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ABSTRACT

The strategic development of resource stocks and their effects on firm performance was
tested in small firms.  Specifically, analysis was made of the impact on performance of strategic
planning mechanisms (mission statements and strategic plans) and the differential impact of the
types of resources available for development (tangible and intangible).  Examination was also made
of the performance effects of investments in non-professional versus managerial and professional
workers.  Results show that flexible, short-term strategic planning positively influences firm
performance.  But, the greatest effect was identified in investments in managerial and professional
employees, especially those investments aimed at selection (through unstructured interviews) and
later training (after the first year of employment).  

Our findings underscore the unique management challenges of small firms.  They face a
critical reliance on establishing and maintaining informal methods of control and communication
while undertaking sensitive investments in resources under conditions of scarcity.  Our results point
to clear patterns of management and investment in top-performing small firms, and should interest
researchers aiming to extend our understanding of small-firm resource development and
practitioners attempting to make often difficult resource management decisions.     

INTRODUCTION

The resource-based view of the firm, since its inception (Penrose, 1959; Wernerfelt, 1984;
Barney, 1991), has focused on the creation of unique stocks of resources in firms.  The bundles of
resources informing organizations are built up over time (Ghemawat, 1991) and explain the
heterogeneity of firms (Barney, 1991), provide protection from imitators (in the best firms) and
ultimately result in superior performance (Dierickx & Cool, 1989; Peteraf, 1993; Reed & DeFillippi,
1990).  The key resources for maintaining organizational superiority are most often related to human
resources in the form of know-how (Teece, 1980; Teece, 1982), whether that be technological or
other forms of innovative expertise or be process-oriented abilities in the form of routines (Nelson
& Winter, 1982) and knowledge integration (Grant, 1996). 
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Recent work has added important detail to the resource-based view, focusing on dynamic
capabilities, mechanisms by which firms "integrate, build, and reconfigure internal and external
competences to address rapidly changing environments" (Teece, Pisano & Shuen, 1997, p. 516).
Subsequent research (Eisenhardt & Martin, 2000) has extended the concept of dynamic capabilities
to include moderately changing environments by involving the concept of routines (Nelson &
Winter, 1982).  Whatever the environmental conditions, dynamic capabilities are repositories of
organizational learning, functioning as tools "through which the organization systematically
generates and modifies its operating routines in pursuit of improved effectiveness" (Zollo & Winter,
2002, p. 340).  Managers' over-riding duty is to develop and collect the knowledge that underlies
both routines and dynamic capabilities (Grant, 1996).  

Indeed, management has always held a special, if not pre-eminent, place in the resource-
based view of the firm.  The "Penrose effect," identified in the originating work of the resource-
based view (Penrose, 1959), points to the direct influence of managerial knowledge on the growth
of firms.  Four levels of resources have been identified (production/maintenance, administrative,
organizational learning and strategic vision resources) that move from lower to higher levels of
uniqueness and flexibility and better explain sources of competitive advantage (Brumagin, 1994).
Management is fundamental for developing and housing resources in the upper categories.  Little
surprise should therefore surround the fact that a managerial theory of the firm has been called for
by some leading researchers (Bartlett & Ghoshal, 1993), albeit in the large firm.

However, the small firm arguably provides the more promising environment for developing
and testing a managerial theory of the firm.  First, small firms are extremely sensitive to the
presence, skills and activities of managers (Wyer & Mason, 1998) and their high-knowledge
(professional) workers (de Kok & Uhlaner, 2001).  Second, resources in the small firm are often
severely limited.  Organizational slack is virtually non-existent in many cases, with often intense
pressure put on organizations to achieve greatly efficient and effective allocations of existing
resources (Miller & Toulouse, 1986).  Therefore, investments required for recruiting, developing
and retaining top management and professional workers put considerable pressures on small firms
(Hadjimanolis, 2000).  Third, the small firm is often burdened with a generic set of resources,
notwithstanding their paucity (McCarthy, 2003).  Consequently, the small firm is often pressed to
develop a unique set of resources and capabilities in order to be differentiated from competitors and
to support stronger relationships with customers.  The often fungible and unique nature of the
knowledge and skills bases of top managers and professionals makes them a likely source of
organizational differentiation.

