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ABSTRACT

This study uses a sample of 47 high-growth small firms to examine the understudied topic of
employee retention. We found that firms reporting very low annual voluntary turnover (0-2%)
rates engaged in creating a positive work environment, provided employees more freedom and
flexibility, offered ample employee involvement and opportunities for growth; were clear
about the processes associated with compensation and benefits, and frequently communicated
with and provided assistance to their employees. Firms reporting turnover higher than 10%
for the past year described their retention practices in much diminished frequency and
richness along these same dimensions. Given that these firms were all part of a pool of 77
high growth small companies (over $1 million annual revenue, less than 12 years old and
compound annual growth greater than 15%), retention of intellectual capital would be a
prime issue. Industry differences among the companies are explored and theoretical and
practical implications are discussed.

INTRODUCTION retention within evolving organizations.

o ) Thus, this study seeks answers to the
A recent edition of Entrepreneur magazine  research question: “What HR practices
stated that the retention of key employees is appear to have positive employee retention
the biggest problem facing entrepreneurial [ ogyits among growth-oriented
companies (Entrepreneur, 2006). With entrepreneurial firms?” This is important
today’s increasingly competitive global  pecayse, to date, very few studies look at
economy, the retention of intellectual capital  f;.t0rs influencing employee retention in
would appear to be a prime issue for  eptrepreneurial firms, although “few
entrepreneurial companies around the world,  jmperatives are more vital to the success of
yet it remains understudied in both the young companies than retaining key
Human Resource (HR) and entrepreneurship personnel” (Baron and Hannan, 2002; 21).
literature (Hayton, 2003; Hornsby and  Fyolutionary economic theory (Nelson and
Kuratko, 2003). Cardon and Stevens (2004)  winter, 1982) and the accompanying work
suggest retention is the most overlooked  on gtrategic management of intellectual
factor in growth-oriented firms besides  capital (Winter, 1998) provide a theoretical
organizational culture. As scholars, we are  foundation for the importance of employee
beginning to understand how to hire, pay, retention in young firms. Nelson and
and perhaps even motivate workers in small  \yinter’s focal point is that organizations and
growth—orlented firms. Howelver, .there 1S accompanying organizational performance
little theory or data concerning issues of 4 simply a reflection of deeply engrained
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repertoires, norms, and routines. Winter
further eclaborates that these knowledge
processes are the defining characteristics of
an organization and these routines are a
reflection of how an organization really
functions and turns knowledge into
organizational memory (Winter, 1998).
Organizational memory within a new firm is
developed from the constant repetition of
activities within an organization and related
codifications into rules and procedures that
allow for the lessons of experience to be
retained and accumulated over time in
routines (Nelson and Winter, 1982). Thus,
organizational memory and the
accompanying routines are often the way in
which knowledge is exercised in a firm. Yet,
in small, fast-growing firms the
organizational memory and routines may not
be explicitly codified or recorded, but simply
reside in the knowledge structures of the
current employees. Therefore, these
individuals are often the key resource for
valuable ideas to bundle knowledge and
resources to create incremental innovations
(Ireland and Webb, 2007). Retaining these
individuals is a key requirement for
maintaining sustainable growth and
remaining competitive. The potential loss of
organizational memory through employee
turnover is a major impediment for newer
firms. While voluntary employee turnover is
good for established firms because it disrupts
the existing patterns of communication and
brings new knowledge, it is bad for new
firms because individual employees take
knowledge with them that is not yet part of
the norms and routines of the firm (Aldrich,
1999).

Scholarship focusing on the retention issue
to which scant attention has been paid would
shed light on what draws and keeps
employees engaged as well as what drives
their performance (Cardon and Stevens,
2004; Rutherford, Buller, and McMullen,
2003). Another important facet of this
research study is its attention to some of the
weaknesses of other retention studies.
Heneman and Tansky (2002) suggest that
simply extending existing retention models
from large firms to small emerging firms
would not be meaningful, since it has not
worked well to extend other HR practices
from large firms to small ones (Barber,

Wesson, Roberson, and Taylor, 1999).
Instead, we should develop HR theories such
as those dealing with retention that are
specific to small growth-oriented firms and
their strategic practices (Heneman and
Tansky, 2002). Further, we follow the
suggestion of Heneman and Tansky (2003)
to address gaps in the literature by
conducting descriptive surveys of practices
and developing new data sets that are
designed to test specific hypotheses and
theory. This article adds to the literature by
specifically examining the frequency and
extent of retention practices that high-growth
entrepreneurial firms utilize.

