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ABSTRACT

The aim of this research is to gather and analyze data to understand the impact of
Human Resource Outsourcing (HRO) on small businesses. For this research, small
business is defined as a firm with more than 50 employees but fewer than 150 employees.
According to the Bureau of Labor Statistics (BLS), 18% of small businesses fail within
their first year; of the 82% that survive, 50% fail within five years. Business owners cite
cash flow problems, inadequate management personnel and lack of employee retention as
the top reasons for failure. Human Resource Management (HRM) accounts for 67% of
the reasons business owners give for failure of their business. Key indicators of small
business success are employees and corporate culture, product and service growth, cash
flow, and customer loyalty. Therefore, I aim to answer the research question: How does
Human Resource Outsourcing impact small businesses?

To investigate this question, the research used a mixed-methods approach:
including a qualitative, grounded theory study and a positivist, quantitative study. Areas
of study include identifying the knowledge base and skill set of small business owners
when it comes to the subject of HRM; investigate the correlation between Organizational
Support Theory (OST) and HRO and how it impacts the employee’s life cycle at a small
business. The range of outcomes focused on both employee effects and corporate effects.
Employee effects were engagement and retention that were concerns of the business
owners. Corporate effects will include culture and organizational support. This research
validates two new findings: 1) engagement can be fostered through HRO, and 2) the

employee perspective of HRO establishing organizational support.
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CHAPTER 1

INTRODUCTION

Outsourcing has become popular amongst businesses of every industry, size, and
type. Wallo and Kock (2018) define outsourcing as, “to employ an external party to carry
out all, or parts of, the work instead of utilizing internal resources.” The main motivation
behind outsourcing is maximizing the supply of resources, such as time, money, and
skills, among others, though this is most often driven by a desire to reduce costs (Noe et
al., 2010). Unfortunately, not enough research has explored the impact of outsourcing
within a small business. Small business owners deserve assistance in making the right
decision to benefit their business in the long run and not because of what their resources
can afford at the time. According to a 2019 Small Business Administration (SBA) report,
small businesses account for 44% of the U.S. economy. The benefits of small businesses
consist of job creation, supporting the development of local communities, and providing a
stimulating environment of innovation. Based on statistics from SBA’s “Small Business
Job Creation” fact sheet, small businesses have created 12.9 million jobs over the past 25
years; that accounts for 62% of jobs added to the economy. Motivating business owners
to forecast the subject of HR can influence the culture early, set a strong foundation, and
give businesses an advantage to survive past the small business failure rate.

Why should we pay close attention to human resources? Human resources can be
defined as an organization’s workforce; the main premise of the human resources
department is to manage the various aspects of the workforce’s employment. The success

of an organization is heavily evolved around its employees regardless of the industry, size



or type. Most aspects of the organization can be traced back to and/or driven by the
workforce. Performance, culture, reputation, and innovation are driven by the actions of
the employees. Where does the responsibility fall to communicate the values, procedures,
policies, and processes within the organization? The Human Resources Department has
the responsibility to govern the corporate environment.

Employee performance is contingent upon employee engagement, and a key
factor of employee engagement is the organizational culture that the employee is
submerged in. “It has been contended that organizational culture can enhance
organizational performance by energizing and motivating employees, unifying people
around shared goals, and shaping and guiding employee behaviours” (Cicek & Ozer,
2011, p. 136). Employee engagement can fluctuate based on a multitude of factors
evolving around how an organization motivates their employees and cultivates
relationships. Key measures of employee engagement include workload meaningfulness,
career path within the company, sense of belonging, employee appreciation, trust in
leadership, and relatability with co-workers.

In the author’s experience, the type of work environment that is established
through a corporation’s standards, vision and behaviors is the driving force behind
employee engagement. Where does corporate culture come from? “HR is the stimulator
and steward of culture” (Forbes Expert Panel, 2020). Leadership creates the vision and
sets the tone for the rest of the organization. Human resources implement policies to keep
the workforce functioning with the right values and behaviors within the standards of the
organization. “They work with leaders to turn culture vision into tangible actions and

artifacts. They connect the dots between the beliefs and behaviors that reflect culture and



how it manifests through people” (Forbes Expert Panel, 2020). The Human Resources
Department also serves as the mouthpiece of the workforce to ensure that upper
management understands the concerns of employees and implements ways to keep
employees engaged.

After 22 years of engaging with small business owners nationwide, it's clear that
many tend to overlook human resource management during the early stages of their
ventures. Instead of aligning HR strategies with long-term business plans, they often opt
for quick-fix solutions. While some find success by outsourcing HR functions, others
struggle to adapt to the evolving needs of their workforce. This is understandable given
the limitations of small business management. According to the SBA, 81% of small
businesses are operated by solopreneurs who initially manage everything alone.
However, as these businesses grow, solopreneurs face increased workloads and a
daunting transition into employers. This transition necessitates the development of
policies, procedures, and systems for their expanding team, tasks typically beyond their
expertise. Focusing primarily on business development, small business owners may find
outsourcing HR functions the simplest solution. But by entrusting external entities with
the tasks of managing a small business’ HR functions, the small business owner has
opened the door of a possibly new complication.

This prompts the question central to this research: How does human resources
outsourcing impact small businesses? The researcher is not opposed to the concept of
outsourcing but aims to enlighten small business owners of the comprehensive impact

that decision would have on the entirety of the business.



The motivations behind this research include:

¢ Identifying key elements necessary for successful outsourcing practices.

e Focusing on potential problems and benefits that arise through the role of
Human Resource Intermediaries (HRI).

e Analyzing how small businesses practice Human Resource management.

e Identify potential pitfalls of outsourcing.

e Assessing the effects of HR practices from a Professional Employer

Organization (PEO) to a small business.



CHAPTER 2

STUDY ONE

Study One examines the relationship between human resource outsourcing (HRO)
and small businesses. This chapter begins with a thorough literature review that explores
the existing body of research on both HRO and employee engagement. The literature
review will serve as a foundation for establishing the research questions that will guide
this study. The methodology and research design explains how the researcher employs
thematic analysis to delve into the nuances of HRO principles and their impact on
employee engagement and retention. After the data collection has been explained, the
analysis will synthesize key findings and identify patterns and themes within the data.
The discussion will critically evaluate the implications of the findings while addressing
limitations inherent in the research design. This chapter will conclude with the valuable
contribution it is expected to make to the existing body of knowledge by offering new
insights and practical recommendations.

Literature Review
Human Resource Outsourcing

Human Resource Outsourcing and its impact on small businesses is a topic that
hasn’t been explored adequately in previous research. Business owners have given a
multitude of reasons as to why they have explored the options of outsourcing some
aspects of their Human Resources Department. Table 1 lists antecedents and

consequences of HRO from the articles in this literature review. Table 2 lists the



definition of HRO, and measurements used in the articles discussed in this literature

review.

Table 1

Antecedents and Consequences of HR Outsourcing

Authors and
Year

Antecedents

Consequences

Barczyk, Husain
and Green, 2007

Necessity; lack of HRM
skills

Firm performance, company failure,
bottom line of the business.

Cicek and Ozer, | Meeting expectations to | Impact organizational culture and
2011 be more flexible, performance.

responsive, efficient

and contribute to

strategic decisions of

organization.
Fisher, Change management, performance
Wasserman, management
Wolf and Wears,
2008

Irwin, Landay,
Aaron,

Desired cost reduction,
reduce internal

Firm performance, benefits,
effectiveness and growth

Wanjala, Otieno
and Kibe, 2017

business strategy.

McDowell, personnel

Marino and

Geho, 2018

Machogu, Cost reduction and Employee performance

Wallo and Kock,
2018

Lack of skills and
resources; need for cost
reduction.

Free time to focus on core business,
reduced costs, gaining innovative HR
expertise, loss of in-house knowledge,
difficulties in fulfilling promises,
potential mismatches between methods
and tools, risks of losing long-term
competitiveness.




Table 2

Definitions and Measurements of HR Outsourcing

Authors and
Year

Definition

Measurements

Barczyk, The practice of using Questionnaire survey on a five-point
Husain and outside firms to handle | Likert scale where responses ranged from
Green, 2007 work normally 1 having very little expertise and 5 having
conducted within the extensive expertise. Questions were based
company. around the 17 traditional HRM activities
and clustered into the four major
categories (Staffing, Job Specifications,
Training and Administrative).
Cicek and Ozer, | The contracting out of | No measures
2011 parts or the whole of
the functions of HR to
external providers,
rather than performing
all the HR functions in-
house.
Fisher, One of several human | No measures.
Wasserman, capital strategies for
Wolf and obtaining labor outside
Wears, 2008 the traditional

definition of
employment.

Irwin, Landay,
Aaron,

An example of a
successful management

Questionnaire survey on a seven-point
Likert scale where responses ranged from

McDowell, of resources that 1 strongly disagree and 7 strongly agree or
Marino and represent a direct 1 nothing outsourced and 7 all HR
Geho, 2018 application of firm- outsourced. Measured five control
level capabilities as variables that can impact relationship
envisioned by research- | between entrepreneurial orientation and
based view. firm performance (firm size, firm age,
industry, founder status and environmental
uncertainty).
Machogu, External providers of Questionnaire survey where respondents

Wanjala, Otieno
and Kibe, 2017

services

were either for or against a course of
action.

Wallo and
Kock, 2018

To employ an external
party to carry out all, or
parts of, the work
instead of utilizing
internal resources

45-90-minute interviews, organizational
charts, annual reports, marketing
brochures and website information.




Fisher et al. (2008) chose to examine the effects of outsourcing on the attitudes,
motivation, and behavior of employees. From those data, they further examined how to
manage the impact of Human Resource outsourcing on employees. The study dug deep
into the five factors that would likely impact the employee experience and the function of
HR. Those five factors were: physical location, temporal nature, exclusivity,
voluntariness, and strategic value. They concluded that to enhance employee and
organizational performance, it is critical for HR management to strive to develop new
policies in addition to modifying existing ones. A key approach is to align the processes
and tactics that the organization is executing with the service provider to achieve the
desired goals. An organization’s new policies should be rooted in sound research with the
goal of enhancing an organization’s success.

The Human Resource department consists of multiple functions and serves
several purposes within an organization. Leadership should be delicate when approaching
this topic and start off by distinguishing which functions are core versus non-core to the
organization. Machogu et al. (2017) embodied this approach by studying four areas of
HR in their research: training, human resource information systems (HRIS), recruitment
and selection, and payroll. Before outsourcing decisions are made, a process should be
implemented that measures the effectiveness and implications those decisions will have
on the organization’s workforce. In this article, the authors weighed the in-house benefits

against the outsourcing benefits within those four identified areas of HR.



Table 3

Comparison of HR Outsourcing and HR In-house

Area of HR | Outsource benefit In-house benefit
Training New and fresh ideas Promote organizational culture
Recruitment | Rely on experts who perform Management understands the type
recruiting as their core activity of employee to fill the position
HRIS Complicated and requires Dealing with confidential
expertise information
Payroll Help avoid errors that could be Compromise security and
costly confidential

Source: Machogu, 2017.

At the conclusion of the article, the authors recommended that organizations find
a healthy balance between keeping their core competencies and strategic outsourcing to
free up resources. Additionally, organizations should focus on being more efficient in
customer service and pair such decisions with factors to include commitment, teamwork,
and employee involvement.

Consultants, service providers, and technology enablers have emerged from the
HR outsourcing industry. According to Cicek and Ozer (2011), an activity’s strategic
value dictates its role in an organization’s competitive advantage. More organizations are
relying on outsourcing to help improve their performance. Cicek and Ozer identified
functions that are likely to be outsourced to include: recruiting, training and development,
compensation and rewards surveys, design and development, HRIS, and payroll.

Based on the author’s review of the literature, few people in leadership are
concerned with the attitudes of employees towards outsourcing and not much empirical

research has been conducted on the psychological effects. Cicek and Ozer outlined in



their research the moderating role outsourcing has on corporate culture. Outsourcing has
the potential to lead to the disintegration of culture and impact the values and norms of
employees (Cicek and Ozer, 2011). How an employee feels can be translated into their
behavior and attitude which can then affect their performance in the workplace. Poor
HRM strategy can impact performance negatively leading to the failure of a company
(Barczyk et al, 2007). Having an HRM strategy is a start but having an efficient change
management plan for outsourcing is the key. Fisher et al. (2008) recognized in their
research that facilitating change management was a pivotal part of the process to help
with the adjustment to outsourcing. The researchers understood that the impact was felt
heaviest by the core group of employees and that companies should be aware of and
consider a transition period to manage the change.

A few studies explore the relationship between the outsourcing of HR in a small
business context with a focus on entrepreneurship orientation. Irwin et al. (2018) wanted
their research to contribute in four ways:

1. Identify the effects of outsourcing specific Human Resource functions on a small
business’ performance.

2. Recognize the effects of human capital strategy on small businesses.

3. Realize that human capital influences the relationship between Human Resource
outsourcing and the entrepreneurial orientation of a small business.

4. Implement the utilization of a knowledge-based view as a focal point to examine
factors that impact a small business’ performance.

The authors collected their data through a questionnaire survey of 100 small and medium

size businesses within the U.S. that had 50-500 employees. The dependent variable was

10



organization performance. The independent variable of entrepreneurial orientation (EO)
was measured using a nine-item scale containing three dimensions: innovation,
proactiveness, and risk-taking. They write, “EO is commonly defined as a pattern of
entrepreneurial behaviors or postures in which firms regularly engage” (Irwin et al, 2018,
p. 135). All items used a 7-point Likert-type scale (1-strongly disagree to 7-strongly
agree). Five other variables were also included in this study to hypothetically
mediate/moderate the relationship between performance and entrepreneurial orientation:
firm size, age, industry, founder status, and environmental uncertainty. A 7-point Likert-
type scale was used (1-does not correspond to 7 absolutely corresponds). The authors
found it difficult to measure small businesses' performance because not many were
willing to share the financial information. Instead, they just asked the business owners to
measure their success against their competitors. The results of this study conclude that
there is a positive relationship between EO and a small business’ performance and human
capital as a competitive advantage does moderate the relationship between EO and the
business’ performance. Through the testing of the researchers’ hypotheses, they were able
to find evidence to support their theory that small businesses that use human capital as a
competitive advantage will see a decrease in firm performance if they also utilize HRO.
Often small business owners don’t have a substantial amount of knowledge
regarding HR practices to effectively make a sound decision. Barczyk et al. (2007)
explores the Human Resource management practices of small business owners as well as
their perceptions of Human Resource management expertise. The authors narrowed their
research to the northwestern region of Indiana and to very small businesses of ten

employees or less. They obtained a mailing list from the local chamber of commerce and
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received a total of 323 responses. The questionnaire consisted of Human Resource
management functions, perceptions, sources to obtain current knowledge, and the
percentage of time invested in HR. The questionnaire was completed interview style
either in-person or over the phone. The results demonstrated that compensation analysis,
recruiting and benefits administration were the only outsourced functions based on the
small businesses that participated. It was determined that the small business owners
perceived their expertise of the traditional areas of HRM to be above average. The small
business owners and employees interviewed did admit that on average only 11-15% of
work time was devoted to HRM activities. Their research concluded that there is a need
to provide a platform for these business owners to enhance their knowledge of Human
Resource management as the results showed that 77% of the small business owners
admitted that the source of their HRM knowledge being self-taught.