This paper fills a prominent gap in the literature of both the small firm and the resource-
based view of the firm by presenting and testing a framework for resource development in small
firms, comparing the effects of management and professional workers with other types of resources.
The model will be delivered and explained in section one, along with the hypothesized relationships
among its key elements.  Methods will then be outlined in the second section.  The theoretical model
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is built primarily from the tenets of the resource-based view of the firm and from recent work
concerning high-performance work systems.  Section three will include a discussion of the results.
The final section contains a description of the limitations of this research paper and closes by
offering directions for future research.

THEORETICAL MODEL AND METHODS

Model and Hypotheses

In their ground-breaking article, Bartlett & Ghoshal (1993) outlined the changing, complex
environments (both internal and external) commonly being encountered by managers in large
international firms.  The authors noted that challenges are increasingly being met by attempts to
create a new organizational form that offers greater freedom to managers in fostering the crucial
processes of renewal, integration and entrepreneurship.  At the same time, understanding and study
of large organizations was said to require analysis of the perceptions and actions of managers
operating in complex systems, their individual businesses.

Small firms, of course, face similar pressures to those of large organizations, but these forces
are met in a much more concentrated environment and draw generally from smaller and less
distinctive stocks of resources in dealing with them.  Moreover, the same point applies to the
management and professional talent in the typical small firm, with the degree and depth of
specialization usually being far more limited.  In the small firm, a single manager or a small cadre
must often bear all of the responsibilities that are divided among corps of front-line, middle and top
management in large firms.     

Figure 1 presents a simple framework for understanding resource accumulation and
development in the small firm.  The process of development is understood to emanate from
organizational strategy, whether that be intended (and, therefore, stipulated by detailed planning
documents) or emergent (and, therefore, guided by active experimentation and heuristics).  Firm
resources are divided into two major categories, physical resources and intangible assets (Chatterjee
& Wernerfelt, 1991; Teece, 1982) and are posited to provide the primary basis for organizational
value-adding activities.  More specifically, the build-up of intangible assets within the category of
management and professional employees is anticipated to influence performance most profoundly.
Finally, in general terms, organizational performance is expected to be a direct outcome of strategy-
making and resource accumulation, development and application.

Model and Hypotheses:  Strategy

The small firm can pursue two mutually exclusive strategies, the "lifestyle" or the "high-
velocity growth" strategy, each of which differ fundamentally in their impact on firm performance
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Resource Development in the Small Firm

(Timmons & Spinelli, 2004).  The former describes a strategy designed to support a host of goals
related to the owner's personal enjoyment, which preclude maximizing firm performance.  High-
velocity growth strategies, by contrast, are employed to enlarge the firm and generate maximal
returns.  The realization of high rates of profitable growth in small firms is anticipated to demand
much more from managerial talent, as well as from all organizational resource stocks.  Small firms
with active strategic planning and communication are expected to out-perform those without, with
many of the formal techniques associated with the process, being key concerns.  

Still more issues compound the complexity of strategic management in small firms.  For
example, small organizations are typically subjected to a maelstrom of outside pressures that
sometimes deny the opportunity for the strategy formulation and formal planning techniques that
are routinely undertaken in large organizations (Robinson & Pearce, 1984).  Resources, both
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financial and managerial, are often simply not present in sufficient depth in the small firm.
Moreover, the close connection of the small organization and its environment – again, a partial
function of resource constraints and therefore organizations' inability to absorb shocks – dictates that
flexibility and dexterity remain basic strategic bywords (Matthews & Scott, 1995).  The predominant
expression of strategy is through activity rather than conception (Bhide, 1994).  Therefore, because
of both their resource demands and their perceived rigidity, the composition of a broad set of formal
planning documents is not expected to be positively associated with organizational performance
(Martin & Staines, 1994; McCartan-Quinn & Carson, 2003).  The crucial need to adapt mitigates
the need to state a small firm's plans in minute detail at any single point in time.  However,
statements of purpose or vision, sufficiently adaptable for the uses of small firms, have been
connected to success (Stonehouse & Pemberton, 2002).  Stated formally, 

H1: A written mission statement is positively associated with organizational performance.