In following the above prescriptions, it
has been noted that in many small emerging
firms, founders do not think about HR issues
as distinctly different from other issues in the
firm, but rather as a flow of interrelated
activities that change and fluctuate over time
that they deal with concerning their
employees (Cardon and Stevens, 2004). We
used the most widely used definition of
small business — the one specified by the
Small Business Administration (e.g.,
Peterson, Albaum, and Kozmetzky, 1996;
Stewart, Watson, Carland, and Carland,
1999) — that generally classifies a firm as
small if it has less than 500 employees. In
applying the “muddle through” approach,
many of these founders/managers probably
stumble upon ways to manage and retain
personnel that do not fit into our traditional
notions about HR. Therefore, data should be
gathered concerning what these founders/
managers are actually doing and the impact
of those activities on employee retention.
Aldrich (1999) points out that we know very
little about how HR evolves in firms until
those firms reach older stages of growth and
have become medium or large in size.
Looking at both informal as well as formal
mechanisms through which small growth-
oriented firms manage employee retention
issues while continuing to address growth,
would provide a more practical and
theoretical view focused upon such firms and
how their retention practices develop.

Therefore, we first examine what we know
about employee retention. Then we
summarize relevant retention factors which
lead to the creation of testable hypotheses.
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Finally, we report results and discuss
implications for both theory and practice.

The Cost of Poor Employee Retention
Practices

Several studies suggest that the total cost of
voluntary employee turnover (i.e., voluntary
quits) varies between 150% (Ramlall, 2003)
to 250% (Henricks, 2006) of the employee’s
annual salary. This includes all of the
recruitment and training costs, not to
mention the public perception of the
company, employee morale and productivity,
and many other factors. Of course, the more
talent a person brings to the company, the
more expensive that person is to replace.
This may be especially true for high growth
entrepreneurial companies where intellectual
capital is often the competitive advantage
(Becker and Gerhart, 1996; Delaney and
Huselid, 1996; Hayton, 2003). And the
pressure to keep key employees is even
greater for small companies because they
usually can’t offer the same amount of
salary, benefits, or opportunities for
advancement that are available in large
companies (Henricks, 2006).

Losing even one key employee engenders
far-reaching consequences and, at the
extreme, may jeopardize efforts to attain
organizational objectives. Small, growth-
oriented firms are especially vulnerable.
Frazee (1996) reported on a study of 434
CEOs of fast growth companies and found
that 47% said their lack of skilled workers
was a barrier to their companies’ growth. If
we consider that entreprencurial companies
seek to grow and capture market share,
employee retention becomes a critical human
capital objective.

RETENTION FACTORS

Most employees come to expect salaries and
benefits and are therefore not motivated by
them (Henricks, 2006; Smither, 2003). Key
elements in helping make any company a
good place to work include: being treated
fairly, flexible hours, opportunities for
meaningful contributions, opportunities for
growth and skill development, a positive
work environment and culture, and frequent
management feedback (Arthur, 2001; Dibble,
1999; Glanz, 2002; McKeown, 2002; Rye,

2002). The aforementioned elements thus
provided the basis for the construction and
development of our survey assessment
instrument. As small, growth-oriented
organizations evolve and pursue
sustainability, many of these key elements
appear relevant in providing an attractive
work environment. However, Heneman and
Tansky (2002) offer evidence suggesting that
small firms have strategic human resource
issues which are different than those of large
firms. Small firms also cannot afford to have
a separate human resource department or
personnel exclusively devoted to addressing
these issues (Cook, 1999), thus leaving
responsibility to the owner or manager.
Additionally, many small firms do not make
explicit formal HR procedures (such as an
employee handbook) that are often standard
in large organizations (Aldrich and Langton,
1997). With so many challenges associated
with managing the business to address,
human resource issues are often pushed to
the end of the priority list or do not appear
there at all (MacMahon and Murphy, 1999).
We now discuss each of these retention
factors and their perceived importance to
employee retention within small, growth-
oriented firms.