Not much research has explored the topic of how the outsourcing process works
and the relationship between a Human Resource intermediary and a client. Wallo and
Kock (2018) have defined a Human Resource intermediary as a third party between
employers and employees with the purpose of delivering human resources services. It is
important to recognize that HRI are profit-driven companies, which have their own
employees, culture, and performance to consider. This article explores the problems and
benefits of the outsourcing process by using case study methodology. Primary data was
collected through semi-structured interviews of three Human Resource intermediaries
and 12 of their clients. A total of 40 interviews with representatives from each company
were conducted face-to-face between 45-90 minutes recorded and transcribed verbatim.

In addition to the interviews, company documents, organization charts, annual reports,

12



and marketing brochures were collected and analyzed. The findings of Wallo and Kock’s
research conclude that commitment, communication, shared values, and trust, are critical
factors that will drive a successful relationship between HRIs and small businesses.
These findings were supported by outcomes that were derived from the themes obtained
from the interviews: HR activities in-house, HR activities outsourced, pros and cons of
outsourcing, and prerequisites for cooperation between HRIs and small businesses.
Outside of cutting cost, this study revealed that getting professional help offered staffing
flexibility to free others to focus on the core business as a pro. The respondents in this
study revealed that a major negative was the length of time outsourcing could weaken the
small business’ HR competencies.
Employee Engagement

Employee engagement is another construct that was reviewed in terms of
compatibility with human resources outsourcing. Business owners should find a way to
include the topic of engagement in their business strategy as it is important to achieve
sustainability. “It has been stated that the employees are the life blood of an organization.
Without engaged employees the well-being and financial success of an organization will
likely suffer” (Blattner et al., 2021, p. 88). A major way to get ahead of this is to make it a
priority for leadership to identify the factors that can motivate the workforce. “Creating
high work engagement can help the organisation in pursuing competitive advantage”
(Anggraeni, 2014, p. 43). Motivation through engagement fosters loyalty which in turn
attracts new talent and helps with retention. “It is important for small and medium
enterprises (SMEs) to note that different things motivate people differently, and therefore,

should use multiple strategies to achieve employee satisfaction” (Venter et al., 2014, p.
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39). What makes an employee excited about being a part of the business? For starters, the
work environment, climate, or culture is set through the values implemented and
executed in the daily operations. Every company has a unique climate that defines its
culture through the cultivation of the characteristics of the company (Anggraeni, 2014).

The human resource department is expected to serve as a catalyst for corporate
culture (Yeo et al., 2018). It would serve a small business best to commit early to
motivating employees through their work and becoming fully engaged in their roles. It is
more than just creating a mission and vision statement and defining core values. It is
molding attitudes and shifting behaviors to create a level of comfort that transforms one’s
satisfaction to foster loyalty and a sense of belonging. The issue with a small business
becomes who is the expert that possesses the skills and qualifications to map out a
strategy to maintain a cohesive workplace that will set the tone for a lasting culture.

Prince (2022) demonstrated how employee engagement and retention are
influenced by workplace culture. The clearer a good culture is conveyed to the employee
the higher the engagement, and the higher the retention. Outsourcing may impact the
culture by way of employee engagement because of the insecurities that come with it. A
poll conducted by the Society of Human Resource Management (SHRM) amongst HR
professionals revealed disconnect with staff, less flexibility, timeliness for problem-
solving, limited choices, lack of control, and privacy and security as the top challenges
that arise from a business’ decision to outsource. These challenges have the potential to
impact the workplace culture directly, due to a deficiency in fostering engaging

experiences for the employees.
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Based upon the author’s interactions with workforces over twenty years, insecure
employees have low engagement and when employees are disengaged, they begin to seek
employment elsewhere. Prior studies have empirically demonstrated that companies’ HR
practices reduce the rate of turnover and absenteeism when they fit with employees’
needs (Takeuchi et al., 2003). A need can be defined as some type of requirement
associated with the subject’s well-being. The responsibility for these practices lies within
the Human Resources Department. Employees need to feel a part of the culture but more
importantly that an organization’s culture embodies and represents its workforce. “By
developing and implementing unique systems comprised of such HR practices, SEs
(small enterprises) are expected to enhance employee retention and perceived labor
productivity via the effects of these systems on employee job satisfaction. commitment,
and motivation” (Patel & Conklin, 2012, p. 207). Employees will remain committed
when they feel a genuine connection and have a sense of involvement and engagement.
Engagement between leadership and the workforce must be authentic and two-way. This
authentic engagement exists through team meetings, one-on-one feedback meetings,
strategy development seminars, open door policy, annual performance evaluations,
department social events, and employee appreciation recognition. Taking this course of
action can lead to healthy benefits of engagement such as building trust, idea exchange,
employee relations, and positive change management.

The conceptual model that can be seen in Figure 1 was created from a
combination of analysis of past research, data obtained from reviewing literature relevant
to HRO and the author’s previous work experience. This model shows the antecedents to

HRO on the left and the consequences on the right.
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Lack of Resources
Time
Money

Cost Reduction

Lack of Human
Resource
Management Skills

Human Resources
Outsourcing

Employee Engagement

Strategic Plan
Necessity
Expectations of Flexibility
Need for cost reduction

Employee Retention

Figure 1. Conceptual Model of Human Resource Outsourcing.

Research Questions

The study intends to explore the relationship between a small business owner’s

questions should assist in these objectives.

HRM practices and how they directly affect employee engagement and retention. This
study intends to assess which HR functions could be detrimental to corporate culture.
This study is also looking to identify the challenges of HRO, and avenues small business

owners can explore to minimize the impact it has on employees. The following research

RQ1 How does outsourcing the HR function affect the employee retention rate in

small businesses?

Human capital is an enormous aspect of the success of a small business. It is a
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Recruitment and hiring, compensation and benefits, and talent management are crucial
functions of HR to obtain and retain employees.

RQ2 How does outsourcing the HR functions affect employee engagement in
small businesses?

The HR department has a responsibility to convey the leadership’s values and
standards to the workforce. That task can be accomplished not only by placing vision and
mission statements in an employee handbook but through ensuring that an employee is
actively engaged within the company. HR can accomplish that with an array of functions
such as training and development, performance management, etc.

Cost reduction is a consequence of HRO, but it will not be investigated as a
variable in a research question in this research. This decision was made along with the
decision to not test organizational performance in the interest of time.

Methodology and Research Design

This study employs a qualitative research design. Primary data were collected
through semi-structured interviews. These interviews were conducted via Zoom with
small business owners, HR professionals, and managerial employees of small businesses.
SBA’s Office of Advocacy defines a small business as a business that has fewer than 500
employees. There are also different parameters based upon industry not just specific to
employees but average annual receipts. For the purpose of this research, small business is
defined as a business in any industry that has no less than 50 employees and no more than
150 employees. Convenience sampling was used to select the subjects for this phase of
the study. The researcher used participants within their professional network. The

researcher interacted with the participants through a formal interview utilizing an
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interview guide (see Appendices A and B) that served as a compass for the interview. The
interview guide was used to navigate the researcher through topics of interest but still
allowed the autonomy to explore any relevant themes that may have arisen from the
participants’ answers. The open-ended questions did result in new data collected and
exploring thoughts and beliefs on the factors of HR outsourcing. The study’s primary
focus is on employees in both small businesses who have a human resources department
and small businesses that have those functions outsourced. In addition, the study will
explore the relationship between a Professional Employer Organization and those small
businesses that utilize their services.
Data Collection

All interviews were conducted over Zoom and audio recorded and transcribed
using otter.ai software compatible with Zoom. Interviews ranged in length from 29
minutes to 45 minutes and were scheduled based on the participants' availability.
Participants included small business owners, HR professionals, and managerial
employees of small businesses. The researcher intended to interview more small business
owners but had reached theoretical saturation and determined the remaining interviews
would not produce any new information. Theoretical saturation can be defined as “the
point at which gathering more data about a theoretical construct reveals no new
properties nor yields any further theoretical insights about the emerging grounded theory”
(Bryant & Charmaz, 2007, p. 611). The researcher was confident that while the initial
sample size for this study was already small that the decision to declare theoretical

saturation was justified. The emphasis of theoretical saturation is more toward sample
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adequacy and less about sample size (Bowen, 2008). Table 4 displays the demographics

of the participants of our study.

Table 4

Research Interview Subject Demographics

Participant Role Years | Industry/Model Type
Business Owner 1 CEO 7 Early Childhood Education LLC
Business Owner 2 | COO/Co-owner 11 Health & Safety LLC
Business Owner 3 | CEO/President 20 Information Technology S Corp
Business Owner 4 | Managing Partner 25 Insurance S Corp
Business Owner 5 | Vice-President/Co-owner 3 Franchise S Corp
HR Professional 1 | Director 20 Consulting LLC
HR Professional 2 | HR Manager 30 Retail/In-house S Corp
HR Professional 3 | Vice President 33 Insurance/In-house S Corp
HR Professional 4 | HR Specialist 5 Healthcare/In-house S Corp
Employee 1 Project Manager 10 Government Contracting LLC
Employee 2 Team Lead 11 Procurement Management LLC

The manuscripts of each interview were downloaded from otter.ai into Microsoft
Word for accuracy review and data cleansing. The final transcribed data was then
uploaded to N'Vivo to be analyzed. The data were analyzed using grounded theory
approaches of causation and descriptive coding processes (Miles et al, 2020). This
approach was instrumental in identifying themes and concepts related to human resources
impact within small business.

Data Analysis

Grounded theory was the methodology for this analysis due to the “promise that it
will help to develop new concepts and theories of business-related phenomena” (Myers,
2020, p. 128). The first phase of analysis involved uploading all interviews into NVivo

software. Once loaded, the researcher began sifting through each participant’s words
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looking for references related to HR functions, employees, and business practices. A total
of 381 passages were identified and through the causation coding process, 53 first-order
codes were created. Causation coding was determined to be one of the ideal methods for
coding because it “extracts attributions or causal beliefs from participant data about not
just how but why particular outcomes came about” (Miles et al, 2020, p. 70).

During the second phase of coding, descriptive coding was used to identify
categories amongst the first-order codes. “Descriptive coding assigns labels to data that
summarize in a word or short phrase the basic topic of a passage of qualitative data”
(Miles et al, 2020, p. 65). Several factors were considered during this phase to ensure that
first-order codes were synced with and consolidated to the second-order categories. The
descriptive coding process led to ten second-order categories.

The final phase of coding was based on theoretical considerations determined by
the data that emerged from the second-order categories. Five themes emerged during this
final phase of the analysis process. Similarities were searched among the original 53 first-
order codes and themes were reviewed from the ten second-order categories and five
themes. Figure 2 provides a visual of the coding process conducted in this study. Then

Figure 3 demonstrates the progression from 53 codes to the emergence of five themes.

20



Figure 2. Process of Coding.
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Findings

This section will be used to discuss the five themes and insights that were
developed from analyzing the data of this study.
Theme and Insight One - Employee Engagement

“Scholars defined engagement as a positive, fulfilling, and work-related state of
mind characterized by vigor, dedication, and absorption” (Prince, 2022, p. 9).

The theme of employee engagement was referenced 41 times, making up 11% of
the codes. Every business owner within the study referenced employee engagement.
Their understanding of engagement consisted of mostly appreciation events, company
outings, and team-building functions with a few referencing effective communication:
“When they go to their particular outsource company, they have to like literally track
down that person, or wait a couple of days for the person to get back to them to answer
any questions or concerns that they may have” (Managerial Employee 1).

There are multiple dimensions and elements to employee engagement that far
exceed ensuring that everyone is present and heard. Bakker and Schaufeli (2008) believe
engagement are conceived through a set of motivating resources that consist of
organizational support, company recognition, training and development, and performance
reviews. Business owner one gives an example of how they try to engage their
employees, “Our staff meetings are more designed towards developmental growth, let's
brainstorm ways that you can transition and we're allowing them to learn from each
other.” This insight has produced the concept that employee engagement is fueled by

comradery.
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Theme and Insight Two - Employee Retention

Retention is an important element of organizational success (Khan and Bhagat,
2022.) People like stability and consistency; business owners are not any different. The
theme of employee retention occurred 79 times within the data, making up 21% of the
codes. Business owner four understands the importance of retaining quality talent stating,
“And I do think the key issue is retention. And if you really want good people, you have

'9’

to retain them because why start over!” Business owners must develop strategies that
influence employee retention and eliminate those factors that result in turnover. “And
while we had some good people, they would use this as a launching ramp or a step to
move up into other companies in our geographic area.” Business owner three discussed
the lack of competitive advantage in their industry amongst the workforces. Employee
retention is a significant topic for small businesses for several reasons: employees help
translate and continue the culture but let’s also consider the cost associated with
onboarding new employees. According to SHRM, it costs a business on average $4,700
to hire a new employee. It is also important to consider the amount of training and
development it will take for the new hire to adapt to the small business’ processes, which
according to that same study estimates it will take a new hire 90-120 days to become
fully productive. This insight has produced the concept that employee retention is a
strong driver of organizational success.
Theme and Insight Three - Entrepreneurial Decision-Making

The primary focus of study one was to sit down with small business owners and

develop an understanding of the factors that influence their business strategy and why

they made the decisions pertaining to the outsourcing HR. The theme of entrepreneurial
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decision-making reoccurred 46 times, making up 12% of the codes within the data.
Business owners often feel forced into a decision based on their circumstances. Lack of
experience, knowledge, and resources were effortless reasons to excuse the rapid method
behind the decision. Figure 4 highlights quotes from multiple sources surrounding the

“why” behind these decisions.

“Cost analysis, it was actually
cheaper.”-Business Owner 2

“l can’t afford that. So we're
stuck to this paradox of what do
we need versus what we can
afford?”-Business Owner 3

“For me, it was really, when
could | afford them?”-Business
Owner 4

Figure 4. Business Owners’ Motivations.

All the business owners in this study shared examples of how they were faced
with the consequences of their decision to overlook HR. The common series of events
within this theme was ignoring HRM eventually led to a crisis and once they were met
with that crisis head-on the decision was made to explore HRM options. Here was the
case for business owner three, “Probably the first eight years of the company, did not
want HR didn't think we needed HR. And then all of a sudden, we started getting sued

and it wasn't being sued for poor job performance simply for breaking HR rules.”
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This insight has produced the concept that the entrepreneurial decision-making
process regarding HRM is driven by the resources available at that time as opposed to
being incorporated into the strategic plan.

Theme and Insight Four - HR Influence

Kumar and Reddy (2019) argued that HRM can influence employee performance
by improving organizational behaviors through staff competency, commitment, and
flexibility. While the theme of HR influence was the least referenced amongst the codes
at 10% and 40 times, all participants understood the impact that HR has on the workforce
and the benefit of capitalizing on that influence. HR can develop and build the
organization through influence. The power of influence must be managed through the
right avenues. HR influence flows both ways to the workforce but more importantly to
the decision makers. Most business owners when exploring possible HR solutions are
only thinking in terms of people management of the employees but rarely consider HR
solutions as a form of advisement within upper management and key decision makers.
Business owner five discusses the partnership with HR “as a leader a lot of the work I did
was in partnership with the actual HR department.” Figure 5 offers a summary of the
quotes pertaining to the influence of HR in the workplace: This insight has produced the
concept that HR is influential within small businesses, but the question remains who will
the business owners choose to give that control of influence, and will it prove to benefit

every aspect of the business?
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Figure 5. Influence of HR in the Workplace.