Strategy is expected to guide the successful small firm, with informality a distinctive
characteristic, in contrast to the large organization.  The expression of strategy is more likely to be
a function of top leadership (Gibb, 1997; Gibb, 2000; Miller & Toulouse, 1986), organizational
culture (Gibb, 2000) and direct, informal communication (Miller & Toulouse, 1986).  Only general
guiding instruments, like mission statements, and operational documents like short-term, written
strategic plans should therefore offer managers more traction in dealing with their situations.  Stated
formally,

H2: A written strategic plan for the coming year is positively associated with organizational
performance.    

Model and Hypotheses:  Capital Asset Accumulation

The resource poverty common in small firms has already been established.  However, the
accumulation of distinct constellations of productive resources has been connected to top
performance, especially when the resources are unique and their "appropriability" is tightly
controlled (Barney, 1991).  This control can be especially profitable if first-mover status, patents,
or other kinds of restrictions protect resources with the most sought-after qualities (Conner, 1991;
Grant, 1991; Miller & Shamsie, 1996).  Assuming the constraints of the small firm and the
rationality and profit-orientation of management (through the presence of strategic planning),
investments in physical assets will develop unique and valuable stores.  Therefore, 

H3: Capital Asset accumulation, at rates greater than industry participants, will be positively
associated with organizational performance.   
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Model and Hypotheses:  Human Resource Management

Important work offered insights into "human resource architecture," a framework for
understanding how organizations best arrange employment relationships (Lepak & Snell, 1999).
Human resource architecture draws from transaction cost economics, human capital theory and the
resource-based view of the firm, pointing to the importance of strategy in combination with the
uniqueness and value of human capital.  Especially crucial to the construction of the appropriate
architecture is the use of costly internalization and investment only in human resources that exhibit
high levels of uniqueness and value.  The construction of high-performance work systems (for
example, Delaney & Huselid, 1996; Delery & Doty, 1996; Way, 2002) offers guidance for
understanding how activities related to human resource management positively impact the value of
employees and the ability to generate a competitive advantage.  Therefore, 

H4: Investment made in human resources is positively associated with organizational
performance.

The administration of human resource investments can also reasonably be assumed to affect
organizational performance.  Figure 1 employs a simple transformation model that reflects recent
research recognizing human resource development through employee selection, development and
use (Hatch & Dyer, 2004; Koch & McGrath, 1996; Snell & Dean, 1992).  In elemental language,
firms that are able to select (through screening tests and interviews), develop (through training) and
retain (supported by performance appraisal and remuneration) their employees most effectively build
the key, inimitable resources essential for competitive advantage (Dess & Lumpkin, 2003).
Formally,

H4a: The use of screening tests is positively associated with organizational performance.

H4b: The use of screening interviews is positively associated with organizational performance.

H4c: The use of formal training (in the first year) is positively associated with organizational
performance.

H4d: The use of formal training (after the first year) is positively associated with organizational
performance.

H4e: The use of formal performance appraisal is positively associated with organizational
performance.

H4f: The use of pay-for-performance systems is positively associated with organizational
performance.
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Together, human resource selection, development and engagement represent a
transformational process that is expected to increase the value and uniqueness of a key factor in
organizations (Hatch & Dyer, 2004).  Moreover, in the small firm, the definition and focus of firm
activities is doubly critical, given the tenuous nature of its existence.  The desire to build inimitable,
valuable resources that secure a defensible competitive advantage is paramount for high growth and
profitability.  The presence of resources with the desired profile can be expected to affect the firm
more profoundly than in large and, especially, diversified firms.  Given the general scarcity of
valuable resources in small firms, the possibility exists that the two major types of human resources
(managerial & professional and non-professional) will offer differential total returns and unequal
returns from individual human resource activities.  Our analysis will allow an assessment of the
relative impact of investments in managerial and professional workers and in non-professional
workers.  