Positive Work Environment

This factor is associated with the
organization’s culture and practices of
valuing employees as an asset, not a cost.
Companies that actively promote a positive
work environment, and who also value
employee contributions while achieving a
true work-life balance have been found to be
more successful at communicating the idea
that their employees are one of their most
valuable resources (Hom and Kinicki, 2001;
McGrath, 2006; Mitchell, Holtom, Lee,
Sablynski, Erez, 2001). Others have
suggested the aspects of the workplace as
being enjoyable or fun, the organization
being a special place to work, and the firm
regarded as an employer of choice (Butler
and Waldroop, 1999; Kristof, 1996; Saks and
Ashforth, 1997). Taken together, these
dynamics, if positive, portray a workplace
that values its people and their talents. This
leads us to the following hypothesis:
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H1: Companies that display greater
characteristics of a positive work
environment will have higher
employee retention than companies
that display fewer characteristics of a

positive work environment.
Freedom & Flexibility

In growth-oriented entrepreneurial firms,
there is a high dependence upon most
employees to be multi-skilled and exhibit
some flexibility in both skills and
scheduling. Thus, in the recruitment of these
employees it becomes necessary to present a
realistic job preview that addresses many of
the roles they will be expected to fulfill and
the level of freedom they will have in
conducting these roles. Most people seeking
to work in a start-up or small entrepreneurial
firm are often attracted to it for these varied
role opportunities (Kickul, 2001). In
addition, providing opportunities for
employees to showcase special talents by
working on interesting or meaningful
projects is often seen as an essential
attraction that small firms can provide
(Mitchell et al, 2001). This leads us to the
second hypothesis:

H2: Companies that offer higher levels of
flexibility and freedom will have
higher levels of employee retention
than companies that offer lower levels

of employee flexibility and freedom.
Employee Communication & Assistance

Apparently, one of the most important
factors associated with employee
commitment to a firm is the extent to which
clear and frequent performance feedback is
provided. High performing employees are
especially interested in receiving frequent,
specific feedback (Prewitt, 1999; Smither,
1999). Recent research on employee
commitment and the likelihood of staying
with the firm indicate a strong positive
relationship (Kickul, 2001; Payne and
Huffman, 2005). In an entrepreneurial firm,
it is likely that the environment is marked by
turbulence and changing objectives (Hayton,
2003). Thus, it seems logical to assume that
a need exists for clear communication of
expectations along with frequent feedback.
Finally, adequate help and support to

complete job assignments have consistently
been cited as important to job satisfaction.
This leads us to the next hypothesis:

H3: Companies that provide frequent
feedback and clear expectations will
have higher levels of employee
retention than companies that provide
infrequent feedback and unclear

expectations.
Employee Involvement & Growth

One of the frequently cited reasons for
working in a large company is the clear path
for career advancement and growth. Smaller,
entrepreneurial companies simply lack
varied career ladders. Employees seek to
enhance their skills and increase their
earning potential, whether the firm is large or
small. If the entrepreneurial firm can provide
such things as training, mentoring relative to
career goals, and growth through employee
empowerment the likelihood of their
employees remaining loyal is significantly
increased (Delaney and Huselid, 1996;
Payne and Huffman, 2005). Loyalty, or
organizational commitment, is the relative
strength of the individual’s identification
with and involvement in a particular
organization (Mak and Sockel, 2001).
Individuals exhibiting loyalty are not prone
to leave (Mitchell et al, 2001). One aspect of
enhancing loyalty is providing the
employees a stake in decision-making and
the freedom to communicate throughout the
organization. Additionally, some people are
now setting career paths based on their own
values and definitions of success, thus
redesigning how they contribute to their
prospective organizations on their own terms
(McGrath, 2006). This leads us to the fourth
hypothesis:

H4: Companies that offer greater options
for employee involvement and growth
will have higher levels of employee
retention than companies that offer
lower or fewer options for employee

