I*I Industry  Industrie
Canada Canada

[

EMPLOYEE TRAINING DECISIONS, BUSINESS

/
STRATEGIES AND HUMAN RESOURCE
N\
MANAGEMENT PRACTICES:
A STUDY BY SIZE OF BUSINESS
October 2006
\,
S/
Rova Rabemananjara
Chris Parsley
\ - T

C Canada




For additional copies of this publication, please contact:

Publishing and Depository Services
Public Works and Government Services Canada
Ottawa ON K1A 0S5

Tel. (toll-free): 1 800 635-7943 (Canada and U.S.)
Tel. (local): 613-941-5995

TTY: 1800 465-7735

Fax (toll-free): 1 800 565-7757 (Canada and U.S.)
Fax (local): 613-954-5779

Email: publications@pwgsc.gc.ca

This publication is available upon request in accessible formats. Contact:

Multimedia and Editorial Services Section
Communications and Marketing Branch
Industry Canada

Room 252D, West Tower

235 Queen Street

Ottawa ON K1A 0H5

Tel.: 613-954-5267

Fax: 613-947-7155

Email: multimedia.production@ic.gc.ca

This publication is also available electronically on the World Wide Web at the following address:
www.strategis.gc.ca/sbresearch

Permission to Reproduce

Except as otherwise specifically noted, the information in this publication may be reproduced, in part or in whole
and by any means, without charge or further permission from Industry Canada, provided that due diligence is
exercised in ensuring the accuracy of the information reproduced; that Industry Canada is identified as the source
institution; and that the reproduction is not represented as an official version of the information reproduced, nor as
having been made in affiliation with, or with the endorsement of, Industry Canada.

For permission to reproduce the information in this publication for commercial redistribution, please email:
copyright.droitdauteur@pwgsc.gc.ca

Cat. No. 1u188-31/2006E-PDF
ISBN 0-662-44145-1
60086E

Aussi offert en francais sous le titre Formation des employés, stratégies d’entreprises et pratiques de gestion de
ressources humaines : étude selon la taille des entreprises.



Abstract

The aim of this study is to investigate in detail the proposition often found in the literature that small
businesses train their employees less than medium-sized and large businesses. The small business
population is much more heterogeneous than that of medium-sized and large firms in terms of motivation
because it includes not only growth firms but also foundation firms, which may be less interested in
growth. To account for differences in training rates by firm size as a result of different motivations, the
business populations are segmented according to different business strategies and different human
resources practices of firms.

Using the 2001 Workplace and Employee Survey of Statistics Canada, this study shows that small
businesses are less likely to provide training activities to their employees than medium-sized and large
businesses. However, it is clear that once they commit to investing in employee training, small businesses
do so as intensively as medium-sized and large firms. Moreover, the decision of whether or not to train
their employees is clearly related to the business strategies employed by the firm. In particular, the
incidence of training in small businesses that pursue an innovation and growth strategy is closer to the
incidence of training in medium-sized and large firms than that of other small businesses. In addition,
firms that have incentive schemes, use technology intensively or are innovative also exhibit a much
higher incidence of training across all firm sizes.



Table of contents

O T (o Lo [T ([0 o F OO ORI 5
A ) (=L - O (T (YA =LY TR 5
T D - - Yo 11 o 7

4. Expected relations between training decisions and business strategies, human resources management

practices, technology Use and INNOVALION ............cooiiiieieie et seeenee e 7
D RBSUIES. ...ttt bt R Rt bRttt R e b bt been b e b ne e benne e e nees 9
a. Incidence of training, by establiSNMENT SIZE ........c.cociiiiiiiiie e 10
b. Intensity of training, by establiShMENTt SIZE ..........ccveiiiiiie e 11
c. Incidence of training by business strategies, human resources practices, technology use and
1T a0 )Yz LA T TSSO PT PRSPPI 12
(00 0 o 1] o] 4 <SSR 16
L =] =] 0TSSP 17



1. Introduction

Fundamental changes in the global economy and the advent of new technologies have led to major
changes in the structure of employment in countries such as Canada. One impact has been that companies
have to constantly improve the skills of their workforce as technology changes in order to maintain high
productivity. Employee training is essential as it is one of the main ways of raising the skill level of the
workforce, the other being the recruitment of skilled personnel.