Sample

Survey data was obtained from a group of small businesses in Canada.  One of the challenges
of studying small businesses is defining them.  Although other measures, such as sales volume or
asset accumulation, have been utilized in a few research examples (see McCartan-Quinn & Carson
(2003) and Ibrahim & Goodwin (1986) for more information), the criterion most utilized for
assessing organizational size is the number of employees.  Yet, general agreement has not been
reached about what number of employees constitutes a small organization.  For example, the small
business has been defined in the literature as entities employing a range of 500 or fewer employees
(Ibrahim, Angelidis & Parsa, 2004; Matthews & Scott, 1995), 250 employees or fewer
(Gudmundson, Tower & Hartman, 2003) or 50 or fewer employees (Borch, Huse & Senneseth,
1999).  

We chose organizations with fewer than 100 employees as our definition of the small firm.
This description falls conservatively within the range exhibited in the literature and has been the
criterion applied in a number of papers (for example, Gray, Densten & Sarros, 2003; Olson &
Gough, 2001; Hadjimanolis, 2000).  As well, the definition is in agreement with that utilized by the
Government of Canada (Industry Canada, 2003).        

The survey was delivered by telephone, using a list purchased from Dunn & Bradstreet, a
business-information company.  Interviewers asked to speak with the most knowledgeable person
regarding company practices (usually a top manager/owner).  Results were obtained from 98
organizations, representing a broad cross-section of Canadian small businesses and resulting in a 20
percent response rate. 
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Measures:  Firm performance

A subjective measure of organizational performance was chosen for the following reasons.
First, firm performance is a multi-dimensional construct (for example, Meyer & Gupta, 1994;
Rogers & Wright, 1998), a challenging entity to measure accurately.  Industry-related factors often
influence the performance outcomes of firms, making the comparison of financial data across
diverse industry settings sometimes misleading (Covin & Slevin, 1989; Sapienza, Smith & Gannon,
1988).  Second, objective measures of performance are often more difficult to obtain for small firms
for a number of reasons.  Managers of small businesses often display an unwillingness to divulge
information about their organizations, especially sensitive financial data (Litvak, 1976; Fiorito &
LaForge, 1986).  This point is made even more important by the fact that small firms are
overwhelmingly privately held.  Therefore, financial data is not available to the public and it is not
possible to check the accuracy of responses by cross-referencing filing data (Covin & Slevin, 1989).
Finally, objective data, even when they are available, can only be interpreted with great care because
of the wide divergence of business practices and goals in the small firm (Cooper, 1979).  

Subjective measures of performance capture the degree to which the firm is producing
outcomes that are necessary for the attainment of stated goals and objectives (Gupta &
Govindarajan, 1984; Kaplan & Norton, 2001; Rogers & Wright, 1998; Steers, 1975; Way &
Johnson, 2005).  Furthermore, subjective measures of firm performance have been found to be
closely correlated with objective measures (Dess & Robinson, 1984; Robinson & Pearce, 1988;
Venkatraman & Ramanujam, 1986).  

Our measure of performance effectiveness employed a methodology similar to that used by
Gupta & Govindarajan (1984), Covin & Slevin (1989), and Miles, Covin & Heeley (2000).
Respondents are first asked to indicate on a 5-point Likert-type scale, ranging from "of little
importance" to "extremely important," the degree of importance their firms' top managers attach to
nine outcomes.  They are as follows: (1) sales level, (2) sales growth rate, (3) cash flow, (4) gross
profit margin, (5) net profit from operations, (6) profit-to-sales ratio, (7) ability to fund business
growth from cash flow, (8) return on investment, and (9) change in (a) the value of the firm (in
private firms) or (b) share price (in public firms).  Respondents then indicate, again on a 5-point
Likert-type scale, this time ranging from "highly dissatisfied" to "highly satisfied," the extent to
which their firms' top managers are satisfied with the firm's performance in the nine performance
outcomes.  The firm effectiveness measure is the sum of the nine "satisfaction" scores multiplied by
their corresponding "importance" scores. The aggregate measure captures the degree to which firm
outcomes correspond to the attainment of a firm's broad-based goals and objectives.  
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Measures:  Independent Variables