Theme and Insight Five - HR Infrastructure

The theme of HR infrastructure reoccurred the most times at 175, making up 46%
of the codes within the data. There was a consensus amongst all the participants on the
importance of incorporating HR into the organization’s business plan early on. Business
owners understood it was more than just policies and procedures, they needed someone
committed to the HR functions. Business owner two states, “We needed to have
somebody that was dedicated to the company as an HR person and actually, we put our
HR director through HR classes.” The theme of HR infrastructure is multifaceted and that

is due in part to the multiple layers that the HR department consists of. There are
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numerous options for setting up HR within a business: in-house consists of an employee
of the business being responsible for the HR tasks, consulting consists of hiring an
independent contractor to assist with the HR responsibilities, and the outsourcing route to
either outsource all or part of the HR functions to an HRI or PEO. The business owners in
this study all had experience outsourcing HR functions. Business owner three admitted to
some back and forth with HRO: “So over the course of the 20 years that I've ran the
company, we went from having no HR, then outsourced and then into having an HR and
then we went back to outsource.” It is within this insight that we get the ultimate struggle
of outsourcing vs in-house. Not only the “what should we do” but also the “when.” Small
business owners should make this decision the foundation of their HR strategy and be
prepared to forecast for a transition.
Discussion

The findings of the study reveal that HRM is critical to a small business’ success,
specifically in the early stages of business. Study one provided evidence that a business
owner’s expertise and HRM impact employee retention. That specific outcome does
support the portion of the conceptual model in Figure 1 that shows the relationship of a
strategic plan to employee retention. The findings provided evidence to explain in what
manner RQ2 outsourcing does have an impact on employee engagement primarily
through communication or lack of communication. More data concerning the question
RQ1 poses about how HRO impacts employee retention rate is needed. The findings
regarding the impact HRO have on employee retention are inconclusive. Business owners
that outsourced were not convinced that employees left due to HRO challenges. More

data concerning how HRO factors into employee retention are needed. Business owners
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can only answer questions and give data based on their perspectives and experiences.
Study one could not provide definitive evidence to explain how HRO impacts employee
retention in small businesses. To obtain data that can support the conceptual model and
effectively answer the research questions a further study involving the employees of
small businesses is required.
Limitations and Future Research

There are a handful of limitations to discuss. First, convenience sampling was the
chosen method to select subjects for the semi-structured interviews because of the ease of
access and availability; nevertheless, this method is subject to sampling bias, lack of
generalizability, limited representation, and difficulty in replication. The most significant
limitation of convenience sampling is sampling bias: The sample is not randomly selected
from the population and therefore may not represent the population accurately. There is a
risk of skewed results due to certain groups being overrepresented or underrepresented.
Due to the possibility of convenience sampling not capturing the diversity certain
subgroups or marginalized populations may be underrepresented or completely omitted
from the sample, leading to an incomplete understanding of HRO. Replicating this study
would prove challenging, as this sample was pulled out of convenience from the
researcher’s network.

After analyzing the data from study one there were still several unanswered
questions:

1. What HR functions are most essential to employees?
2. How does HR influence organizational support?

3. How does HR influence culture?
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4. What are the benefits of having an in-house HR department?
5. Isit possible for a business to establish a culture with HRO?

Another limitation in study one is only studying the perspective of business
owners without considering the voices of employees. Several limitations arise from this
decision to include bias and subjectivity, incomplete understanding, validity of findings,
and limited insight into employee experience. Study one focused on the owners which
can appear biased and subjective. Owners have vested interests in their business and may
have specific agendas that influence their perceptions of HR functions and the impact on
employees. Those biases could distort the research findings. Without hearing from the
employees, it limits the researcher’s understanding of the complex dynamics at play
within these small businesses. Only the employees can give their account of firsthand
knowledge and experiences that are essential to comprehensively evaluating the impact
of HRO on their work lives. Without incorporating the employees’ perspectives, the
research appears one-sided. The validity of the findings could be called into question as
they may not accurately reflect the realities experienced by the employees and their
interactions with HR. Without triangulating data from multiple sources at various levels,
the researcher risks drawing conclusions that are not representative of the broader
organizational context. With limited insights into the employee experience, this can
hinder development of a nuanced understanding of the mechanisms through which HR
functions shape employee outcomes. Study one provided us with insight into business
owners’ reasonings behind their decision making but we need to hear more of the

employees’ voices and how the HR functions impact them. It is important to show the
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correlation of HR to engagement and retention. It is also necessary to demonstrate the
various levels of impact based on the model of HR a business owner chooses to utilize.

Study two will be a quantitative approach using surveys designed in Qualtrics.
Surveys will be distributed to 200 non-managerial employees, 100 with HR in-house and
100 with HR outsourced. The variables tested will be engagement, retention, and
organizational support and organizational culture.

Expected Contribution

This research is looking to address the unanswered questions of prior research.
Study two will focus on the correlation between outsourcing Human Resource
management activities and small business owners’ perceptions of that expertise (Barczyk
et al., 2007). It will examine how management understands the role of Human Resource
intermediaries and the grounds for the decision to outsource HR services and the
expectations (Wallo & Kock, 2018). It will also investigate how organizational support
influences employee engagement and whether HRM/HRO alters that perception of
organizational support (Aldabbas et al., 2023). The study will also analyze which
essential versus non-essential HR functions through the design of the business’ HR
systems influence organizational culture (Klass et al., 2005). In addition, the study will
focus on how HRO influences employee turnover intention (Cave et al., 2022).

Advocating for employees through engagement is the primary focus. The
expected contribution is to encourage leadership to examine more than the small
business’ profits when making decisions to realign the business strategy. While cost
reductions are one of the reasons business owners gave for HRO, it would be ideal for

them to consider the impact and ramifications those decisions will have on their
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employees. Developing the mindset early on that employee growth leads to
organizational growth will make it influential for a business owner to incorporate how a
decision affects the business. “HR managers are expected to be more flexible, responsive,
and efficient than personnel managers of old, and to contribute to the strategic decisions
of their organizations” (Cicek & Ozer, 2011, p. 133). With expectations and the function
of the HR department being a critical piece to implementing business strategy, the study
may motivate researchers to investigate outsourcing with a narrow scope specific to HR.
There are some functions that have little to no effect whether in-house or outsourced; this
research is looking to task small business owners, economists, and researchers to dive
deeper into examining the challenges that come with outsourcing HR. Fisher et al. (2008)
indicated that sound research can only enhance the success of new practices and a key
challenge identified in their research was finding ways to align the process and tactics
involved with outsourcing to achieve corporate goals. This study also looks to motivate
the Small Business Administration to provide more resources to small business owners
who will generate more awareness of Human Resource management knowledge. In
addition, educate small business owners on the impact of Human Resource Management
on their organization’s culture. “The context of organizational culture may be a
significant factor helping or hindering small firms in gaining competitive advantage
through Human Resources” (Patel & Conklin, 2012, p. 227). Human resources drive
consistency and teach the culture. Serving unofficially as career coaches, the HR
department is to help employees reach their full potential. HRO may negatively affect
retention and a high turnover rate will impact the culture of an organization. The culture

should evolve with the employees because the employees should enrich the culture. This
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research will provide small business owners who understand the complications that arise
when the HR representative is not embedded in the corporate culture. Exploring the
relationship between human capital competitive advantage and outsourcing specific HR
functions. Lastly, this study will examine the effects of promoting accountability with
appropriate standards in the relationship between an outsourcing firm and a small

business should the owner decide to outsource HR functions.
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CHAPTER 3

BRIDGING THE GAP

As stated in the previous chapter, after careful analysis of the data collected in
study one, a second study is necessary to conclude the desired objectives of this research.
With the primary focus of study one centering around a business owner’s motivation
behind their decisions, it was impossible to fully comprehend how a decision will affect
all aspects of the business. What was discovered from these conversations with business
owners was that employee engagement and retention were a concern, the decisions were
made based on the “real time” need, and that HR infrastructure and influence were
deemed important later.

In study one, business owners were very transparent around the topic of
entrepreneurial decision making. All said that decisions were made regarding what the
landscape looked like in that moment. When considering their situation, business owners
took into account their knowledge, the issue they were facing, and the resources available
to them. A few admitted that was not the best method to operate but felt like a positive
solution at the time. In study one, one piece that was not analyzed was the business
owners' comprehension of essential and non-essential HR functions.

Another topic of discovery was employee engagement. There appeared to be an
understanding that an engaged employee meant a retained employee. The conundrum for
the business owners became, who was ultimately responsible for facilitating an engaging
culture if the business owner was focused on business development and they didn’t have

the resources to devote to a full-time HR representative? Many business owners admitted
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to not knowing the appropriate phase of the business to introduce a full-time HR
representative (which will be covered with HR infrastructure). According to Oshima et al.
(2005), the traditional ratios of HR to employees are 1:100. It is understood that small
businesses would abide by different guidelines than multinational corporations. Table 5

shows SHRM’s suggestions of staffing levels for a small business HR department.

Table 5

HR Professional to Employees Ratio

Number of Employees Number of full-time HR professionals
1-25 1 HR professional

26-50 2 HR professionals

51-200 1 HR professional for every 50 employees

Most of the business owners agreed that for start-ups or growing businesses, keeping
talented employees can be challenging, especially when some HR functions are missing.
Some admitted that they were operating without employee handbooks or had faulty
policies and procedures. In study one, due to time constraints in the research there was
not an opportunity to explore the relationship between human capital competitive
advantage and outsourcing specific HR functions.

HR infrastructure was a consistent insight throughout the conversations with each
business owner. It appears that the business owners had neglected to incorporate HR into
their forecasting procedures, due to uncertainty regarding the proper course of action and
timing of implementing a department. This is where the lack of HRM knowledge was
magnified and exposed. One business owner admitted that during their growth phase they

were unsure of the industry standard ratio of HR personnel to employees. Another
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business faced multiple challenges while attempting to find a suitable HRI match through
trial and error. One business owner knew that HRO was not a permanent answer but a
temporary solution but had difficulty with the timing of switching to in-house HR to
ensure a seamless transition. Examining the correlation between the performance of the
outsourcing firm and the contracting firm would have been beneficial for businesses
looking to establish a successful HRO relationship. Given more time, this analysis could
have been conducted.

As previously indicated, the first study yielded multiple themes and perspectives
that require further examination and clarification. To more thoroughly answer the
research question of how HRO impacts small businesses, the research should be focused
on the impact it has on the employees of these small businesses. Study one did not cover
the following topics, but they could have a significant impact on the research:

e What the HR department means to an employee.

¢ How HR influences the culture.

e Where does organizational support come from?
Focusing on these topics in study two can improve the understanding of employee
engagement and turnover intention variables.

Understanding how employees utilize the HR department will assist in the
breakdown of identifying essential vs non-essential functions and the risk rate of
outsourcing. Understanding the potential influence of HR on company culture and the
consequences of HRO is crucial for informed decision-making. Comprehending the
impact of organizational support on employee engagement and its consequent effect on

the overall employee experience is a crucial component of managing human resources
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effectively. Study two aimed to provide an in-depth exploration of these topics to answer
those questions. This will equip researchers and small business owners with a
comprehensive understanding of the profound influence that outsourcing HR can exert on

a small business.
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CHAPTER 4

STUDY TWO

Literature Insights

Organizational Culture

There is limited research on the connection between the characteristics of small
business owners and organizational culture. It is imperative for entrepreneurs to place a
high priority on comprehending the organizational culture of their business from the
outset, as it can significantly influence critical decisions. There has been much debate
regarding whether culture causally precedes HRM or the reverse. A study conducted in
2008 by Wei et al., compares the social context theory model against the resource-based
view model. Social context theory implies that culture is an antecedent to the adoption of
strategic HRM while resource-based view expresses strategic HRM is an antecedent to
culture. While both arguments are intriguing, this research will adopt the resource-based
view. “HRM systems are required to develop an organizational culture conducive
to innovation” (Hinteregger et al., 2022, p. 141). The resource-based view is the logical
choice as this research looks to demonstrate the importance of a strong foundation of
HRM strategies to influence organizational culture. A small business’ HRM strategy
could consist of the possibility to outsource. Based on the resource-based model, HRO is
an antecedent to culture. The question is which path does HRO lead a small business’
culture?

Prince (2022) found that organizational culture is defined by four primary

functions that are essential to its existence. The first function is to influence the thoughts
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and actions of employees by shaping their cognitive interpretations and perceptions. The
second function establishes shared beliefs about the moral codes and values of the
organization, ensuring that employees understand what is expected of them. The third
function is to clearly define and maintain specific boundaries. The final function is to
establish a control system that restricts and dictates specific actions. For definitions of
organizational culture please see Table 6.

Organizational culture has a significant impact on all aspects of the business and
remains consistent throughout all stages. To effectively guide the research on culture, the
feed-forward learning flow model was thoroughly analyzed as a driver of motivation. “In
the feed-forward learning flow model, we assume that top management leadership
precedes organizational culture because a leader’s individual values and ideas may
influence the formation of and changes to organizational culture” (Jung & Takeuchi,
2010, p. 1936).

The culture of an organization is greatly impacted by its leaders. The feed-forward
learning flow model demonstrates that supportive leadership is the key antecedent of
culture. Therefore, it is crucial for HR to be included in the leadership team and have a
say in decision-making. Culture is supposed to emulate a mixture of an organization’s
values and behaviors that have been established by leadership. It's important for leaders
to recognize that culture is an integral aspect of the HR strategy and may present

difficulties when HRO is a part of that strategy.
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Table 6

Definitions and Measurements of Organizational Culture

Authors and Year Definition Measurement
Hinteregger et al., Reflects the vision of Measured with the
2022 a firm, constituted from the Organizational Culture

ideas and values articulated | Assessment

as a mission, philosophy, or | Instrument, considered a
business strategy by the psychometrically sound
founder. (p. 139) instrument of the competing
values model (Cameron and
Quinn, 2011).

Jung and Takeuchi, As a pattern of basic Measurement items included
2010 assumptions that are four types of organizational
invented, discovered or culture: namely, innovative

developed by a given group | culture, competitive culture,
as the organization learns to | bureaucratic culture and

cope with the problems of community culture.
external adaptation and/or Questionnaire on a 7-point
internal integration. (p.1933) | scale.

Prince, 2022 The sum total of an Questionnaire Survey on a
organization’s past and five-point Likert scale from 1
current assumptions, strongly disagree to 5 strongly

experiences, philosophy, and | agree. organizational culture
values; and are expressed in | components: company

its self-image, inner characteristics, leadership,
workings, interactions with affinity and company value.
the outside world, and future
expectations. (p.10)

Seong, 2011 The adoption of high Surveys measured eight items
performance work systems based on the four cultural
and the performance of firms. | subscales developed by
(p-10) Denison and Mishra (1995).