A growing number of empirical studies address the importance of employee training for businesses.
However, few of them focus specifically on small businesses. The results relating business size to
employee training are general in nature, and basically state that small businesses provide less training to
their employees than medium-sized and large businesses. The aim of this study is to investigate this
proposition in greater detail.

The small business population is much more diverse than medium-sized and large firm populations in
terms of motivation. It includes not only start-up firms, growth firms, innovative firms and technology-
intensive firms, but also lower technology foundation firms, which may not be growth oriented.
Therefore, in order to understand why small businesses train their employees less than medium-sized and
large firms, it is necessary to segment the small business population. By using data from the 2001
Workplace and Employee Survey conducted by Statistics Canada, this paper examines training rates by
firm size according to different business strategies, human resources practices, and also technology use
and innovation.

The literature on employee training is reviewed in section two, while section three describes the database
used for the study. Section four briefly outlines the expected relationship between training decisions and
business strategies, human resources management practices, technology use and innovation. Part five
presents the empirical results. It compares the incidence and intensity of employee training across firm
sizes. For each firm size, it also shows how business strategies and human resources practices are related
to firms’ decisions on whether or not to train their employees.

2. Literature review

This section reviews a number of Canadian studies related to employee training. Empirical studies present
a profile of employee training and identify the obstacles to training that Canadian businesses are facing.
Some researchers are also interested in the impact of employee training on corporate performance.

The literature indicates that small businesses provide their employees with less training than larger
businesses. Moreover, small businesses tend to prefer on-the-job training to structured training® (Leckie et
al., 2001; Baldwin and Johnson, 1995). Lack of time, high cost and lack of information are the main
reasons often cited. Compared with large firms, small firms are less capable of absorbing the possible
temporary reduction in productivity that can occur during training periods. In other words, they are less
able to take their employees off the job or replace them during training sessions. In addition, small
businesses do not enjoy as many economies of scale as larger businesses when they offer training for their
employees. Betcherman, Leckie and McMullen (1998) identified cost as a major obstacle to training for
small companies. They concluded that the average cost of training (per employee or person in training) is

1. Structured training is defined as a training activity with specific content that has a predefined objective and
predetermined format, and whose progress can be monitored and/or evaluated. On-the-job training, on the other
hand, is informal and does not necessarily have a predetermined format. It is generally conducted in the workplace
itself (Guide to the Analysis of the Workplace and Employee Survey, 2001, Statistics Canada).



appreciably higher in small firms than in large firms. As a result, small firms favour on-the-job training
because it is less structured and more accessible. This type of training does not incur the fixed costs
associated with structured training (training materials, instructors’ salaries, etc.). Lack of information on
training opportunities is also cited as a barrier to training for small businesses (e.g. training suppliers and
programs available).

Training is also more likely to be given to the more educated employees. Leckie et al. (2001) found that
Canadian workers who hold a university degree are twice as likely to take part in employer-sponsored
training activities as their colleagues with a high-school diploma. In addition, highly qualified workers
(managers and professionals) are more likely to have access to training programs than sales staff,
administrative personnel and production workers with no certification. The rationale is that the more
education employees have the more likely they are to succeed in training, thus reducing the employer’s
training investment risk.

Turcotte et al. (2003) highlighted a strong link between business strategy and employee training. The
authors found that firms emphasizing a human resources strategy or research and development strategy
are much more likely to sponsor training than those with no strategy.