Single survey items corresponded to the use or non-use of relevant practices.  For example,
concerning their strategic planning practices, respondents were asked, "does your firm have a written
mission statement?" and "has your company produced a written strategic plan for the coming year?"
The relative capital intensity of firms was assessed by asking respondents to compare "your firm's
total investment (total dollars) in fixed capital stock (for example, machinery, buildings, etc.)" with
competitors, using a five-point scale ranging from "well below average" to "well above average."
Human resource management practices were also ascertained through single items related to the use
of screening tests, interviews, training (in the first year and after the first year), performance
appraisal and pay-for-performance.  All questions concerning human resource activities were
assessed separately for managerial and professional employees (as one group) and for non-
professional workers (as a second group).   

Measures:  Control Variables

A number of factors potentially affecting performance required controls.  The list begins with
the management autonomy of the firm, with independent organizations reasonably expected to
develop and deploy resources in markedly different ways from franchised, networked, or otherwise
controlled firms (Dollinger, 2003).  A dummy variable was constructed in which independent firms
were designated "1" and companies connected to outside actors were labeled "0."  The age of the
firm (measured as the number of years since founding) was also subject to control, because of
findings connecting organizational age (especially measured through life-cycle stage) with
differential management challenges (Dodge & Robbins, 1992; Hanks & Chandler, 1994) and,
ultimately, with variance in organizational performance (Youndt, Subramaniam & Snell, 2004).
Finally, organizational size, even for firms of 100 employees or fewer, has also been shown to
differentially affect human resource management, one of the central focuses of this study (Hornsby
& Kuratko, 1990).  Organizational size was measured as the number of employees. 

Analysis

Hypothesis testing involved the use of hierarchical multiple regression.  Control variables
were loaded in first.  Model 1 was then augmented by variables related to organizational strategy
(Model 2), capital investment (Model 3), investments in non-professional employees (Model 4) and
then, separately, by managers and professional employees (in Model 5).  Descriptive statistics and



102

Academy of Entrepreneurship Journal, Volume 11, Number 2, 2005

regression results are reported in Tables 1 and 2, respectively.  Means and correlation statistics are
set out in a staged manner, reflecting the introduction of data in Models 4 and 5. 

RESULTS

Demographics

As stated, we received 98 usable responses to our survey requests, with all sizes of the small
firm represented.  Of those responding, 17% employed fewer than 20 employees, 47% employed
between 20 and 39 people, 21% employed between 40 and 59, seven percent employed between 60
and 79, and the remaining seven percent employed between 80 and 99 people. Ten percent of the
firms that responded generated revenues up to $100,000; 20% generated between $100,000 and
$200,000; 37% generated between $200,000 and $500,000; and 23% generated revenues between
$500,000 and $1 million. The remaining 10% of the responding firms had revenues above $1
million. 

The sample firms also represented a wide cross-section of locations and industries.  In terms
of geographic dispersion, firms that responded to our survey requests broadly mirrored the country's
economic centers.  Half of the companies returning surveys were from Ontario, 14% were from
Alberta, and the remainders were from the other provinces across Canada. The only province not
represented was New Brunswick.  As well, the organizations represented a large number of
industries.  The highest percentage of sample firms were engaged in sundry manufacturing (29%)
and service industries (28%).  A further 14% and 13% were focused on retail and wholesale
industries, respectively, while nine percent was linked to the transportation industry and five percent
came from financial services. 