involvement and growth.
Compensation & Benefits

A recent article in Harvard Business Review
discussed the findings of two nationwide
studies. The results indicate that of numerous
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factors associated with keeping good
employees, pay was the least significant
factor — money is not a prime motivator
(Prewitt, 1999). This is not to suggest that
pay, or good benefits are not important —
they are. It is just that good pay and benefits
are expected and are readily available in our
society (Prewitt, 1999). What seems more
important than pay or benefits, per se, is
awareness of how such rewards are
calculated or determined (Mulvey, LeBlanc,
Heneman, and Mclnerney, 2002).
Knowledge about compensation and benefit
options impact retention. In particular,
employees are more likely to remain with an
organization when the rewards and actions
necessary to earn rewards are well
understood (Mitchell et al, 2001; Mulvey et
al, 2002). Aside from pay, benefits have
become an even more critical factor for
retaining good employees (Henricks, 2006),
especially for smaller firms. We could
envision a scenario where the small, growth-
oriented company is sacrificing the costs of
benefits that match larger employers and
taking the savings to reinvest in growth. This
is where stock options frequently are applied
in entrepreneurial firms. Imposing a
traditional incentive program in an
entrepreneurial venture may be the easiest
thing to do, but the challenges inherent in
working in a start-up or fast growth firm
imply a new relational contract. In a new,
growth oriented firm, traditional models (of
compensation and rewards) are not
embedded in a company history. Thus, the
possibility exists that alternative views of
what is fair and equitable in that context can
emerge. This leads to the final hypothesis:

HS5: Companies that offer well-defined and
varied compensation and benefits
programs will have higher levels of
employee retention than companies
with unclear procedures or limited
options regarding compensation and

benefits.
METHODOLOGY
Sample

The local Chamber of Commerce of a
Midwestern (U.S.) city of just over one
million people provides support and
mentoring for small firms they have

identified as fast-growth. Presently, 77 such
firms are part of this portfolio. The firms
range in age from just over 18 months to 12
years, with the vast majority between 4 and 8
years in business. These firms have exhibited
compound growth rates of at least 15%
annually and at least $1 million in revenue
each year. Sample firms were contacted
using a multiple method format. A
presentation was given at a meeting
comprised of founders/CEOs of the fast
growth firms announcing the launch of the
retention study. The firms were then sent an
e-mail inviting participation together with a
link to an on-line survey instrument.
Following Dillman’s (2000) multiple contact
approach, all firms were contacted by e-mail
after two weeks and asked to participate if
the survey had not been completed. After 1
month, firms were then called and the
founder/CEO reminded to complete the
survey if they had not already done so. Of
the 77 companies that were invited to
participate, 47 completed the web-based
survey, resulting in a response rate of 61%.
In almost all cases, company founders or one
of the founding team members completed the
survey instrument. In the few remaining
cases, a CEO who was hired to manage the
firm responded to our request.

Based upon the self-report of describing their
company in 10 words or less, various
industry profiles emerged among these fast-
growth companies. Using just the brief
descriptions, two senior members of the
Chamber of Commerce who had working
knowledge of the companies helped the
authors sort the responses into industry
groups. The five resultant groups are
(number of firms in parenthesis):
manufacturing (11); biomedical (8);
information technology (12); consulting and
related services (9); and service (7).

Research Instrument

The survey instrument was designed after
conducting relevant literature reviews and an
assessment of some existing instruments
(e.g., Arthur, 2001; Dibble, 1999; Glanz,
2002). Additional input was derived by
holding interviews with three top executives
of a world-wide human resource consulting
firm. The 21 survey items plus five
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additional firm-specific items (age of firm,
size of firm, years in operation, respondent’s
position with the firm, and specification as to
the voluntary turnover during the past 12
months) were then compiled and a follow-up
evaluation was held through a pilot test of 14
firms owners. The results of this pilot test
indicated the items measure the concepts
they are intended to measure. Additionally,
although none of the previous survey
instruments (Arthur, 2001; Dibble, 1999;
Glanz, 2002) reported reliability measures,
we found reliability levels that were all quite
acceptable. The factor we labeled positive
work environment had a Cronbach’s alpha
of .83. The employee freedom and flexibility
factor and the employee involvement and
growth factors each displayed a Cronbach’s
alpha of .72 while the employee
communication and assistance factor
indicated a Cronbach’s alpha of .73. Finally,
because the compensation and benefits factor
included only two items, a measure of
reliability was not possible. However, the
correlation between the two items (.62) was
significant at the .01 level, suggesting a
strong relationship between these two items.
The 21 survey items were measured using a
Likert scale from 1 (not at all), 2 (slightly), 3
(somewhat), 4 (quite a bit), and 5
(significantly).