Technology and innovation are also among the most cited determinants of employer support for training.
Baldwin and Johnson (1995) found that companies that innovate, are more technologically advanced,
emphasize quality management and have human resources strategies will more frequently support training
initiatives. Baldwin and Peters (2001) similarly demonstrated that innovative firms are more likely to
support training activities than non-innovative firms, but the former have a preference for on-the-job
training. Innovative firms particularly favour acquiring experience, in the context of learning by doing, to
enhance the ability of employees to innovate and solve problems. Chowhan (2005) concluded that the
existence and intensity of training activities in a firm depend on the level of technological competency
that exists in that firm, rather than on its being a member of a technology-based industry.

A number of studies indicate that employee training has a positive impact on corporate performance.
They generally test the hypothesis that, by improving the competency of employees, training also
improves their productivity, which is reflected in an improvement in the firm’s performance. Betcherman,
McMullen and Davidman (1998) concluded that firms that have training programs tended to perform
better in terms of productivity, revenues, profitability, viability and prospects. Saks et al. (2002) also
found a positive relation between training and productivity, profit, revenue and client satisfaction, a
relation that is more significant when the training is accompanied by incentives for the employees.

These studies present the profile of employee training and the importance of this activity for businesses;
however, none focus specifically on small businesses. The results relating business size to employee
training are general in nature, and basically state that medium-sized and large firms provide more training
to their employees than small businesses. This paper segments the business population by firm size in
order to understand the differences in training rates and examines training rates by firm size according to
different business strategies and human resources practices.



3. Data source

The data used in this study are from the 2001 Workplace and Employee Survey (WES) conducted by
Statistics Canada. It is a longitudinal survey of establishments? designed to explore a broad range of
questions related to employers and their employees. The survey collects information on the organization
of work, compensation, corporate performance, competitiveness, innovation, technology use, employee
training, human resources management, employment and revenues. All business establishments operating
in Canada with paid employees are represented in the target population, with the exception of those in the
Northwest Territories, Nunavut and Yukon. Establishments related to agriculture, fishing, hunting and
trapping, private households, religious organizations and governments are also excluded from the survey.

The data are from the workplace component of the 2001 WES. The data were collected from an overall
sample of 6223 establishments, representing an estimated population of 701 123 establishments.?
Unfortunately, establishments with fewer than 10 employees are excluded from the sample used in this
study as a great many of them did not respond to a number of the questions of interest to this study. This
brings the relevant sample to 4189 observations, representing a population of 199 163 establishments.

Small and medium-sized establishments account for 99 percent of establishments in the sample. Small
establishments (under 100 employees) make up the largest share (92.5 percent). Just over half
(51.3 percent) of the establishments have 10 to 19 employees. Furthermore, nearly half of the employees
(48.9 percent) in the sample are in small establishments. However, even though they represent only
1 percent of the target population, large establishments account for over a quarter of the employment
(26.8 percent).

This study focuses primarily on structured training. The WES provides little information about on-the-job
training activities, and in particular their associated costs. This simplifies our analysis as structured
training is an acceptable indicator of general training activities. Establishments that support structured
training are those that are most strongly committed to overall training activities* (Betcherman, McMullen
and Davidman, 1998). Nevertheless, more flexible and less expensive on-the-job training deserves more
thorough exploration in future research.

4. Expected relations between training decisions and business strategies, human resources
management practices, technology use and innovation

Decisions about training are generally made at the top of the corporate pyramid: training-related strategies
and funding levels are determined by senior management. Generally, the employer considers training as
an investment in human capital from which it expects future benefits. The employer, therefore, must
consider the costs and benefits of the training. The rational employer decides to train employees if the
total expected benefit is greater than the total cost. The first decision the employer makes is whether or

2. The WES establishment sample is taken from the Statistics Canada Business Register. An establishment is
defined as a business location operating in Canada that has paid employees in March of the reference year. A
number of establishments may be owned by one business, and a business must own at least one establishment. In the
rest of this study, we will speak specifically of establishments.