Analysis

The analysis produced a complex mixture of supported hypotheses, significant unanticipated
results and unsupported hypotheses.  But, a discernable pattern exists in the results.  Table 3 brings
together the hypotheses, posited relationships and the findings.  

First, we note that not one of the control variables significantly affected firm performance.
Second, of the two variables related to strategic management, only the use of strategic plans received
support.  Third, capital intensity was also not found to significantly impact firm performance.
Finally, not one of the variables related to developing non-managerial or non-professional workers
was found to significantly influence performance.  
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Table 1:  Descriptive Statistics & Correlation Coefficients

Managerial and Professional
Workers

Mean S.D. 1 2 3 4 5 6 7 8 9 10 11 12

1. Firm Age 22.13 18.97 1.00

2. Firm Size 36.90 21.36 -0.10 1.00

3. Firm Independence 0.83 0.38 0.05 0.01 1.00

4. Mission Statement 0.62 0.49 -0.04 0.12 -0.24
***

1.00

5. Strategic Planning 0.51 0.50 -0.10 0.11 0.01 0.46
***

1.00

6. Capital Intensity 3.11 0.94 0.09 0.04 0.02 0.00 0.18
**

1.00

7. Screening Tests 2.49 2.09 0.001 0.09 0.01 0.05 0.14
*

0.02 1.00

8. Interviews 2.66 0.85 -0.07 0.08 -0.15
*

0.43
***

0.36
***

0.02 0.21
**

1.00

9. Training (in 1st Yr) 4.64 2.43 -0.04 0.12 0.06 0.09 0.36
***

-0.03 0.17
**

0.32
***

1.00

10. Training (after 1st Yr) 4.04 2.44 -0.1 0.08 -0.04 0.19
**

0.42
***

-0.08 0.12 0.42
***

0.67
***

1.00

11. Performance Appraisal 3.85 2.30 0.06 0.04 0.08 0.25
***

0.17
*

0.18
**

0.11 0.25
***

-0.05 0.11 1.00

12. Performance-based Pay 4.33 2.10 0.02 0.01 -0.11 0.33
***

0.15
*

0.11 0.02 0.22
**

0.23
**

0.10 0.43
***

1.00

Non-professional Workers Mean S.D. 1 2 3 4 5 6 7 8 9 10 11 12

7. Screening Tests 2.72 2.18 -0.09 0.13 0.03 0.02 0.07 -0.04 1.00

8. Interviews 2.60 0.85 -0.00 0.04 -0.25
***

0.32
***

0.26
***

0.04 0.22
**

1.00

9. Training (in 1st Yr) 4.57 2.39 -0.15
*

0.05 0.03 0.09 0.33
***

0.12 0.18
**

0.32
***

1.00

10. Training (after 1st Yr) 3.66 2.39 -0.05 0.04 -0.02 0.17
**

0.43
***

0.03 0.18
**

0.29
***

0.69
***

1.00

11. Performance Appraisal 3.85 2.32 0.14
*

-0.16
*

-0.08 0.27
***

0.28
***

0.24
***

-0.08 0.49
***

0.05 0.19
**

1.00

12. Performance-based Pay 4.14 2.20 0.05 -0.16
*

-0.08 0.19
**

0.11 0.11 -0.10 0.20
**

0.11 0.06 0.40
***

1.00

The number of observations is 98.  ***p<0.01; **p<0.05; *p<0.10.
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Table 2: Linear Regression Results

Model 1 Model 2 Model 3 Model 4 Model 5

Firm Age .002 (.018) .022 (.215) .005 (.049) -.004 (-.041) .001 (.007)

Firm Size .097 (.920) .087 (.828) .082 (.783) .077 (.693) .103 (1.057)

Firm Independence -.04 (-.377) -.075 (-.694) -.072 (-.676) -.088 (-.772) -.082 (-.801)

Mission Statement -.132 (-1.09) -.114 (-.945) -.105 (-.817) -.102 (-.815)

Strategic Planning .253* (2.145) .216* (1.803) .224* (1.666) .277** (2.224)

