
people performance

Informal evaluations, without
objectives or linked rewards, cliern

as barometer (Case 2)

Direct support and coaching

because of small scale

No wage transparency

Little wage hierarchy

Extra benefits

Intrinsic motivation: job content,

social engagement, involvement

Limited vertical career path
Internal job rotation and

responsibility for own job content

Entrepreneur/senior profiles are
responsible for people performan
More formal, yearly evaluations o
the basis of job descriptions and
strategy; weekly project evaluatio
(Case 3)

Attention for coaching diminishes
colleagues with more experience
sometimes support the employee
No wage transparency

Little wage hierarchy

Extra benefits

Intrinsic motivation: job content,
social engagement, involvement,
quick promotion, work atmospher
Limited vertical career path
Internal job rotation and
responsibility for own job content

)

Line management is responsible
people performance

Yearly evaluations, linked with
strategy (informal presentation)
More formal procedures e.g.
assessment centres (Case 5)
Attention for coaching diminishes
colleagues with more experience
take up support of employees
Wage transparency and wage
hierarchy

Less extra benefits

Intrinsic and extrinsic motivation:

job content, clients, certification

Choice between two career paths

Internal job rotation
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Focus of HRM

Entrepreneur is responsible for HR=

Importance of people mainly short =

term and operational HR
Need for formalisation, operationa

process focused HRM and the

construction of a clear HR strategy

Entrepreneur(s) and management =

are responsible for HR

Importance of people mainly short =

term/operational

More attention towards strategic
and processes in comparison with
micro firms, moving away from
intuitive approach

Need for formalisation of strategid
HRM, not only focus on
procedures but also on human

dimension

Decentralised HR policy:
entrepreneur, line and HR manager
are responsible for HR

Shift from short term operational
HR (Case 5) to long term/strategic
with more attention for processes
(Case 6)

Need for a uniform operational

HRM, focused on people

Major challenges

Maintaining of climate of
participation, the entrepreneur as

coach

Dealing with the crisis of
leadership:
« Choosing the right role for|
the entrepreneur
¢ Delegation of some core

tasks

Aligning the employees, make a
first step towards delegation with
sufficient amount of support for
employees
Dealing with the crisis of
autonomy:

« Elaborate strategy and

processes
« Empowering of employees,

delegate some

Retention of first employees,
elaboration and consolidation of
HRM with sufficient attention for
informal, human dimension
Dealing with the crisis of control:
» Sufficient communication
on strategy and direction
* Make sure that the line
management follows and

coaches the employees
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Conquering intuitive
management style
Structuring the
organisation (structure,
strategy)

Formalisation of some HR
practices (introduction,

training, rewards)

responsibilities
Delegation of some HR
practices to the line
(recruitment, performance
management)

Uniform HRM

Attention for training and
career management
Consolidation of hiring and
recruiting, performance

management, rewards
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Thefour HR roles (Ulrich, 1997)

FIGURE 1

Long-term/Strategic

Strategic Change
Partner Agent
Processes
Administrative Employee
Expert Champion

Short-term/ Operational

People
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FIGURE 2

The Growth phase model (Greiner, 1998) and cases

Organisation Size

Phase 1 Phase 2 Phase 3
Growth Through Growth Through Growth Through
Creativity Direction Delegation
Autonomy
Crisis
Leadership i_)
Crisis
A
| Case 1 | | Case 2 | | Case 3 | | Case 4 | | Case 5 | Case 6
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