3. A final weight is assigned to each sampled unit so that it represents other similar units that have not been selected.
In this way, the estimates from the sampled units produced with the application of final weights will be in line with
the estimates for the target population.

4. The 2001 WES data show that 84.4 percent of the establishments that support structured training activities also
offer on-the-job training. However, only 61.4 percent of establishments offering their employees on-the-job training
also support structured training.



not to undertake a training activity. Given that training is undertaken, the employer must then decide on
the extent of the training to support.

Consequently, at this point, it is important to distinguish two concepts that will be used throughout this
study. Incidence of training refers to the decision by establishments on whether or not to sponsor
training activities. It will be analysed based on the entire sample (N = 4189). Intensity of training, on the
other hand, corresponds to the extent of the training offered by establishments, once they have decided to
undertake training. This is measured by the proportion of employees who have taken training and by the
ratio of structured training expenditures to operating revenue. Since it concerns only those establishments
that have decided to support training activities, a smaller sample (2995 establishments) is used.

Business strategy

The business strategy not only defines the organization of work, but also influences the level of
competency of the human capital needed to run the firm. Consequently, the various business strategies of
firms are linked to the training offered. In this study, business strategies are grouped into four categories:

Cost reduction: The main characteristics of this strategy are generally control of expenses and
expenditures. It is probable, therefore, that establishments that adopt such a strategy are less likely to train
their employees.

Innovation and expansion: A firm pursuing this strategy places great importance on research and
development (R&D), innovation and market expansion. Firms that adopt such a strategy are striving to
create or increase comparative advantages to increase (or at least maintain) market share by broadening
their range of products and services and by expanding their market geographically. A person who has
developed a new idea can derive a certain market power over the market. It is reasonable to believe that
such firms need a relatively high-knowledge workforce and are more likely to train their employees.

Quality improvement: Firms that consider this strategy important are attempting to increase their
comparative advantages by distinguishing themselves for the quality of their products and services. One
would expect that such firms would invest in their workforce in order to increase their employees’
abilities to constantly search for ways to improve quality.

Human resource-based strategy: This strategy includes heightened labour-management cooperation,
development of employees’ skills, improvement of employee involvement and improvement of
performance measures. This type of strategy permits companies to stimulate individual employee effort
by instilling a sense of belonging to the company. Employee productivity is thereby improved. It is
reasonable to believe that such a strategy favours employee training.

Human resources management practices

Different human resources management practices can also act to influence the level of training,
particularly those that are concerned with organizational design and incentives. It is preferable to consider
a combination or bundle human resources practices, as expressed by Arthur (1994), since different
impacts on training are likely across different workplaces. In this study, three human resources
management practices are considered:

Flexible job design. The WES defines flexible job design as including job rotation, assignment of
personnel to a variety of tasks and a high degree of autonomy. Such practices make employees more

5. As defined in the WES.



versatile. One may think, therefore, that employees of firms that practise flexible job design, given their
autonomy, find it easier to organize their tasks so they can free up the time off needed to take part in a
training activity. In addition, the mobility that exists in such establishments makes it easier to replace, or
at least partly replace, employees going on training.

Hours of work. Loss of production time is, according to firms, one of the major obstacles to offering
training activities. It is especially problematical in small firms, which suggest that they have trouble
sending employees to training for fear of being unable to replace them during the training period
(Betcherman, Leckie and McMullen, 1998; Kapsalis, 1996). Unfortunately, the WES offers no
information on the allocation to employees of time specifically devoted to training.° Therefore, the
average number of working hours is chosen to measure the opportunity cost (in terms of production
hours) of time allocated to training. It is assumed in this study that employees of firms with a lower
average number of working hours have more time available for activities other than production (e.g.
training). So the higher the number of hours of work, the higher the opportunity cost.’

Incentive system.® Such a system includes practices linking employees’ compensation to their work
performance. Studies have found that employee training is much more likely to increase productivity
when it is combined with variable compensation (Saks et al., 2002; Black and Lynch, 1997). Therefore, it
is reasonable to believe that employees of firms where such systems exist would be more interested in
training to increase their competency and performance in order to receive better compensation.