RESULTS

An analysis of the 47 companies revealed the
following information. Thirteen firms
exhibited the highest levels of employee
retention (lowest turnover) at 0 to 2% annual
employee turnover. Another six firms
displayed turnover rates of 3-5% annually.
Eight firms displayed turnover rates from
6-8% annually. Six firms displayed annual
turnover rates of 9-10% and thirteen firms
displayed turnover rates greater than 10%
annually (the lowest level of retention in our
survey). Based on this distribution we chose
to compare the 13 companies with the
highest retention rate to the 13 companies
with the lowest retention rate to determine if
significant differences exist between the two
groups’ retention practices.

T- tests were used to measure whether there
was a significant difference between the very
high retention group and the very low

retention group. T-tests are a useful tool for
understanding whether a difference exists
between two groups in social science
research. Table 1 provides the t-values and
significance levels of all the variables
compared in our study. These variables
include questions from each of the clusters in
our study: creation of a positive work
environment, employee freedom and
flexibility, employee involvement and
growth, employee communication/
assistance, and employee compensation and
benefits. A total of 21 items comprise this
data pool. Five additional items were open-
ended responses, seeking input relative to
specific employee practices (e.g., how does
the company demonstrate it trusts its
employees?).

An examination of the t-tests shows that all
values are greater than the required score of
1.96 in order to be significant at the .05
alpha level. A closer look shows that all of
the variables are significant at the .001 level
as well.

The first hypothesis (H1) predicted a higher
level of employee retention for firms that
create a more positive work environment.
This hypothesis was supported. The six items
reflecting a positive work environment were
all significant. These items and their
associated significance levels and t-scores
are presented in Table 1. This implies that
there are statistically significant differences
in the practices associated with positive work
environments in the high retention
companies versus the practices in low
retention companies.

Hypothesis 2 predicted a higher level of
employee retention for firms that offer
higher levels of employee flexibility and
freedom. This hypothesis was supported. The
five items reflecting the level of employee
flexibility and freedom were all significant.
These items and their associated significance
levels and t-scores are presented in Table 1.
This implies that there are statistically
significant differences in the extent of
employee flexibility and freedom in the high
retention companies versus the low retention
companies.
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Table 1. Factors of retention, T-scores, degrees of freedom (df), and significance levels of
highest retention versus lowest retention companies in the sample*

Factors t-scores df Significance

Positive Work Environment (Alpha (o) = .83)

1. Actively promote positive work environment 35.560 25 .001
2. Insure the workplace is fun and enjoyable 19.000 24 .001
3. Employees know why this is a special company 22437 24 .001
4. Strive to be an employer of choice 23.645 25 .001
5. Offer a sincere work/life balance 19.403 25 .001
6. Value employee contributions 29439 25 .001

Employee Freedom & Flexibility (Alpha (a) =.72)
1. Offer meaningful work for employees 21.755 25 .001
2. Provide freedom to work on/choose interesting projects 15.000 24 .001

3. Opportunity for employees to showcase talents 20.540 25 .001
4. Offer employees flexible work schedules 15218 25 .001
5. Stock options offered as part of compensation 8.597 25 .001

Employee Involvement and Growth (Alpha (a) =.72)

1. Encourage using a variety of communication channels 19.114 24 .001
2. Insure employees involved in relevant decision making 27979 25 .001
3. Help employees develop career goals 13.874 25 .001
4. Employee empowerment/freedom to do job 35.058 25 .001
5. Paths to Promotion are clearly defined 16.481 25 .001

Employee Communication/Assistance (Alpha (a) =.73)

1. Managers & leaders make work expectations clear 20.482 25 .001
2. Frequency of managers feedback 25456 24 .001
3. Provide employees adequate help and support 27933 25 .001

Compensation & Benefits (Correlation = .62%%)
1. Employees understand how compensation is calculated 17.000 24 .001

2. Fair treatment/respect of employees 47434 25 .001
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Figure 1. Annual Turnover of Growth-Oriented Firms
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Hypothesis 3 predicted a higher level of
employee retention for firms that offer more
frequent performance feedback and clear
expectations. This hypothesis was supported.
The three items reflecting the level of
performance management/feedback were all
significant. These items and their associated
significance levels and t-scores are presented
in Table 1. This implies that there are
statistically significant differences in the
practice of performance management and
frequency of feedback in the high retention
companies versus the low retention
companies.