Capital Intensity .154 (1.458) .176 (1.554) .127 (1.258)

Screening Tests .094 (.833) .182* (1.833)

Interviews -.092 (-.625) -.358*** (-3.015)

Training (in 1st Yr) -.164 (-1.001) -.351** (-2.429)

Training (after 1st Yr) .127 (.804) .298** (2.086)

Performance Appraisal -.025 (-.166) .092 (.781)

Performance-based Pay .055 (.464) .164 (1.389)

R² .011 .060 .083 .113 .268

R² Adj. -.022 .007 .019 -.019 .160

) R² .011 .049 .022 .030 .186

Model F .329 1.125* 1.304 .857 2.476***

The number of observations is 98.  t-values are in parentheses.  ***p<0.01; **p<0.05; *p<0.10.

By comparison, while the case of managerial and professional workers was more complex,
a number of hypotheses were supported.  The uses of screening tests and training after the first year
of employment were found to positively impact performance.  However, formal interviewing
techniques and training in the first year of employment, while they did significantly influence firm
performance, were also discovered to have a negative influence rather than the positive effect that
was predicted.  The results of the study are discussed in greater detail below. 

DISCUSSION

In general terms, our findings clearly identify, first, value in informality and flexibility in
small-firm strategic planning and, second, human resource development outcomes that appear
heavily affected by organizational size.  Results support our model, further suggesting that top-
performing small firms place managers and professionals at the center of their investment patterns.
Our findings underscore contentions that management and professional workers more often contain
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the requisite hard-to-copy levels of education and technical expertise that are essential for the
creation of competitive advantage through human resources (Barney, 1986; Hitt, Bierman, Shimizu
& Kochhar, 2001).  Our results should be of interest to both researchers in the resource-based view
of the firm and to those studying high-performance or -investment work systems.  As well, insights
are available for practitioners who face the commonplace and difficult decisions concerning
investment and development under conditions of scarcity.

Table 3:  Hypotheses and Results

Hypotheses Support and Significance

H1: A written mission statement is positively associated
with organizational performance

No

H2: A written strategic plan for the coming year is
positively associated with organizational
performance

Yes 
(" = 0.10)

H3: Capital Asset accumulation, at rates greater than
industry participants, will be positively associated
with organizational performance

No

H4: Investment made in human resources is positively
associated with organizational performance

Non-Mgmt Mgr's and Prof's

H4a: The use of screening tests is positively associated
with organizational performance

No Yes
(" = 0.10)

H4b: The use of screening interviews is positively
associated with organizational performance

No Yes 
(not in the direction predicted)

(" = 0.01)

H4c: The use of formal training (in the first year) is
positively associated with organizational
performance

No Yes 
(not in the direction predicted)

(" = 0.01)

H4d: The use of formal training (after the first year) is
positively associated with organizational
performance

No Yes 
(" = 0.01)

H4e: The use of formal performance appraisal is
positively associated with organizational
performance

No No

H4f: The use of pay-for-performance systems is
positively associated with organizational
performance

No No

The operational orientation of strategy-making in the small firm was confirmed through the
use of one-year strategic plans.  The explanatory power of Model 2 was clearly a function of the
impact of the strategic planning process on organizational performance.  Surprisingly, significant
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effects on performance were not detected from the presence of an organizational mission statement
or from above-average physical asset accumulation. 

Investments in managerial and professional employees exposed strong and significant effects
on organizational performance.  Model 5 was significant at the 0.01 level.  The change in explained
variance, from Model 3 to Model 5, was a robust 0.186.  By contrast, the introduction of investments
in non-professional human resources (in Model 4) did not significantly impact performance.
Furthermore, not a single variable connected to non-professional development significantly affected
firm performance.    