The items of organizational
culture consist of 4
dimensions, namely
adaptability, mission,
involvement and consistency.
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Organizational Support Theory

Upon reviewing a dozen articles on organizational support theory (OST), it
becomes evident that little progress has been made in the past thirty years to develop,
expand, or question the theory, as suggested by Matusik et al. (2021). One avenue to
expand further upon OST is incorporating the concept of the HR department’s
organizational embodiment (HROE). HROE is defined as, “involves the extent to which
employees identify the HR department with the organization” (Kim et al., 2022, p. 181).
The HR department holds a pivotal role in most companies as it serves as the main
representative of the business. Providing support to employees is a crucial duty of the HR
department. It is imperative that this is prioritized to ensure the well-being and
productivity of the workforce. “Organizational support takes place through human
resource management strategies” (Lee & Shin, 2023, p. 5). Having knowledge of these
pieces of information, it is crucial to ensure that a business” HRM strategies are in
alignment with the OST. Table 7 includes definitions and measurements for
organizational support theory.

Every article utilized some form or variation of the Eisenberger et al. (1986) OST
definition. OST substantially focuses on employee well-being and how contributions are
valued. According to Chaing and Hsieh (2012) employees feel more motivated and are
more likely to contribute to their organizations when they receive organizational support.
Another driver of motivation for this research is the Personalized, Collectivistic, Monistic
and Teleological (PCMT) Model of Organizational Support that was used in Matusik et

al. (2022), as seen in Figure 6.
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Table 7

Definitions and Measurements of Organizational Support Theory

Authors and Year

Definition

Measurements

Aldabbas et al.,
2021

Eisenberger et al., 1986
definition that “global beliefs
about the extent to which the
organization cares about their
wellbeing and values their
contributions”.

10 items were selected from
Eisenberger et al. (2020) and
are interpreted as one
construct in our study. An
example of these items is
“The organization values my
contribution to its well-
being”. A 7-point Likert-
scale was deployed ranging
from 1 = strongly disagree to
7 = strongly agree.

Lee and Shin, 2023

Eisenberger et al., 2016
definition that OST proposes that
employees develop a perception
of being cared for based on
social support and interpersonal
transactions which signal that
their organization values their
contributions and cares about
their well-being.

This study used previous
studies’ definitions and
organizational and
supervisory support measures
and conducted exploratory
factor analyses (EFAs).
Questionnaire 5-point Likert-
scale 1 = strongly disagree to
5 = strongly agree.

Kim et al., 2022

Organizational support theory
indicates that employees form a
general perception of the extent
to which the organization cares
about their well-being and values
their contributions. Based on
Eisenberger et al. 1986
definition.

Survey of Perceived
Organizational Support
(Eisenberger et al., 1986). 7-
point Likert-scale 1 =
strongly disagree to 7 =
strongly agree.
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The PCMT Model of Organizational Support

Analogous Form of
Exchange:
Generalized Exchange

Collectivistic
Organizational
Support
Motivated by
the Interests of <
Others
Personalized
Organizational
Support

Analogous Form of
Exchange:
Reciprocal Exchange

Not Targeted at the

Individual
A

Perceived
Organizational
Support

v
Targeted at the
Individual

Analogous Form of
Exchange:
Productive Exchange

Monistic
Organizational
Support

Motivated by

> Self-Interest

Teleological
Organizational
Support

Analogous Form of
Exchange:
Negotiated Exchange

Figure 6. The PCMT Model of Organizational Support. From Matusik et al., 2022.

PCMT stands for Personalized, Collectivistic, Monistic and Teleological, which

are the four modules that organizational support is evaluated based on two spectrums of

motivation and individualism. Personalized organizational support is an organization that

fosters the well-being of the individual without the focus of what and how the individual

contributes. Collectivistic organizational support is an organization that is focused on

enhancing the position of the workforce regardless of performance and contribution.

Monistic organizational support is an organization that has the primary goal to increase

quality and productivity; they support the workforce collectively as long as it benefits the

business. Teleological organizational support is an organization that is interested in the

employee’s contribution and provides resources and support individually. Support can be
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adopted in a variety of ways, and technically there is not a set ideal module. Kurtessis et
al. (2017) posited that organizational support plays an essential role in the employee—
employer relationship and will result in implications for enhancing employees’ well-
being and align with the business’ goals. There has been research to support the idea of
organizational support enabling employee engagement. “POS can enable and motivate
employees to engage in work activities in ways that enhance organizational outcomes”
(Aldabbas et al., 2021, p. 6503).
Hypothesis Development

Employee engagement was a theme that emerged out of the data that was
analyzed in study one. This research is looking to present evidence that small businesses
must take an approach to engage employees. Bakker and Schaufeli (2008) believe that a
large discrepancy exists between corporate interest and academic research on the topic of
employee engagement. This contrast exists due to the motivation of each: corporate
interest focuses on how an engaged employee can be more of an asset to the organization,
while academic research, in the past, focused on the psychological consequences. There
are many dynamics that frame employee engagement. Employee engagement consists of
support and recognition, commitment and extra-role behavior, and work-related well-
being. Bakker and Schaufeli (2008) defined support and recognition as feedback from
supervisors and colleagues, opportunities for training and development, and opportunities
to showcase learned skills. Based on previous research and experience with HRO, it
appears that feedback loops suffer when there isn’t a dedicated HR professional to
navigate the process. Shi and Gordon (2020) found that a crucial contribution to

engagement is the consistent feedback given to employees by leadership. Commitment
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within an organization gives employees that sense of belonging and the feeling that the
work they perform has meaning to help contribute to the organization’s overall success.
There must be a healthy balance to ensure that employees don’t experience burnout and
that is where well-being arises within engagement. All these elements build employee
engagement within an organization. Business owners should consider how every aspect
of employee engagement will be impacted by their choice to outsource. It is expected for
engagement to be lower in small businesses that outsource vs those that keep HR in-
house, because of the support it takes from an HR professional to monitor engagement
and implement programs and policies to ensure the organization is supporting the
employee in a way that makes the employee feel appreciated and committed. This leads
to the first hypothesis.

Hypothesis One: Employee engagement is lower in small businesses that
outsource HR versus those that have an in-house HR department.

Based on the interviews with small business owners in study one, the data was
incomplete as to whether turnover intention was a consequence of HRO. Those small
business owners believed that their employee turnover was due to their lack of
competitive advantage in the market with little blame on their HRM strategy to
outsource. Kaur and Dilawari (2017) argued that by developing an effective strategy to
build capabilities, effective HR planning and HR forecasting processes make retaining
good talent possible. This research is looking to investigate how HRO affects employee
turnover intention. The small business owners are justified in their assessment that
competitive advantage impacts an employee’s decision to stay or leave the company, but

HRM strategy is also an influence of competitive advantage. The most effective way to
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combat turnover intention is to focus on retention strategies. “Retention strategies include
various measures to ensure an employee stays in the organization for a longer period,
feels like a part of the organization, and refers to policies and practices used to prevent
quality employees from leaving their jobs such as job security, salary, rewards and
recognition, fringe benefits, retirement benefits plan, promotion, compensation, training
and development, and involvement in decision making and in designing strategies for
retention” (Khan & Bhagat, 2022, p. 472). Outsourced HR professionals aren’t a part of
the small business, so it would prove to be difficult for them to help an employee feel like
a part of the organization that they themselves do not belong to. In addition to that point,
HRIs are hired for specific line items within the HR functions and often do not flow
spontaneously. Designing strategies to lower employee turnover intention would require
someone to know the workforce and the work environment involved. Kaur and Dilawari
(2017) also argued that creating a comfortable work environment will attract and retain a
talented workforce. To create an environment, one should be engulfed in that
environment. Based on the aforementioned reasons, this research will indicate the
influence HRO has on employee turnover intention. This research will show a
comparison of the employee turnover intention of those small businesses that outsource
vs those that keep HR in-house. This leads to the second hypothesis.

Hypothesis Two: Turnover intention is higher in small businesses that outsource
HR versus those that have an in-house HR department.

Past research conducted by Eisenberger has provided evidence that employees are
more committed to the organization they work for and are satisfied with their jobs when

there is a high level of POS. The small business owners in study one understood that
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organizational support was a pivotal part of the employee experience but used lack of
resources as an excuse to avoid focusing on the subject. POS is a significant focus in this
research as it has been proven that there is a direct relationship between HROE and POS.
HROE serves as a support vehicle of POS. Support is measured by the attitudes and
behaviors the workforce experiences from leadership. Organizational support can be
altered by the interactions or lack thereof from the designated HR professional. It has
already been demonstrated that employees perceive the HR department to be the voice
and act on behalf of the organization. Based on this factor, the workforce’s perception and
attitudes towards the HR department are synonymous with their view of the organization.
With all of this under consideration, it is believed that based on the interactions an
employee may or may not have in a small business that outsources HR the POS will be
lower than that of a small business that keeps HR in-house. This leads to the third
hypothesis.

Hypothesis Three: Organizational support is lower in small businesses that
outsource HR versus those that have an in-house HR department.

The small business owners in study one discussed their mission and vision
statements and how they would like their business to be perceived but none had a plan of
how to convey and implement those ideas effectively to the workforce in their early
stages. Mission and vision statements, beliefs, behaviors and attitudes are components
that create culture within an organization. Culture can get lost or cease to exist if these
items are not conveyed to the workforce. If employees do not know the mission or vision
statement, then they do not have a clear understanding of the goals they should be

working towards. If the business owner's behaviors, beliefs and/or attitudes aren’t
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imprinted within the business, then how can systems and policies be effectively put in
place to mimic the business they set out to build. Culture is the organization’s reputation
and the work environment they are known for. Culture is more than just words, it is
actions. Creating and implementing culture happens over time. For HR to be utilized as a
vehicle to convey and implement culture, it would require direct and consistent
involvement with leadership. This research will examine the values, beliefs, behaviors,
and systems of those small businesses that outsource HR and compare them to those
businesses that keep HR in-house. Diving deeper into the topics of values and beliefs
within the behaviors and systems of a small business can only be incorporated through
organizational support. As a related research question (RQ) without hypothesizing a
specific directional relationship, the researcher would like to test:

RQ: Is there a relationship between type of POS, i.e., PCMT, and whether the
organization has an outsourced versus an in-house HR Department?

It is anticipated that those small businesses that rely on HRO as their HR
infrastructure will have a weaker corporate culture than those small businesses that have
an HR department. Not having an HR professional onsite to consistently monitor the
attitudes and behaviors in the work environment results in the inability to provide
feedback to upper management to be able to implement initiatives to evolve and improve
the culture to align with the business owners’ goals. This leads to the fourth hypothesis.

Hypothesis Four: Companies that outsource HR have a weaker corporate culture
as compared to those that have an in-house HR department.

Correlation can be interpreted as a quantitative measure that explains the degree

of association between two or more variables. This statistical metric summarizes the
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essence of interdependence, providing insights into the synchronized manner of variables
within a given dataset. As an indispensable tool in empirical research, correlation
facilitates the discernment of patterns and gives us a clearer picture of how they're
connected. By measuring this connection, we get a better understanding of how various
factors interact and influence each other in the complex dynamics of different
phenomena.  Past research has proven that outsourcing exerts a moderating effect on
culture. Further research will produce a more comprehensive understanding of how
external factors, such as outsourcing, interact with the internal culture of an organization.
This leads to the fifth and final hypothesis.

Hypothesis Five: The correlations of organizational support, corporate culture,
and employee engagement to employee turnover intention for outsourced HR
Departments will be significantly more negative than the same correlations for in-house
HR Departments.

The theoretical framework in Figure 7 was created from a combination of analysis
of past research, data obtained from reviewing literature relevant to HRO, HRM and
OST. This model shows the overall interpretation of HRM strategies and their complete
path to influencing employee turnover intention. This research will not test the entire

model, only key relations in the model pertaining to HRO.
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Figure 7. Theoretical Framework.

Methodology and Research Design

The study intends to explore and analyze human resource management practices
of small businesses and how those decisions affect organizational support, corporate
culture, employee engagement and turnover intention. This study intends to assess how
outsourcing specific HR functions could impact corporate culture through organizational
support. This study could help small business owners identify problem areas in the HR
practices of the company to rectify and build a better infrastructure that will design a
good organizational support method to establish culture, increase engagement, lower
turnover intention and lead to job satisfaction, higher productivity and innovation.

A quantitative design was used to conduct this research. Questionnaire survey (see
Appendix C for full survey) was built using Qualtrics and deployed on-line. The survey
consists of approximately 38 questions that measured organizational support, culture,
engagement and turnover intention. Questions were designed on a 7-point Likert-scale to

answer statements with a range of 1 = strongly disagree through 7 = strongly agree. A
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pilot survey (N=7) was conducted using convenience sampling to test survey validity and
confirm constructs and relationships. Table 8 shows a configuration of how the survey
was constructed and how each question will be analyzed to assist in hypotheses testing.
Measurements

Employee Engagement

Employee engagement is measured using a shortened version of the Utrecht Work
Engagement Scale (UWES-9). According to a 2006 study conducted by Schaufeli et al.,
the items of the UWES are grouped into three subscales that reflect the underlying
dimensions of engagement: vigor, dedication and absorption. Participants read 9
statements (see Appendix C) relating to engagement and responded on a 7-point Likert
scale that best describes how they relate to the statement. Reliability Statistics: All
versions of the UWES have proven to be highly internally consistent; the UWES-9 scale
using Cronbach’s alpha was a = 0.93 based upon past research.
Organizational Support

Organizational Support is measured using an 8-item shortened version of the 1986
Survey of Perceived Organizational Support created by Eisenberger et al. Most research
surrounding POS used some variation of the Survey of Perceived Organizational Support.
Four variations exist: the original 36-item survey, 16-item survey, 8-item survey, and 6-
item survey. Since this study is measuring more than just organizational support, the 8-
item survey was selected to use. Participants read 8 statements (see Appendix C) relating
to organizational support and responded on a 7-point Likert scale that best describes how
they relate to the statement. Reliability statistics: Cronbach’s alpha for the eight-item

version of the survey of POS was a = 0.93.
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Table 8

Survey Synopsis

Questions Audience Item/Scale Analysis

Size of company | ALL Data input, numeric | Descriptive; number of
employees.

Age of company | ALL Select numeric from | Descriptive; years in

list business.
Gender ALL 1=Male Descriptive; will be used to
2=Female see if there are gender
differences.

Job Title ALL Data input, text Qualitative; may be used to
determine if there are
certain relationships
between job title and
variables.

Work ALL 1=In-office Descriptive; will be used to

environment 2=Remote see if there are workplace

3=Hybrid differences.

Years of ALL Select numeric from | Descriptive; establish

Experience list tenure.

Does company | ALL 1=No Descriptive; used to display

outsource HR? 2=Yes appropriate questions and
differentiate responses.