Hypothesis 4 predicted a higher level of
employee retention for firms that offer
options for employee involvement and
growth. This hypothesis was supported. The
five items reflecting the level of employee
involvement and growth were all significant.
These items and their associated significance
levels and t-scores are presented in Table 1.
This implies that there are statistically
significant differences in employee
involvement and growth in the high retention
companies versus the low retention
companies.

Hypothesis 5 predicted a higher level of
employee retention for firms that offer well
defined and varied employee compensation
and benefits programs. This hypothesis was
also supported. The two items reflecting
well-defined and varied programs regarding
employee compensation and benefits were
all significant. These items and their
associated significance levels and t-scores
are presented in Table 1. This implies that
there are statistically significant differences
in the level of knowledge about and quality
of the employee compensation and benefits
in the high retention companies versus the
low retention companies. This category also
included two items that asked for open-
ended responses regarding benefits and perks
that are part of the company’s practices.
Analysis is currently underway to examine
specific activities and their effect upon
retention within this sample.

Industry Differences

Table 2 shows the differences in turnover
rates among industries. In analyzing the 47
firms, the authors refrained from making
conclusions about industry differences
because the sample size for each industry is
small. Once the authors have gained a
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Table 2. Industry Breakdown of Turnover Responses

Consulting

Manufact- Biomedical Information & Related Service &

Annual Turnover % uring Research technology Services Other

0-2% 3 2 3 2 3
3-5% 1 2 0 3 0
6-8% 2 0 4 0 1
9-10% 0 3 3 1 1
over 10% 5 1 2 3 2
Total # of firms/industry 11 8 12 9 7
Local Unemployment rate 8.67% 1.36% 3.16% 2.88% 4.24%

substantial number of firms in each industry,
positing some potential explanations for
industry differences should be feasible.
However, we felt it was necessary to briefly
discuss the numbers in each industry,
including the unemployment rate, to provide
some initial clues about the nature of the
local industry. The unemployment rate for
the entire Metropolitan Statistical Area
(MSA) at the time of this study was 5.2%.
This was slightly higher than the national
unemployment rate of 4.5% at the time. With
eleven firms out of 47 in the sample,
manufacturing accounted for 23.4% of the
total respondents. This industry also had the
highest rate of unemployment in our sample
at 8.67%. Eight of the 47 firms, or 17.02% in
the sample, were in the biomedical research
industry. The local unemployment rate in the
biotech industry in the MSA was 1.36%, the
lowest of all the industries in our sample.
The sample also included 12 firms in the
Information Technology (IT) industry,
representing 25.53% of the sample.
Unemployment rate in the IT industry was
3.16%. The consulting and related services
industry accounted for nine of the 47 firms
or 19.15% of the sample. The unemployment
rate in the IT industry was 2.88%. The
service industry accounted for seven of the
47 firms in the sample (14.59%) and had an
unemployment rate of 4.24%.

DISCUSSION

The purpose of this study was to better
understand employee retention practices in
high-growth entrepreneurial firms. The key
research question was — “What HR practices

appear to have positive employee retention
results among growth-oriented
entrepreneurial firms?”

Our sample provided a useful group of
companies to begin exploring answers to this
question. Because significant differences
between the high retention and low retention
groups were found for every single variable
used in this study, we can infer that the high
retention companies do a better job of
promoting a positive work environment,
providing employee flexibility and freedom,
giving feedback about performance and
expectations, ensuring employees understand
the compensation process, and providing
career development guidance. The results of
this study suggest that the companies with
the highest level of employee retention use
certain employee retention practices to a
greater extent than firms with the lowest
levels of employee retention.

Implications for Research

This study used evolutionary economic
theory and the associated work on the
strategic management of intellectual capital
to build support for the differential effect that
using certain practices has on employee
retention in growth-oriented entrepreneurial
firms. Because support was advanced from
this study that increased use of specific
human resource practices to have a positive
effect on the employee retention levels of
growth-oriented firms, the field of human
resources and entrepreneurship have moved
one more step forward in deciphering the
effects of one upon the other.
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There are additional insights to be obtained
from this data. First, one might argue that
some of the variables suggest that companies
achieving a good work-life balance for their
employees are reaping the rewards in terms
of high retention. Hom and Kinicki (2001)
report on several studies that reinforce the
importance of this issue upon retention. For
example, they report that job interference
with off-the-job roles activated withdrawal
cognitions (Hom and Kinicki, 2001). At least
one of the survey questions used in this study
implicitly addresses this issue. Contained
within the responses, yet not reported here, is
an open-ended option asking respondents to
describe various ways the companies
embrace work-time flexibility. Our item
regarding flexible work schedules embraces
this as well and the results indicate there is a
statistical difference between high retention
and low retention firms in this regard.