A number of variables related to human resource management of managerial and
professional employees achieved significance.  Again, a number of the results were surprising.  First,
screening tests were weakly, but significantly, connected to stronger performance.  Second,
interviewing played a more significant role in organizational performance, but not as expected.
High-performing small firms appear to make primary use of unstructured interviews, rather than
progressive, structured interviews.  A likely explanation for the use of unstructured interviews is that
managers are most concerned with the "fit" of personalities when assessing possible employees, with
the completion of prospective job requirements being a secondary issue.  Furthermore, successful
firms could make use of formal screening tests, an alternative way of gathering job-related skills
data.  Third, training was found to have a differential impact on performance.  Top-performing small
firms trained workers only after their first year of employment.  Thus, highly evolved interview
techniques and the training of managers and professionals in the first year negatively impacted
performance.  These findings, again, seem to point out the general need in small firms to maintain
simple organizational procedures and to conserve resources, for example, by relying on newly hired
skilled resources to feed the organization, rather than vice versa.  Finally, performance appraisal and
performance-based pay did not significantly affect organizational performance.  The results may be
explained by the presence of professional norms and other forms of self-appraisal that, at least
partially, mitigate the need for more formal appraisals and incentives.  Organizational culture and
other informal means of "policing" may also be affecting implementation and outcomes.

Our results compare favorably with those focused on high-performance or -incentive work
systems (for example, Delaney & Huselid, 1996; Delery & Doty, 1996; Way, 2002), providing
additional insights on the individual effects of a number of human resource activities.  Support was
found for the positive impact of human resource development, in the case of management and
professional workers, and for the build-up of dynamic capabilities and valuable asset specificity
associated with those resources.  

However, our findings also offer greater insight into the individual payoffs of the
investments.  For example, the development of expertise in the selection and subsequent training of
managers and professionals is suggested to be especially effective.  The connection of strategy and
the resource-development process appears to be inseparable, especially as strategy formulation is
understood as inseparable from implementation.  
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Our findings are, therefore, also relevant for small-firm managers who are caught, often
daily, in negotiating trade-off relationships among their investments.  Analysis plainly supports the
creation of strategic planning processes that focus on managers and professionals.  Furthermore,
investment in the development of managers and professionals suggests the strongest returns from
leading capabilities in selection and transformation, rather than use and monitoring.    

Limitations and Further Research

This research requires some caution in interpretation and in the application of the findings
to all small firms.  Our theoretical framework and analysis was a heavily simplified reflection of the
complex reality of small firms.  For example, our findings can identify for researchers and managers
the importance of investments in managers and professionals. But, other explanatory factors have
been left unexplored.  Indeed, in only one example, further research is needed into non-formal,
culture-based means of human resource engagement and monitoring in small firms.  The role of
managers and professionals in the creation of culture and in its communication and transference only
adds to the complexity of undertaking significant research.  As well, the general interaction of
strategy and resource development in small firms must be better understood.  Causality involving
strategy and resource development almost certainly does not run in only one direction.  More needs
to be known about the strengths of the individual effects and the nature of the relationships, even
in a simple theoretical framework and a carefully reduced set of organizational variables.    

A number of other limitations in our research must be acknowledged, besides the relatively
simple theoretical framework that was being tested.  Most obviously, a relatively small sample size
was employed in this study.  Obtaining the involvement of small-business managers remained a
challenge; respondent resistance appears simply an unavoidable fact of life for small-business
researchers.  Hopefully, the practical implications of this research, after they have been fed back to
participants and combined with similar studies, can have a positive impact.  

In another vein, a broad cross-section of Canadian firms is represented in our sample, but
the number of respondents is slight for some provinces, and some industries are under-represented.
But, again, enough variety in the industries and the nature of the businesses being surveyed appears
present, at least to an acceptable degree. 

But, of the limitations of our paper, the most important to us were those related to analysis
and theoretical development because they also offer direction for the future.  The development of
sounder theory and the extension of analysis will guide successive rounds of research.  We believe
they can be profitably built on the conclusions of the present paper, moving to a theory of the small
firm that clearly reflects the central performance effects of developing managerial and professional
human resources.   
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ENDNOTES

The authors thank Rebecca Fahringer for her able assistance in preparing the manuscript for publication.
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