Which functions | HRO I=recruitment and Quantitative; to indicate

are outsourced? talent management impact of outsourcing

2=Dbenefits specific functions and to
administration determine if certain
3=employee relations | relationships exist.
4=risk management

and compliance

S=training and

development

6=policy

development and

enforcement

7=other

Employee ALL 9 statements, 7-point | Quantitative; will be used to

engagement Likert scale from compare the means of HRO

statements strongly disagree to and HR in-house.
strongly agree

Organizational ALL 8 statements, 7-point | Quantitative; will be used to

support Likert scale from compare the means of HRO

statements strongly disagree to and HR in-house.

strongly agree
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Table 8

(continued)

Organizational ALL 9 statements, 7-point | Quantitative; will be used to
culture Likert scale from compare the means of HRO
statements strongly disagree to and HR in-house.

strongly agree
Turnover ALL 3 statements, 7-point | Quantitative; will be used to
intention Likert scale from compare the means of HRO
statements strongly disagree to and HR in-house.

strongly agree
HR resolution ALL 1=No Quantitative; to indicate
question 2=Yes level of involvement.
Average time of | ALL I=same day Quantitative; to indicate
HR resolution 2=next business day | level of involvement.

3=one week

4=two weeks

5=two-four weeks

6=over four weeks
Perceived ALL I=personalized Quantitative; will be used to
organization 2=collectivistic analyze traits and may be
support 3=monistic used to determine if certain
categories 4=teleological relationships exist.
Any additional ALL Data input, text Qualitative
useful
information
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Organizational Culture

Organizational Culture is measured using a shortened version of the Denison
Organizational Culture Survey (DOCS). The DOCS is constructed from the Denison
Organizational Culture Model, which can be seen in Figure 8. The DOCS originated as a
60 item survey constructed by Denison and Mishra in 1995 based on the theory that
adaptability, mission, consistency, and involvement were four key cultural traits to

organizational effectiveness.

Denison Organizational Culture Model & Link to Performance
Innovation, Sales Growth &
Market Share
@ 7

“Are we listening to the “Do we know where we're
marketplace?” going?”

Creativity & Customer Profitability
Satisfaction / (ROI, ROS, ROE)
Consistency
Systems, Structures &
Processes

“Are our people aligned and
engaged?“

Quality & Employee

Satisfaction

Figure 8. Denison Organizational Culture Model and Link to Performance. From Denison
Consulting, LLC 2018.

In 2018, Denison et al., shortened the survey to 48 items and focused on the
strongest culture-performance linkages within the Denison model. Their research led to
identifying key organizational performance metrics. Since this research is measuring

more than just organizational culture; the data collected will focus on the employee
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satisfaction portion of the survey which are the involvement and consistency traits.
Participants read 9 statements (see Appendix C) relating to organizational culture and
responded on a 7-point Likert scale that best describes how they relate to the statement.
Reliability statistics: The reliability value of the DOCS using Cronbach’s alpha in past
research was a = 0.849.
Employee Turnover Intention

Turnover Intention is measured using a 3-item survey utilized by Cave et al.
(2022). The statements were extracted from another employee engagement survey
showing the strong relationship turnover intention has to actual turnover. Participants
read 3 statements (see Appendix C) relating to turnover intention and responded on a 7-
point Likert scale that best describes how they relate to the statement.
Reliability statistics: The reliability and validity analysis of Cronbach’s alpha for the
turnover section of the employee engagement survey used by Cave et al. was a. = 0.90

Data Collection

To gain access to participants the researcher utilized the services of Cint, a third
party company that specializes in digital survey distribution. Quota sampling was adopted
during the distribution of the survey and collection of data. Researcher provided a link to
the survey in Qualtrics which was then distributed to participants based on specific
requirements. For the purpose of this research, small business will be defined as a
business in any industry that has no less than 50 employees and no more than 150
employees. Participants were required to work for a small business with between 50-150
employees and have been employed with that business for at least 12 months. The

researcher was looking to obtain 100 complete responses from employees whose
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organization outsourced HR and 100 complete responses from employees whose
organization keeps the HR function in-house.

Responses were collected over the first two weeks of November 2023. A total of
268 responses were recorded in the database to achieve the 200 responses desired. Three
participants opted out and did not consent to the survey, 11 participants consented but did
not complete the survey and 54 participants did not meet the requirement of being with
their current employer for at least 12 months. Figure 9 shows the demographics of the
respondents.

Data Analysis

The data was exported from Qualtrics into Statistical Package for the Social
Sciences (SPSS) software. Any information that could potentially identify a participant
was immediately deleted; identifying items were the IP address column. Researcher first
ran a reliability analysis for each scale. Table 9 displays the scale reliabilities in
comparison to the reliability statistics in previous research. Satisfactory scale reliabilities
have been documented for all four scales, even though there were some slight changes in
sample sizes. For this study, the employee engagement section of the survey using the
UWES-9 scale Cronbach’s alpha was a = 0.923. The organizational support section of the
survey using the eight-item version of the POS scale Cronbach’s alpha was o = 0.855.
The organizational culture section of the survey using DOCS nine-item scale Cronbach’s
alpha was a = 0.955. The turnover intention section of the survey using three-items
measuring turnover intent from an employee engagement survey used by Cave et al.

Cronbach’s alpha was o = 0.765.
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Demographics of respondents Sizeofcompany ~ Frequency
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Figure 9. Study Two Demographics of Respondents.
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Table 9

Reliability Analyses
Scale N of | Current Cronbach’s | Past Research
items | Alpha Cronbach’s Alpha
Employee Engagement 9 923 .93
Organizational Support 8 855 .93
Organization Culture 9 955 .849
Turnover Intent 3 765 .90

Prior to hypotheses testing, multi-item variable means and standard deviations
tests were conducted for the combined, HRO and HR in-house samples. Figure 10 shows

the descriptive statistics and correlations between scales for the combined sample.

Descriptive Statistics

Std.
Mean Deviation N
Employment Engagment 5.0080 1.25975 194
Organizational Culture 5.1601 1.39783 195
Turnover Intent 4.3450 1.10901 200
Organizational Support 4.8520 1.18367 196
Correlations
Employment Organizational Turnover Organizational
Engagment Culture Intent Support
Employment Engagment  Pearson Correlation 1 765" .031 713”7
Sig. (2-tailed) <.001 .670 <.001
N 194 190 194 190
Organizational Culture Pearson Correlation 765" 1 .002 8307
Sig. (2-tailed) <.001 .975 <.001
N 190 195 195 193
Turnover Intent Pearson Correlation .031 .002 1 -.192"
Sig. (2-tailed) .670 975 .007
N 194 195 200 196
Organizational Support Pearson Correlation 713" 830" -.192"" 1
Sig. (2-tailed) <.001 <.001 .007
N 190 193 196 196

**_ Correlation is significant at the 0.01 level (2-tailed).

Figure 10. Combined Descriptive Statistics.
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The descriptive statistics for the combined sample show the mean values for the
variables are above average, indicating that the sample tends to score higher than the
midpoint on the measures. The SD of the variables is at least 1, suggesting good
variability within the sample. There are strong positive correlations between employee
engagement, organizational culture and organizational support. This indicates that higher
levels of engagement tend to be associated with higher levels of culture and support.
There is a significant negative relationship between organizational support and turnover
intentions. This suggests that higher levels of support are associated with lower turnover
intentions.

Prior to any testing several items had to be reverse coded in SPSS. Those items
that had to be reverse coded were:

e Turnover Intention- “I would be happy to work at my organization as long
as possible.”

e Organizational Support- “If given the opportunity the organization would
take advantage of me.”

e Organizational Support- “HR shows very little concern for me.”

Reverse coding was implemented for items characterized by negative wording,
necessitating an additional step to ensure that a high value corresponds consistently with
the same type of response across all items within the organizational support scale.
Conversely, for turnover intention, the positively worded item underwent reverse coding,
thereby ensuring that a low value signifies uniformity in response type across all items

within the turnover intention scale.
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To present a comprehensive interpretation of the findings, multiple
methodological approaches were employed to include correlations analyses, regression
analyses and independent t-test samples. Within the hypotheses testing where direction is
hypothesized a priori, a one-tailed test for significance can be used, with p <.05 as the
threshold needed for statistical support.

Results

This section will be used to report the results of the hypotheses tests for each of
the hypotheses. Figure 11 lists the descriptive statistics and correlations for all the
variables used of the employees whose companies do not outsource. Figure 12 lists the
descriptive statistics and correlations for all the variables used of the employees whose
companies do outsource. Additional output and summary statistics can be found in

Appendix E.
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Descriptive Statistics

Employment Engagment
Organizational Culture
Turnover Intent
Organizational Support

Std.
Mean Deviation N
4.7228 1.24641 97
4.9989 1.39075 98
4.2700 .95780 100
4.7838 1.18157 100

Correlations
Employment  Organizational Turnover Organizational
Engagment Culture Intent Support
Employment Engagment  Pearson Correlation 1 793" -.213" 802"
Sig. (2-tailed) <.001 .036 <.001
N 97 95 97 97
Organizational Culture Pearson Correlation 793" 1 -.185 850"
Sig. (2-tailed) <.001 .068 <.001
N 95 98 98 98
Turnover Intent Pearson Correlation -.213" -.185 1 -.297"
Sig. (2-tailed) .036 .068 .003
N 97 98 100 100
Organizational Support Pearson Correlation .802"" .850" -.297" 1
Sig. (2-tailed) <.001 <.001 .003
N 97 98 100 100

**_ Correlation is significant at the 0.01 level (2-tailed).

*. Correlation is significant at the 0.05 level (2-tailed).

Figure 11. Descriptive Statistics and Correlations for in-house HR.
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Descriptive Statistics

Std.
Mean Deviation N
Employment Engagment 5.2932 1.21348 97
Organizational Culture 5.3230 1.39315 97
Turnover Intent 4.4200 1.24237 100
Organizational Support 4.9232 1.18785 96
Correlations
Employment  Organizational Turnover Organizational
Engagment Culture Intent Support
Employment Engagment  Pearson Correlation 1 734" 210 621"
Sig. (2-tailed) <.001 .039 <.001
N 97 95 97 93
Organizational Culture ~ Pearson Correlation 734" 1 .141 .808""
Sig. (2-tailed) <.001 .168 <.001
N 95 97 97 95
Turnover Intent Pearson Correlation .210° 141 1 -.113
Sig. (2-tailed) .039 .168 272
N 97 97 100 96
Organizational Support Pearson Correlation 6217 .808"" -.113 1]
Sig. (2-tailed) <.001 <.001 272
N 93 95 96 96

**_Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed).

Figure 12. Descriptive Statistics and Correlations for HRO.
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HI1: Employee engagement is lower in small businesses that outsource HR versus
those that have an in-house HR department.

The researcher analyzed the data with an independent samples t-test. The two
sample means compared the employee engagement between HRO employees and in-
house HR employees.

EE mean HRO = 5.29

EE mean in-house HR =4.72

=-3.23

Df=192

P<.001

The results of the independent t-test comparing the sample means of employee
engagement between HRO employees and in-house HR employees reveal a statistically
significant difference. With a degree of freedom (df) of 192 and the p-value of less
than .001suggest that the difference is significant at the conventional significance level of
0.05. The results indicate that HRO employees exhibit significantly higher levels of

employee engagement compared to in-house HR employees.
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Table 10
Regression Analysis of Employee Engagement

Coefficients?

Standardized
Unstandardized Coefficients Coefficients

Model B Std. Error Beta t Sig.

1 (Constant) 5.494 .507 10.847 <.001
Approximate size of the .001 .003 .029 .390 .697
company you work for:

- Number of Employees

How old is your -.079 .068 -.089 -1.160 247
organization?

Which choice below best -.228 .186 -.091 -1.224 .223
describes your gender:

How many years of .008 .076 .008 .105 917
work experience do you

have with this

organization?

Which choice below -.019 .106 -.013 -.177 .860

describes your current
work environment:

2 (Constant) 4.675 .563 8.311 <.001
Approximate size of the .001 .003 .021 .287 774
company you work for:

- Number of Employees

How old is your -.052 .067 -.058 -.772 441
organization?

Which choice below best -.255 .182 -.101  -1.400 .163
describes your gender:

How many years of -.002 .074 -.002 -.030 .976
work experience do you

have with this

organization?

Which choice below -.019 .104 -.013 -.182 .856

describes your current
work environment:

Does your company .554 .180 .220 3.076 .002
outsource any functions

of human resources

(HR)? (not to include

payroll)

a. Dependent Variable: EEmean
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In addition to the independent-samples t-test, a linear regression analysis was
conducted. The regression analysis was augmented with control variables to account for
potential influences on the results. (See Table 10.) Specifically, a two-step regression
analysis was conducted. The first model included the approximate size of company, the
age of the company, gender, years of work experience and the participants’ current work
environment (model). The second model introduced an additional variable: whether the
participant’s company outsources HR functions.

The coefficients for age of the company, gender and work environment were all
negative but not statistically significant. The coefficients for company size and years of
work experience were both positive but not statistically significant. The coefficient for
whether the company outsources HR functions is statistically significant with a p-value of
0.002. Since the beta coefficient is positive, it suggests a positive relationship with
outsourcing HR and employee engagement.

Therefore, the results fail to support hypothesis 1, indicating that employee
engagement is higher in small businesses that outsource HR compared to those that have
an in-house HR department.

H?2: Turnover intention is higher in small businesses that outsource HR versus
those that have an in-house HR department. The researcher analyzed the data with an
independent samples t-test. The two sample means compared the turnover intention

between HRO employees and in-house HR employees.
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TOI mean HRO =4.42

TOI mean in-house HR =4.27

=-0.956
Df=198
P=0.17

The results of the independent t-test comparing the sample means of turnover
intention between HRO employees and in-house HR employees reveal that there is no
statistically significant difference. While the mean for TOI among HRO employees was
slightly higher than the mean for in-house HR employees, the t-value of -0.956 indicates
non-significant findings between the two groups. The degrees of freedom (df) of 198 and
the p-value was found to be 0.17 which is greater than suggest that the conventional
significance level of 0.05. The results conclude that there is no significant difference in
turnover intention between HRO employees and in-house HR employees.

In addition to the independent-samples t-test, a linear regression analysis was
conducted. The regression analysis was augmented with control variables to account for
potential influences on the results. (See Table 11.) Specifically, a two-step regression
analysis was conducted. The first model included the approximate size of company, the
age of the company, gender, years of work experience and the participants’ current work
environment (model). The second model introduced an additional variable: whether the

participant’s company outsources HR functions.
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Table 11

Regression Analysis of Turnover Intention

Coefficients?

Standardized
Unstandardized Coefficients Coefficients

Model B Std. Error Beta t Sig.

1 (Constant) 3.924 445 8.824 <.001
Approximate size of the .002 .003 .065 .886 377,
company you work for:

- Number of Employees

How old is your .008 .059 .010 .128 .899
organization?

Which choice below best 142 161 .064 .881 .379
describes your gender:

How many years of -.065 .066 -.076 -.996 .320
work experience do you

have with this

organization?

Which choice below .056 .092 .044 .610 .542

describes your current
work environment:

2 (Constant) 3.703 .503 7.369 <.001
Approximate size of the .002 .003 .060 .819 414
company you work for:

- Number of Employees

How old is your .015 .059 .019 257 .798
organization?

Which choice below best .138 161 .062 .856 .393
describes your gender:

How many years of -.067 .066 -.078 -1.022 .308
work experience do you

have with this

organization?

Which choice below .054 .092 .042 .591 .556

describes your current
work environment:

Does your company 151 .160 .068 941 .348
outsource any functions

of human resources

(HR)? (not to include

payroll)

a. Dependent Variable: TImean
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None of the coefficients for the independent variables in model 1 are statistically
significant, as indicated by their high p-values. Additionally, the coefficient for whether
the company outsources HR functions is also not statistically significant. These results do
not provide evidence that a meaningful relationship exists between any of the
independent variables and turnover intention.