A second issue to address concerns the role
that changes in culture and structure within
young firms have upon voluntary separation.
Baron, Hannan, and Burton (2001) report
that changes in the employment models or
blueprints embraced by organizational
leaders increase turnover, which in turn
affects subsequent performance. It would be
interesting to examine how many of these
firms have undergone major structural or
cultural changes recently, including those
encompassing leadership at the top, to
discover whether they reside in the high
retention or low retention group.

Implications for Practice

The practical implications of this study
include the idea that firms who seek to retain
their employees need to increase the extent
to which they apply the practices outlined in
Table 1. This is possible, as witnessed by the
much higher annual employee retention rates
of the firms in the highest retention group
versus the lowest retention group in this
sample. It may be possible for growth-
oriented firms to increase their retention
rates by ensuring that their employees are
given the tools, guidance, and feedback
necessary to work towards company goals.
At the same time, employees need to be
given the flexibility and freedom to
showcase their special talents, work on

projects that are interesting to them, and be
allowed to work toward their own personal
career goals. If employees are given this
freedom, they will know that the firm they
are working for is a special company.
Consequently, the firm’s reputation as an
employer of choice will improve and it may
become easier for the firm to hire additional
high quality employees to fuel their growth.
Also, by decreasing turnover, companies can
avoid the excessive costs that correspond
with recruitment and training.

Significant implications for growth-oriented
firms include these practices reinforcing the
strategic implications of individual risk
taking and experimentation, employee
commitment, shared ownership,
communication and learning — all especially
important for firms operating in uncertain or
dynamic markets (Hayton, 2003). Part of the
strategic controls necessary within such
firms embrace risks and potential trade-offs
(Hayton, 2003), furthering the creation of a
true learning organization. As knowledge
becomes transferred throughout the
organization, the discretionary initiatives and
innovative culture essential for growth-
oriented firms becomes strategically
embedded. Hayton (2003) found that
investments in employees are an important
success factor for firms seeking to promote
innovation and entrepreneurship. We believe
that our data further proves the importance
of certain practices relating to human capital
as being necessary investments by the firm’s
management to encourage knowledge
creation and exchange.

By employing these sound retention
practices, firms can avoid the turbulence
associated with lowered employee morale
and productivity. Additionally, aside from the
internal firm dynamics, the public perception
of a company with low turnover is less likely
to be damaged by dissatisfied former
employees. As suggested by evolutionary
economic theory (Nelson and Winter, 1982)
and research on the strategic management of
intellectual capital (Winter, 1998), perhaps
the most important aspect for high growth
entrepreneurial companies is not only the
retention of human capital but also the
retention of highly wvaluable intellectual
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capital, which is often the competitive
advantage.

Limitations and Future Research
Directions

We would be remiss if we did not
acknowledge the study’s shortcomings. The
sample only tracked responses from high
growth companies in one Midwestern city
with a population of approximately one
million people. Thus, our sample is not a
representative sample of the general
population of growth-oriented firms and our
generalizability is limited.  Additionally,
although the sample was well-defined and
had a very high response rate, a larger
sample size could increase the statistical
power of our study. Our future research will
include a larger sample size from a more
diverse geographic area. As an extension of
this study, we plan to obtain responses
regarding these retention practices from the
employees of a sampling of firms used in
this study.

Although the respondents were anonymous,
we plan to seek voluntary association with a
follow-up study that will provide each firm,
data specific to it generated by its
employees. The data, collectively, will be
used for the follow-up macro-level research.
This could help us better understand whether
perceptions of HR practices are the same
between management and employees, and
would provide a more accurate description of
whether or not the founders/CEOs were
engaged in self-report bias while completing
the survey. We could also collect
longitudinal data from these same firms to
determine whether changes in their retention
practices continue to have an impact on their
annual retention rate over time. Finally, an
interesting comparative study would be
between firms that have both a domestic and
an international location, and the extent to
which firm-specific practices affect retention
practices across cultures.
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