Therefore, hypothesis 2 is not supported.

H3: Organizational support is lower in small businesses that outsource HR versus
those that have an in-house HR department. The researcher analyzed the data with an
independent samples t-test. The two sample means compared the organizational support
between HRO employees and in-house HR employees.

OS mean HRO =4.92

OS mean in-house HR =4.78

=-0.824
Df=194
P=0.206

The results of the independent t-test comparing the sample means of
organizational support between HRO employees and in-house HR employees reveal that
there is no statistically significant difference. While the mean for OS among HRO
employees was slightly higher than the mean for in-house HR employees, the t-value of -
0.824 indicates the direction and magnitude of the difference., but with a p-value of .206
the difference is not statistically significant at the conventional threshold of .05. The
results conclude that there is no significant difference in organizational support between

HRO employees and in-house HR employees.
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Table 12

Regression Analysis of Organizational Support

Coefficients?

Standardized
Unstandardized Coefficients Coefficients

Model B Std. Error Beta t Sig.

1 (Constant) 4.999 489 10.229 <.001
Approximate size of the .001 .003 .028 373 .709
company you work for:

- Number of Employees

How old is your -.011 .064 -.013 -.173 .863
organization?

Which choice below best -.137 175 -.058 -.784 434
describes your gender:

How many years of -.016 .072 -.018 -.228 .820
work experience do you

have with this

organization?

Which choice below .011 .099 .008 111 912

describes your current
work environment:

2 (Constant) 4.813 547 8.797 <.001
Approximate size of the .001 .003 .024 .328 744
company you work for:

- Number of Employees

How old is your -.005 .065 -.006 -.075 .940
organization?

Which choice below best -.143 175 -.061 -.817 415
describes your gender:

How many years of -.018 .072 -.019 -.247 .805
work experience do you

have with this

organization?

Which choice below .008 .099 .006 .082 934

describes your current
work environment:

Does your company 132 174 .056 .760 448
outsource any functions

of human resources

(HR)? (not to include

payroll)

a. Dependent Variable: OSmean
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In addition to the independent-samples t-test, a linear regression analysis was
conducted. The regression analysis was augmented with control variables to account for
potential influences on the results. (See Table 12.) Specifically, a two-step regression
analysis was conducted. The first model included the approximate size of company, the
age of the company, gender, years of work experience and the participants’ current work
environment (model). The second model introduced an additional variable: whether the
participant’s company outsources HR functions.

None of the coefficients for the independent variables in model 1 are statistically
significant, as indicated by their high p-values. Additionally, the coefficient for whether
the company outsources HR functions is also not statistically significant. These results do
not provide evidence that a meaningful relationship exists between any of the
independent variables and organizational support.

Therefore, Hypothesis 3 is not supported.

H4: Companies that outsource HR have a weaker organizational culture as
compared to those that have an in-house HR department. The researcher analyzed the
data with an independent samples t-test. The two sample means compared the employee
engagement between HRO employees and in-house HR employees.

OC mean HRO = 5.32

OC mean in-house HR =5

=-1.626
Df=193
P=.05
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The results of the independent t-test comparing the sample means of
organizational culture between HRO employees and in-house HR employees indicate a
marginally significant difference. The t-value of -1.626 indicates the magnitude and the
direction between the two groups. With a degree of freedom (df) of 193 and the p-value
of .053 suggests that the difference approaches but does not reach conventional levels of
statistical significance of p<.05. There appears to be a trend towards a difference in
organizational culture between HRO and in-house HR employees. Additional research
with a larger sample may be needed to further explore this potential difference.

Since the p-value is slightly higher to the conventional significance level at a value of
0.053, it is on the borderline of statistical significance.

In addition to the independent-samples t-test, a linear regression analysis was
conducted. The regression analysis was augmented with control variables to account for
potential influences on the results. (See Table 13.) Specifically, a two-step regression
analysis was conducted. The first model included the approximate size of company, the
age of the company, gender, years of work experience and the participants’ current work
environment (model). The second model introduced an additional variable: whether the
participant’s company outsources HR functions.

The coefficients for age of the company and gender were both negative but not
statistically significant. The coefficients for company size, years of work experience, and
work environment were all positive but not statistically significant. The coefficient for

whether the company outsources HR functions is not statistically significant.

71



Table 13

Regression Analysis of Organizational Culture

Coefficients?

Standardized
Unstandardized Coefficients Coefficients

Model B Std. Error Beta t Sig.

1 (Constant) 5.330 .583 9.139 <.001
Approximate size of the .001 .003 .017 239 .816
company you work for:

- Number of Employees

How old is your -.079 .076 -.078 -1.035 .302
organization?

Which choice below best -.136 .206 -.049 -.657 12
describes your gender:

How many years of .062 .083 .057 .743 458
work experience do you

have with this

organization?

Which choice below .035 117 .022 .300 765

describes your current
work environment:

2 (Constant) 4.902 .654 7.495 <.001
Approximate size of the .000 .003 011 144 .886
company you work for:

- Number of Employees

How old is your -.063 077 -.063 -.820 413
organization?

Which choice below best -.146 .206 -.052 -.708 480
describes your gender:

How many years of .058 .083 .054 .704 482
work experience do you

have with this

organization?

Which choice below .031 117 .019 .267 .790

describes your current
work environment:

Does your company .293 .204 .105 1.433 153
outsource any functions

of human resources

(HR)? (not to include

payroll)

a. Dependent Variable: OCmean
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Therefore, the researcher does not have enough evidence to confidently reject the
null hypothesis that there is no difference in organizational culture between small
businesses that outsource HR and those that have an in-house HR department. The
findings are inconclusive therefore, H4 is not supported.

H5: The correlations of organizational support, corporate culture, and employee
engagement to employee turnover intention for outsourced HR Departments will be
significantly more negative than the same correlations for in-house HR Departments.

The researcher analyzed the data by testing the significant differences between
correlations. The correlations between both groups were compared to determine if there

was a significant difference or not. See Table 14 for results.

Table 14

Results of Significant Differences between Correlations

HRO correlations | In-house HR Z. score P-value
correlations

EE-TOI r=.21 EE-TOI r=-21 7=2.99 P<.01

OS-TOI r=-.11 OS-TOI r=-.30 =-1.34 P=.18

OC-TOIr=.14 OC-TOI r=-.19 =-2.29 P=.01

Correlation between employee engagement and turnover intention

These results suggest that there is a significant relationship between employee
engagement and turnover intention. The results conclude that small businesses with in-
house HR have a stronger negative correlation of employee engagement and turnover
intention meaning that as employee engagement increases, turnover intention tends to
decrease. Interestingly, the results conclude that small businesses that outsource HR when

their employee engagement increases, turnover intention also tends to increase.
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With a Z-score of 2.99 and the associated p-value less than .01, it can be
determined that these correlations are statistically significant. The researcher can
therefore conclude that there is a significant relationship between employee engagement
and turnover intention.

Correlation between organizational support and turnover intention

These results suggest that both HRO and in-house HR have negative correlations
between organizational support and turnover intention, with the in-house HR departments
exhibiting a slightly stronger negative correlation compared to the HRO small businesses.
This difference is not statistically significant at the given significance level. Given the p-
value is 0.18, which is greater than the conventional significance level of 0.05, the
researcher does not have enough evidence to reject the null hypothesis.

Therefore, the researcher fails to reject the hypothesis that there is no significant
difference between the correlations of organizational support to turnover intention for
HRO small businesses compared to in-house HR small businesses.

Correlation between organizational culture and turnover intention

The statistical analysis indicates a significant difference in the relationship
between organizational culture and turnover intention for HRO small businesses
compared to in-house HR small businesses, with contrasting directions of correlation.
The positive correlation coefficient for HRO indicates a positive relationship between
organizational culture and turnover intention, while the negative correlation coefficient
for in-house HR indicates a negative relationship. It is suggested that in-house HR
employees perceive a stronger negative relationship between organizational culture and

turnover intention than HRO employees. With a p-value of 0.01, which is less than the
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conventional significance level of 0.05, the researcher concludes that there is a significant
difference between the correlations of employee organizational culture to turnover
intention for HRO compared to in-house HR.

Therefore, HS is not supported.

Exploratory Findings

In addition to assessing the hypothesized variables, supplementary regression
analyses were conducted to investigate further influences and associations. The
regression analysis was augmented with control variables to account for potential
influences on the results. Specifically, a four-step hierarchical regression for each
dependent variable was conducted. The first model included whether the participant’s
company outsources HR functions. The second model introduced two additional
variables: the approximate size of company and the age of the company. The third model
incorporated two additional variables: gender and years of work experience. Lastly, the
fourth model introduced two more variables: whether HR resolves issues in a timely
manner and the average response time for HR to resolve an issue. This approach allowed
for a comprehensive examination of the relationships between the dependent variables
and the specified control variables, providing a distinct understanding of the factors
influencing the outcomes of interest. The results from the regression analysis mirrored
those derived from the independent-samples t-test, indicating no significant differences
between HRO employees and in-house HR employees in terms of the key variables. The
results of the supplementary regression analysis for employee engagement are shown in

Table 15.
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Table 15

Supplementary Regression Analysis of Employee Engagement

Model

Coefficients?

Unstandardized Coefficients

Std. Error

Standardized
Coefficients

Beta

Sig.

(Constant)

4.152

279

14.869

<.001

Does your company
outsource any functions
of human resources
(HR)? (not to include
payroll)

.570

177

227

3.230

.001

(Constant)

4.307

465

9.254

<.001

Does your company
outsource any functions
of human resources
(HR)? (not to include
payroll)

552

179

.220

3.092

.002

Approximate size of the
company you work for:
- Number of Employees

.001

.003

.014

192

.848

How old is your
organization?

-.055

.064

-.062

-.856

393

(Constant)

4.627

.529

8.743

<.001

Does your company
outsource any functions
of human resources
(HR)? (not to include
payroll)

.564

179

224

3.151

.002

Approximate size of the
company you work for:
- Number of Employees

.001

.003

.018

.245

.807

How old is your
organization?

-.049

.067

-.055

=737

462

Which choice below best
describes your gender:

-.245

.181

-.098

-1.356

177

How many years of
work experience do you
have with this
organization?

-.003

.074

-.003

-.040

.968

(Constant)

3.753

749

5.012

<.001

Does your company
outsource any functions
of human resources
(HR)? (not to include
payroll)

.163

222

3.414

<.001

Approximate size of the
company you work for:
- Number of Employees

-.001

.003

-.025

=372

710

How old is your
organization?

Which choice below best
describes your gender:

.001

-171 |

.062

.166

.001

-.068

.016

-1.031

987

304

How many years of
work experience do you
have with this
organization?

-.029

.067

-.030

-.431

.667

Human resources
resolves my issues or
concerns in a timely
manner:

.812

.246

237

3.295

.001

Average response time
from human resources
for resolving an issue:

-.295

.084

-.254

-3.519

<.001

a. Dependent Variable: EmploymentEngagment_EEmean
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This analysis for employee engagement concludes that companies that outsource HR
have a higher employee engagement. The significance level in model four indicates that
HR issue resolution and response time strongly influence on employee engagement.

Table 16 shows the results of the regression analysis for turnover intention. This
analysis concludes that there is not a significant difference of turnover intention from
HRO employees and in-house HR employees. Furthermore, the additional models of two
and three yielded no significant findings based on those variables. The significance level
in model four indicates that HR issue resolution and response time may be particularly
relevant in explaining turnover intention.

Table 17 shows the results of the regression analysis for organizational support.
This analysis concludes that there is not a significant difference of organizational support
from HRO employees and in-house HR employees. Furthermore, the additional models
of two and three yielded no significant findings based on those variables. The
significance level in model four is highly statistically significant and indicates that HR
issue resolution and response time reflect a true relationship and effect organizational
support.

Table 18 shows the results of the regression analysis for organizational culture.
This regression analysis concludes that there is not a significant difference in
organizational culture between HRO employees and in-house HR employees.
Furthermore, the additional models of two and three yielded no significant findings based
on those variables. The significance level in model four is highly statistically significant
and indicates that HR issue resolution and response time reflect a true relationship and

effect on organizational culture.
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Table 16
Supplementary Regression Analysis of Turnover Intention

Coefficients?

Standardized
Unstandardized Coefficients Coefficients

Model B Std. Error Beta t Sig.
1 (Constant) 4.120 .248 16.611 <.001
Does your company .150 157 .068 .956 .340

outsource any functions
of human resources
(HR)? (not to include

payroll)
2 (Constant) 3.920 410 9.555 <.001
Does your company 143 .159 .065 901 .369

outsource any functions
of human resources
(HR)? (not to include

payroll)
Approximate size of the .002 .003 .054 749 455
company you work for:
- Number of Employees
How old is your -.001 .057 -.002 -.025 .980
organization?

3 (Constant) 3.813 474 8.050 <.001
Does your company 144 .159 .065 .902 .368

outsource any functions
of human resources
(HR)? (not to include
payroll)

Approximate size of the .002 .003 .065 .886 377
company you work for:
- Number of Employees

How old is your .012 .059 .015 .201 .841
organization?

Which choice below best 124 .160 .056 774 440
describes your gender:

How many years of -.067 .065 -.078 -1.031 .304
work experience do you

have with this

organization?

4 (Constant) 3.596 719 5.004 <.001

Does your company 141 157 .064 .897 371
outsource any functions

of human resources

(HR)? (not to include

payroll)

Approximate size of the .003 .003 .091 1.252 212
company you work for:
- Number of Employees

How old is your -.013 .059 -.016 -.216 .829
organization?

Which choice below best .106 .159 .048 .665 .507
describes your gender:

How many years of -.055 .065 -.064 -.854 394
work experience do you

have with this

organization?

Human resources -.114 .237 -.038 -.479 .632
resolves my issues or

concerns in a timely

manner:

Average response time .190 .081 .184 2.337 .020
from human resources
for resolving an issue:

a. Dependent Variable: Turnoverintent_TOImean
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Table 17
Supplementary Regression Analysis of Organizational Support

Coefficients?

Standardized
Unstandardized Coefficients Coefficients

Model B Std. Error Beta t Sig.
1 (Constant) 4.644 .266 17.460 <.001
Does your company .139 .169 .059 .824 411

outsource any functions
of human resources
(HR)? (not to include

payroll)
2 (Constant) 4.610 445 10.359 <.001
Does your company .135 172 .057 .784 434

outsource any functions
of human resources
(HR)? (not to include

payroll)
Approximate size of the .001 .003 .017 .238 .812
company you work for:
- Number of Employees
How old is your -.010 .062 -.011 -.154 .878
organization?

3 (Constant) 4.815 .515 9.353 <.001
Does your company .141 172 .060 .821 413

outsource any functions
of human resources
(HR)? (not to include
payroll)

Approximate size of the .001 .003 .022 .296 767
company you work for:
- Number of Employees

How old is your -.003 .064 -.004 -.049 961
organization?

Which choice below best -.137 174 -.058 -.792 429
describes your gender:

How many years of -.019 .072 -.020 -.264 792
work experience do you

have with this

organization?

4 (Constant) 3.184 .612 5.204 <.001

Does your company 122 .135 .052 .908 .365
outsource any functions

of human resources

(HR)? (not to include

payroll)

Approximate size of the -.002 .002 -.052 -.892 373
company you work for:
- Number of Employees

How old is your .064 .051 .076 1.258 .210
organization?

Which choice below best -.012 .136 -.005 -.085 .933
describes your gender:

How many years of -.045 .056 -.049 -.809 419
work experience do you

have with this

organization?

Human resources 1.322 .201 414 6.569 <.001
resolves my issues or

concerns in a timely

manner:

Average response time -.374 .069 -.342 -5.405 <.001
from human resources
for resolving an issue:

a. Dependent Variable: OrganizationalSupport_OSmean

79



Table 18
Supplementary Regression Analysis of Organizational Culture

Coefficients?

Standardized
Unstandardized Coefficients Coefficients

Model B Std. Error Beta t Sig.
1 (Constant) 4.675 315 14.853 <.001
Does your company 324 .199 .116 1.626 .106

outsource any functions
of human resources
(HR)? (not to include

payroll)
2 (Constant) 4.804 .531 9.052 <.001
Does your company .303 .202 .109 1.498 .136

outsource any functions
of human resources
(HR)? (not to include

payroll)
Approximate size of the .001 .003 .016 22 .824
company you work for:
- Number of Employees
How old is your -.052 .073 -.052 -.711 478
organization?

3 (Constant) 4.944 .614 8.047 <.001
Does your company .305 .203 .109 1.503 .134

outsource any functions
of human resources
(HR)? (not to include
payroll)

Approximate size of the .000 .003 .009 117 .907
company you work for:
- Number of Employees

How old is your -.062 .076 -.061 -.809 420
organization?

Which choice below best -.141 .204 -.051 -.693 489
describes your gender:

How many years of .056 .083 .052 .683 495
work experience do you

have with this

organization?

4 (Constant) 3.125 778 4.018 <.001

Does your company 274 .170 .098 1.606 .110
outsource any functions

of human resources

(HR)? (not to include

payroll)

Approximate size of the -.003 .003 -.055 -.889 375
company you work for:
- Number of Employees

How old is your .002 .065 .002 .038 .969
organization?

Which choice below best -.004 172 -.002 -.026 .979
describes your gender:

How many years of .026 .069 .024 .376 707
work experience do you

have with this

organization?

Human resources 1.419 .254 377 5.581 <.001
resolves my issues or

concerns in a timely

manner:

Average response time -.356 .087 -.277 -4.080 <.001
from human resources
for resolving an issue:

a. Dependent Variable: OrganizationalCulture_OCmean
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CHAPTER 5

CONCLUSIONS, LIMITATIONS AND APPLICATIONS

Review of Both Studies

The role of HRO in small businesses has been a subject of considerable interest
due to the lack of research on the topic and its potential impact on organizational success,
particularly in the early stages of business development. This research was looking to
compare and investigate the different HRM strategies small businesses employ and
provide valuable insights into the dynamics of employee engagement, organizational
support, organizational culture and employee retention within these distinct operational
frameworks. Organizational success can be measured in a variety of methods and this
research was exploring variables to measure success other than revenue. This research
was divided into two studies to appropriately cater to the interests of the target audience.
Each study was designed to address distinct aspects of the research topic and allocate
sufficient time and focus to ensure that the participants’ point of views were adequately
noted, thoroughly investigated and analyzed.

Study one examines the relationship between HRM practices, business owner
expertise and their impact on employee retention in small businesses. Through semi-
structured interviews, the researcher delved deep into the mindset of business owners,
exploring their motivation to outsource, the imperative of retaining high quality
employees, alongside the pursuit of new business opportunities and the overarching goal

of maintaining profitability. The two research questions posed in study one sought to
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investigate how HRO impacted both employee retention and employee engagement in
small businesses. The initial findings from these interviews suggest a significant
association between a business owner’s expertise and knowledge of HRM, employee
engagement, employee retention rates and the desire to transition from outsourcing to in-
house HR. While the results align with the conceptual model presented in Figure 1, the
study also identifies a need for additional data, particularly regarding the impact HRO has
on employee retention. Sufficient evidence was found to support the notion that, from the
perspective of the business owner, HRO indeed had a detrimental effect on employee
engagement. While the study highlights the emergence of key themes such as employee
engagement, retention and HR infrastructure through the words of the business owners
themselves, it concludes with inconclusive evidence regarding the specific impact HRO
has on employee retention.

The results of Study One produced five overarching themes that highlighted the
significance of those factors in shaping organizational dynamics within small businesses,
including the influence the HR department has based on its composition. Drawing from
these themes, Study Two was designed to investigate the interplay between employee
engagement, turnover intention, organizational culture, and organizational support with
the context of the influence of the infrastructure of HR of a small business. The themes
identified in Study One were used as foundational pillars upon which the variables of
interest were built and tested in Study Two. Through integrating the qualitative insights
gathered from small business owners paired with the quantitative measures in Study Two,
a comprehensive understanding of the complex relationships between the variables was

achieved, providing valuable insights. Study Two focuses on testing five hypotheses
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related to HRM practices and their effects on employee engagement, turnover intention,
organizational support and culture in small businesses. Using a 7-point Likert scale
survey administered to employees of small businesses, the researcher aimed to compare
the employee engagement, turnover intention, organizational support and culture of HRO
small businesses and those with an in-house HR department. Contrary to there being a
significant finding in hypothesis one, the results lean in the opposite direction and do not
support the notion that employee engagement is lower in small businesses that
outsourcing HR compared to those with in-house HR departments. Similarly, hypotheses
two and three, concerning turnover intention and organizational support, respectively,
yielded non-significant findings. In analyzing the results of hypothesis four, it’s essential
to pay close attention to the significance level obtained p = .053. This suggests that there
is some evidence to suggest a difference in organizational culture in HRO employees and
in-house HR employees. While it falls just short of reaching conventional levels of
statistical significance, researchers may want to explore this finding further, as it
indicates a trend or potential relationship worth investigating in the future with larger
sample sizes. Contrasting organizational support with other variables such as turnover
intention and organizational support, where the probability levels were not close to
significance should highlight the importance of contextualizing the findings. While
hypothesis four regarding organizational culture yields a marginally significant difference
between HRO and in-house HR departments, the evidence contradicts the hypothesis and
is not sufficient to confidently reject the null hypothesis. For hypothesis five, the
correlations between employee engagement and turnover intention, as well as

organizational culture and turnover intention, show significant differences between HRO
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and in-house HR small businesses. However, no significant difference is found in the
correlation between organizational support and turnover intention.

A comparative analysis of the two studies reveals complimentary findings and
areas of divergence. While both studies shed light on the importance of HRM practices in
small businesses, they also highlight the complexity of factors influencing employee
retention, engagement, organizational support and culture. Study one emphasizes the role
of business owner expertise and motivation behind HRM practices and decision-making,
whereas study two delves into the specific impact of HRO on various organizational
variables.

Discussion

The results of how HRO impacts employee engagement were contradictory in
both studies. During the interview process in study one, business owners admitted that
they believed the utilization of HRO negatively affected employee engagement within
their company. A few even admitted that it wasn’t until after hiring an in-house HR
professional that they see employee engagement increase within the company. See Figure
13 for quotes from the interviews in study one.

The results from the survey in study two are in direct contrast to the business
owners’ beliefs in study one. Figure 14 presents several thought-provoking direct quotes
of HRO employees from the last question on the survey, which inquired if participants

had additional information, they wished to share on HRO.
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“that HR person was great, they were used to them, they knew how to
coordinate with them.... And then when we went back to an outsource
there was a kind of a whole process of how do they reach out and talk
to this person? How do they coordinate? How did they have a
problem, but can they reach out all the time? ” Business owner 3

“And as soon as we gave them structure, it became a different
organization... it was much different and even the culture changed a

lot like there's a much more different type of culture than a chaotic get
to work when | get to work “ Business owner 4

“from what my employees have passed along to me. They say it's
more complicated, versus trying to just go directly to the company....
When they go to the outsource company, they have tq like literally
track down that person, or wait a couple of days for the person to get
back to them to answer any questions or concerns that they may
have.” Manager 2

Figure 13. Business Owners Responses on HRO.

"I think its helpful "I think it's important to
because it can be hard take care of your
doing things in a small employees the best you

business” can"

"Good investment"

"Brings in leadership "To some degree, it is
from an outsourcing better than having in-
provider to direct the HR house human resources
functions of your team" which can be biased"

"Outsourcing actually
speeds up a lot of
things"

Figure 14. Open-Ended Responses on HRO.
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These thoughts can give insight into the employees’ perspectives and can lead to
an explanation of how the results in study two concluded that employee engagement was
higher in small businesses that outsource HR vs in-house HR. The employees in this
survey appeared more confident in outside leadership having the expertise but more
importantly being unbiased. Could it be that employee engagement is higher with HRO
because employees feel more comfortable confiding in someone outside of the company
regarding issues and situations? Based on the responses from this survey, the HRO
employees were sympathetic to the business owner’s decision to outsource and took into
consideration the time restrictions and lack of HRM knowledge a business owner may
have.

The results of how HRO impacts organizational support were non-significant in
both studies. Business owners regardless of their HR infrastructure perceived
organizational support as extending beyond the HR function. They expressed pride in
maintaining an open-door policy and fostering a familial environment amongst the
employees of their small business. There were extreme similarities in the levels of
organizational support offered by both HRO and in-house HR. The second to last
question of the survey asked the participants to describe their current type of POS based
on the PCMT model. Figure 15 shows a side-by-side comparison. Organizational support
is a perception. Each employee has in their own mind an acceptable level of support they
are seeking from the organization altogether. When responding to these questions,

individuals rely on their personal experiences, if any, with the HR representative.
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Figure 15. PCMT model for perceived organizational support (POS).

The results of how HRO impacts organizational cultures shed light on the
prevailing cultures within businesses employing different HRM strategies. Although the
differences were modest, variations in organizational culture were discernable between
companies with in-house HR departments and those utilizing HRO. This new revelation
of companies that outsource HR can have an influential culture underscores the potential
influence of HRM approaches on shaping organizational values, norms and practices,
thereby contributing to the overall organizational culture. Figure 16 shows a comparison
of employees believing that HR resolves their issues in a timely manner. The chart

compares not only the HR infrastructure but the work environments as well.
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Figure 16. HR Timeliness Based on Work Environment.

Exploring this question was crucial for understanding any phenomena within the
organizational culture construct, as the speed at which HR resolves issues can profoundly
influence organizational culture. When HR promptly addresses a concern within a timely
manner according to the employees, it fosters trust and respect for the employees’ well-
being. On the contrary, delays or ineffective resolution can lead to frustration, erode trust
in leadership and contribute to a negative work environment. HR’s responsiveness shapes
the perception of fairness, communication effectiveness, and the overall health of
organizational culture.

The results of HRO impacts turnover intention is two-fold in this research. This
research specifically examined turnover intention and investigated the correlations
between this variable and the others. There was no substantial variance observing the
turnover intention between HRO and in-house HR small businesses. While the results
were in the correct direction of the hypothesis, the findings were non-significant. When

conducting a correlation test involving turnover intention and the other variables an
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interesting pattern emerged regarding the relationship between employee engagement and
turnover intention within each group, as well as organizational culture and turnover
intention. Specifically, small businesses with an in-house HR department had higher
levels of employee engagement associated with reduced turnover intention, a correlation
indicative of a more positive organizational climate and employee retention. While
businesses that outsourced their HR functions had heightened employee engagement
contributing to increased turnover intention; a correlation highlighting potential
disconnect between employee engagement efforts and retention strategies. When it
comes to organizational culture, small businesses with an in-house HR department
indicated that a more positive organizational culture is linked to lower turnover intention.
While businesses that outsourced their HR functions had a higher turnover intention rate
when it correlated to organizational culture. The research concludes that there is a
meaningful distinction in how employee engagement and organizational culture influence
turnover intention depending upon whether a small business employs HRO services or
manages the HR functions in-house.
Conclusion

This research contributes valuable insights into the role of HRM in small business
success, particularly in terms of employee retention, engagement, organizational support,
and organizational culture. This research also points to the complexity of these
relationships and the need for additional research to fully understand the impact of HRM
practices, specifically outsourcing, on small businesses. The findings in this research
underscore the significance of strategic HR management in small businesses, which

include further exploring the experience and knowledge of the small business owner and
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leadership. Implications for enhancing employee engagement, optimizing retention
strategies fostering supportive work environments, and cultivating a cohesive
organizational culture should serve as key components of a small business’ HR strategy.

Understanding the nuances associated with different HR management strategies
and carefully considering the impact and how it relates to the employees’ overall
experience, small businesses can customize their approaches to effectively address the
needs and preferences of their workforce. This tailored approach facilitates the promotion
of sustained organizational success, as it ensures alignment between HR practices and the
unique context of the business. Retaining quality employees is the ultimate goal.

Limitations

Although these two studies focused on small businesses that employ between 50
and 150 individuals, it is uncertain whether findings from this subset of companies can be
generalized to the entire small business demographic. One demographic that could serve
as a limitation was not obtaining the industry of the small businesses in study two. This
information was included in study one but was not included in the survey distributed to
the employees. Industry can significantly influence HRM needs and strategies. Various
industries have unique regulatory demands, workforce structures and HR challenges. The
size and scope of operations within an industry can also impact the complexity and extent
of HR outsourcing. Therefore, understanding the industry context is essential in
understanding the industry standard HRM practices that may lean towards outsourcing.

Another limitation was obtaining the age demographics of the participants in
study two. While we gathered information about their years of work experience, it can be

argued that while trying to understand employees identifying age groups is important as
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well. Different age groups have distinct communication styles, technological proficiency
and attitudes towards work-life balance. An age analysis can assist in understanding
generational differences, career development and training needs, succession management,
workplace adaptations and accommodations. Understanding an employee’s age can help
researchers and small business owners navigate management approach and relate to
individual priorities when implementing HR strategies. While gender was obtained from
the participants, not much analysis was conducted with that data. Gender analysis can
shed light on disparities, challenges and opportunities faced within the business.
Investigating the impact HRO has on small businesses through the gender lens can reveal
disparities in areas such as hiring, career development, compensation and benefits.
Gender analysis can also shed light on how HR contributes to work-life balance
challenges faced by employees, specifically women who often bear disproportionate
caregiving responsibilities. Examining gender dynamics in small business leadership
roles can uncover barriers to women being hired, promoted and represented in senior
management roles. Including gender analysis into HRM practices of small businesses can
examine the relationship between gender-inclusive HR initiatives. By examining HR
practices through these lenses, researchers can identify opportunities for improving
employee engagement and organizational culture while addressing the needs and
challenges faced by employees of different genders and age groups.

Work modality, which refers to the manner or arrangement in which work is
conducted, was analyzed but not tested. Testing work modality in future research is
crucial for understanding the evolving nature of work and its implications for small

business practices. Constructs such as HR policy development and implementation,
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communication and collaboration, training and development, employee inclusion and
satisfaction would be ideal to test the relationship on work modality and HR
infrastructure. Conducting work modality analysis in future research is essential for HRM
to meet the evolving needs and preferences of employees in a rapidly evolving work
landscape.

A major limitation in this research was the inability to obtain information about
the type of HRO utilized whether it was a consultant, PEO or HRI. The researcher did not
consider this classification in the data until study two and only the business owner could
provide this data. Some did specify in the interviews if they used a consultant but there
was no line of questioning to ensure that every interview obtained that piece of
information. In study two it was nearly impossible to question the employees about an
area of the business they would not have access to. Different types of HRO offer various
levels of specialization and support. Gathering and comprehending the type of HRO,
level and frequency of support offered would have added another dimension of data to
ensure accurate analysis.

Finally, increasing the population sample could have ensured more conclusive
results when testing the hypotheses. Expanding the sample size increases the
representation of the target population, reduces the margin of error and increases
statistical power. Moreover, a larger sample size diminishes the impact of random
variability and boosts the likelihood of identifying genuine effects or relationships within

the data.

92



Contribution to Literature

This study adds to the existing literature by comparing the influence of HRO
versus in-house HR on organizational support, motivating employee engagement,
establishing organizational culture, and its potential impact on turnover intention. By
examining these interconnected variables, the research provides a preliminary
understanding of how HRM strategies can shape various aspects of organizational
dynamics and employee outcome. This contributes to filling gaps in the literature through
clarifying how HRO practices influence the workforce. The research contributes valuable
insights into how outsourcing HR functions impacts the level of support provided to
employees within a small business and how it contributes to shaping the organizational
culture. It provides valuable insight to HR professionals and small business owners
seeking to enhance their HRM strategies. This research demonstrates that organizational
culture can be established efficiently using HRO. It also reveals and explains an increase
in employee engagement, as some employees feel more comfortable and confident
interacting with an external entity than someone within the company. Furthermore, by
exploring the relationship between HRO and turnover intention, this study addresses an
important aspect of organizational sustainability and effectiveness, highlighting the
implications of HRO. Overall, this research enhances the literature on the HRM practices
of small business owners and their impact on employee engagement, organizational

support, organizational culture, and turnover intention.
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APPENDIX A

SEMI-STRUCTURED INTERVIEW GUIDE FOR SMALL BUSINESS OWNERS
AND HR PROFESSIONALS

Instructions for Interviewer:
Read aloud statement on confidentiality, recording, and use of the data.

Questions:

1. Industry

2. Structure of business

3. (Corp, LLC, Partnership, etc.)

4. Number of employees

5. What does the hierarchy look like at your organization?

6. Who is responsible for HR?

7. Do you outsource any of the HR functions? What factors led to your decision to
outsource?

8. What benefits/struggles have you experienced with outsourcing?

9. What is your organization's onboarding process from interview to first day of
employment?

10. Are there any programs or opportunities for growth?

11. How is the enrollment of benefits handled?

12. What is the process for performance/annual evaluations?

13. How are policies and company updates communicated to the workforce?

14. Outside of team meetings, what other occasions or events does the company come
together?

15. What is the average length of employment at your company?

16. How long does it take to fill a vacant position?
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17. What is the company’s culture present day? How is the culture conveyed and
implemented to the workforce?

18. Is there any additional information you would like to share?
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10.

11.

12.

13.

14.

APPENDIX B

INTERVIEW GUIDE FOR MANAGERIAL EMPLOYEES

Instructions for Interviewer:

Read aloud statement on confidentiality, recording, and use of the data.

What does the hierarchy look like at your organization?

What is your organization's onboarding process from interview to first day of
employment?

How is the enrollment of benefits handled?

What is the process for performance/annual evaluations?

Are there any programs or opportunities for growth?

How are policies and company updates communicated to the workforce?

Outside of team meetings, what other occasions or events does the company come
together?

Are you given the liberty to take ownership of your role or are you required to stick with
the standard training?

How would you describe the culture at your company?

Does the culture and mission align?

Does the company have an open-door policy?

What issues do you normally seek HR for?

What has been the outcome of your interactions with HR?

Is there any additional information you would like to add?
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APPENDIX C

SURVEY

Statement of confidentiality (please see Appendix D) will appear at the beginning of the

survey. Participants must acknowledge and agree before beginning survey.

L.

2.

Approximate size of company- Number of employees

How old is your organization?

Gender

Title of current position

How many years of work experience do you have with this organization?

Does your company outsource any functions of human resources (HR)? (not to include
payroll) Y/N

If'Y, which functions are outsourced? (check all that apply)

Recruitment and Talent Management
Benefits Administration

Employee Relations

Risk Management and Compliance
Training and Development

Policy Development and Enforcement
Other

0O O 0O O O O O
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Please read each 1= 2= 3= 4= 5= = 7=
item and then check | Strongly | Disagree | Slightly | Neutral | Slightly | Agree | Strongly
the number that best | Disagree Disagree Agree Agree
reflects your
opinion.
Employee Engagement
At my work, I feel
bursting with
energy.

At my job, I feel
strong and vigorous.

I am enthusiastic
about my job.

My job inspires me.

When I get up in the
morning, I feel like
going to work.

I feel happy when I
am working
intensely.

I am proud of the
work that I do.

I am immersed in
my work.

I get carried away
when I am working.

Organizational Support

The organization
strongly considers
my goals and values.

Help is available
from HR when I
have a problem.

The organization
really cares about
my well-being.

The organization
would forgive an
honest mistake on
my part.

HR is willing to help
me when I need a
special favor.

If given the
opportunity, the
organization would
take advantage of
me

HR shows very little
concern for me.

102




The organization
cares about my
opinions.

Corporate Culture

Management
“practices what they
preach.”

There is a clear and
consistent set of
values that governs
the way we do
business.

There is good
alignment of goals
across levels.

There is a clearly
defined culture.

There is a clear
agreement about the
right way to do
things.

Information is
widely shared so
that everyone can
get the information
they need when it’s
needed.

Cooperation across
different parts of the
organization is
actively encouraged.

Work is organized
so that each person
can see the
relationship between
their job and the
goals of the
organization.

There is continuous
investment in the
skills of employees.

Turnover Intention

I would be happy to
work at my
organization as long
as possible.

I frequently think of
quitting my job.

If offered another
job, I would leave.
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35. Human Resources resolves my issues or concerns in a timely manner. (Y/N)
36. Average response time from human resources. (Check one)

Within the same day
Next business day
One week
Two weeks
Two to four weeks
Over four weeks
37. Which choice below of the four best describes your current type of perceived
organizational support (POS)?
o Personalized- motivated by the workforce and personalized for the individual
employee.
o Collectivistic- motivated by the workforce and generalized to the group not the
individual.
o Monistic- motivated by the company and generalized to the group not the
individual.
o Teleological- motivated by the company and personalized for the individual
employee.
38. Is there anything you wish to add about what you feel is the impact of human resources
outsourcing on employees of small businesses?

O 0 O O O O

END OF SURVEY
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APPENDIX D

CONFIDENTIALITY STATEMENT

The purpose of this research study is to examine the impact human resources outsourcing has on
employees of small businesses. Your participation in the survey will contribute to a better
understanding of how employee engagement, corporate culture, organizational support, and
employee turnover intention are affected by the decision to outsource. The total estimated
duration of the study is 10 minutes. The procedure is to complete the online questionnaire.

There are no reasonably foreseeable risks or discomforts. There will be no cost to subjects for
participating. This survey is completely confidential. A limited number of research team members
will have access to the data during data collection. Your IP address will be stripped from the final
dataset.

Y our participation in this survey is voluntary. You may decline to answer any question and you
have the right to withdraw from participation at any time without penalty.

The alternative to participating is not to participate. You may decline to participate at any time.
Please contact the research team with questions, concerns, or complaints about the study by

contacting Dr. John Deckop at 215-204-1933 or john.deckop@temple.edu or Precious Carter at
859-621-7420 or precious.carter@temple.edu.

This research has been reviewed and approved by the Temple University Institutional Review
Board. Please contact them at (215) 707-3390 or e-mail them at irb@temple.edu for any of the
following: questions, concerns, or complaints about the research; questions about your rights; to
obtain information; or to offer input.

Confidentiality: Efforts will be made to limit the disclosure of any information, including
research study records, to people who have a need to review this information. However, the study
team cannot promise complete secrecy. For example, although the study team has put in
safeguards to protect your information, there is always a potential risk of loss of confidentiality.
There are several organizations that may inspect and copy your information to make sure that the
study team is following the rules and regulations regarding research and the protection of human
subjects. These organizations include the IRB, Temple University, its affiliates and agents,
Temple University Health System, Inc., its affiliates and agents, and the Office for Human
Research Protections.

By clicking on the link to the survey below I am agreeing that I am over 18 years old and to
participate in this research project.

QO Yes, I consent to participate. (1)
QO No, I do not consent to participate. (2)
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APPENDIX E

ADDITIONAL SPSS TESTS

S O+, ($-$. 7, . -0t L (2$(84, " 34 3-058,867 8) "5 ((*732-2(8(3"!

Model Summary

Change Statistics
Adjusted R Std. Error of R Square

Model R R Square Square the Estimate Change F Change dfl df2 Sig. F Change

1 8227 .052 .047 1.23005 .052 10.431 1 192 .001

2 .235P .055 .040 1.23413 .004 .367 2 190 .693

3 .254°¢ .065 .040 1.23451 .009 941 2 188 .392

4 .4814 231 .202 1.12528 .166 20.134 2 186 <.001
a. Predictors: (Constant), Does your company outsource any functions of human resources (HR)? (not to include payroll)

o

n

. Predictors: (Constant), Does your company outsource any functions of human resources (HR)? (not to include payroll),

Approximate size of the company you work for: - Number of Employees, How old is your organization?

. Predictors: (Constant), Does your company outsource any functions of human resources (HR)? (not to include payroll),

Approximate size of the company you work for: - Number of Employees, How old is your organization?, Which choice below
best describes your gender:, How many years of work experience do you have with this organization?

. Predictors: (Constant), Does your company outsource any functions of human resources (HR)? (not to include payroll),

Approximate size of the company you work for: - Number of Employees, How old is your organization?, Which choice below
best describes your gender:, How many years of work experience do you have with this organization?, Human resources
resolves my issues or concerns in a timely manner:, Average response time from human resources for resolving an issue:
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Model Summary

Change Statistics
Adjusted R Std. Error of R Square

Model R R Square Square the Estimate Change F Change dfl df2 Sig. F Change

1 .068* .005 .000 1.10925 .005 914 1 198 .340

2 .086" .007 -.008 1.11328 .003 .285 2 196 753

3 .132°¢ .017 -.008 1.11335 .010 .988 2 194 374

4 .239¢ .057 .023 1.09621 .040 4.057 2 192 .019
a. Predictors: (Constant), Does your company outsource any functions of human resources (HR)? (not to include payroll)

(=

n

. Predictors: (Constant), Does your company outsource any functions of human resources (HR)? (not to include payroll),

Approximate size of the company you work for: - Number of Employees, How old is your organization?

Predictors: (Constant), Does your company outsource any functions of human resources (HR)? (not to include payroll),
Approximate size of the company you work for: - Number of Employees, How old is your organization?, Which choice below
best describes your gender:, How many years of work experience do you have with this organization?

. Predictors: (Constant), Does your company outsource any functions of human resources (HR)? (not to include payroll),

Approximate size of the company you work for: - Number of Employees, How old is your organization?, Which choice below
best describes your gender:, How many years of work experience do you have with this organization?, Human resources
resolves my issues or concerns in a timely manner:, Average response time from human resources for resolving an issue:
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Model Summary

Change Statistics
Adjusted R Std. Error of R Square

Model R R Square Square the Estimate Change F Change dfl df2 Sig. F Change
1 .059* .003 -.002 1.18465 .003 .678 1 194 411
2 .062° .004 -.012 1.19058 .000 .036 2 192 .965
3 .085¢ .007 -.019 1.19480 .003 .323 2 190 724
4 .636¢ 404 .382 .93048 .397 62.639 2 188 <.001

a. Predictors: (Constant), Does your company outsource any functions of human resources (HR)? (not to include payroll)

b. Predictors: (Constant), Does your company outsource any functions of human resources (HR)? (not to include payroll),
Approximate size of the company you work for: - Number of Employees, How old is your organization?

c. Predictors: (Constant), Does your company outsource any functions of human resources (HR)? (not to include payroll),
Approximate size of the company you work for: - Number of Employees, How old is your organization?, Which choice below
best describes your gender:, How many years of work experience do you have with this organization?

d. Predictors: (Constant), Does your company outsource any functions of human resources (HR)? (not to include payroll),
Approximate size of the company you work for: - Number of Employees, How old is your organization?, Which choice below

best describes your gender:, How many years of work experience do you have with this organization?, Human resources
resolves my issues or concerns in a timely manner:, Average response time from human resources for resolving an issue:

VSR O, ($-$. 7, . 0t L (28(88, " 3*43-058,8" 6+ <$2-3,=-", " 3-0+PHU'#$(!

Model Summary

Change Statistics
Adjusted R Std. Error of R Square

Model R R Square Square the Estimate Change F Change dfl df2 Sig. F Change
1 .116° .014 .008 1.39195 .014 2.644 1 193 .106
2 127° .016 .001 1.39731 .003 .261 2 191 771
3 .149°¢ .022 -.004 1.40047 .006 .569 2 189 .567
4 .566 321 .295 1.17360 .298 41.066 2 187 <.001

a. Predictors: (Constant), Does your company outsource any functions of human resources (HR)? (not to include payroll)

b. Predictors: (Constant), Does your company outsource any functions of human resources (HR)? (not to include payroll),
Approximate size of the company you work for: - Number of Employees, How old is your organization?

c. Predictors: (Constant), Does your company outsource any functions of human resources (HR)? (not to include payroll),
Approximate size of the company you work for: - Number of Employees, How old is your organization?, Which choice below
best describes your gender:, How many years of work experience do you have with this organization?

d. Predictors: (Constant), Does your company outsource any functions of human resources (HR)? (not to include payroll),
Approximate size of the company you work for: - Number of Employees, How old is your organization?, Which choice below
best describes your gender:, How many years of work experience do you have with this organization?, Human resources
resolves my issues or concerns in a timely manner:, Average response time from human resources for resolving an issue:
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ANOVA
EmploymentEngagment_EEmean
Sum of
Squares df Mean Square F Sig.
Between Groups 15.782 1 15.782 10.431 .001
Within Groups 290.501 192 1.513
Total 306.284 193
43" -6r<$2-3,=-","3-0?HHS(*
ANOVA
OrganizationalCulture_OCmean
Sum of
Squares df Mean Square F Sig.
Between Groups S22 1 5.122 2.644 .106
Within Groups 373.940 193 1.938
Total 379.063 194
43" -*6OH$3" : ($:3"(3","3!
ANOVA
Turnoverintent_TOImean
Sum of
Squares df Mean Square F Sig.
Between Groups 1.125 1 1.125 914 .340
Within Groups 243.626 198 1.230
Total 244.751 199
43" -5r<$2-3,2-" "3-(>#) ) "'$"!
ANOVA
OrganizationalSupport_OSmean
Sum of
Squares df Mean Square F Sig.
Between Groups 952 1 952 .678 411
Within Groups 272.257 194 1.403
Total 273.209 195
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