Technology use and innovation

Technology and innovation will also affect training decisions because of the demands they make on the
skills composition of the workforce.

Technology use. Degree of technology use is likely to have a positive effect on employee training
decisions as employees’ abilities and skills in using technological equipment have to be regularly
updated. Technology use and training, therefore, are complements. In this study, technology use is
measured by the proportion of employees using a computer.’

Innovation. The innovation processes of firms generally require skilled workers with advanced
competencies. It can be expected that innovative firms are more likely to provide employee training. Four
types of innovation are defined: new products or services, improved products or services, new processes
and improved processes. To measure the degree of innovation in this study, a rating of 0 to 4 was
assigned to each establishment, with O indicating that the establishment has introduced none of the four
types of innovation, 1 indicating that it has introduced one type of innovation, and so forth.

5. Results

The first part of this section compares the incidence and the intensity of employee training in small,
medium-sized and large establishments. It shows that, among establishments that commit to investing in
employee training, the intensity of training is very similar across different firm-size groups. By using

6. Training activities may be held both during and outside normal working hours.

7. We acknowledge the weakness of this hypothesis. However, the results of our analyses seem to be consistent.

8. The WES identifies five types of incentive compensation: individual incentive systems, group incentive systems,
profit-sharing plans, merit pay and skill-based pay, and employee stock plans.

9. Computer here means a microcomputer, minicomputer, personal computer or mainframe that can be programmed
to perform a variety of operations (Guide to the Analysis of the Workplace and Employee Survey, 2001, Statistics
Canada).



descriptive analysis, the second part of this section examines, for each firm-size group, which factors are
associated with the incidence of training.

a. Incidence of training, by establishment size

This study, like previous studies, found that training enjoys less than universal support. Table 1 shows
that just over half of the establishments surveyed (51.9 percent) reported that they sponsored structured
training and 71.4 percent offered their employees on-the-job training. It is also not surprising that, for
both types of training, the rate of support increases with firm size. Less than half of the small
establishments (49.2 percent) sponsored structured training activities compared with 86.3 percent of
medium-sized establishments and 96.1 percent of large establishments. The same trend also occurs for on-
the-job training.

Among small establishments, those with fewer than 50 employees are far less likely to offer training
activities. Structured training is offered by only 39.0 percent of establishments with 10 to 19 employees,
and 53.8 percent of those with 20 to 49 employees. On the other hand, 79.2 percent of establishments
with 50 to 99 employees support structured training, a percentage that is closer to those for medium-sized
establishments than for other categories of small establishments.

Figures in Table 1 also support the idea that the smaller the establishment, the more on-the-job training is
preferred to structured training. The ratio of support for on-the-job training to structured training
decreases as the size of the establishment increases. Once again, the phenomenon is more pronounced for
establishments with fewer than 50 employees. The ratio drops dramatically from 1.38 for establishments
with 20 to 49 employees to 1.09 for establishments with 50 to 99 employees.

Table 1: Proportion of establishments supporting training activities, by size of
establishment (percentage), N = 4189

Size Structured On-the-job Ratio
of establishment training (1) training (2) (2) /(1)

Small establishments 49.2 69.8 1.42
10-19 employees 39.0 63.8 1.64
20-49 employees 53.8 74.0 1.38
50-99 employees 79.2 86.4 1.09
Medium-sized establishments 86.3 90.4 1.05
100-299 employees 85.2 90.0 1.06
300-499 employees 93.1 93.2 1.00

Large establishments

500 employees or more 96.1 94.9 0.99

Total 51.9 71.4

Source: Statistics Canada, Workplace and Employee Survey, 2001.
Analysis of the distribution of establishments supporting training activities (Table 2) confirms that small

establishments, particularly those with fewer than 50 employees, support training proportionally less than
other establishments. Of the establishments that supported structured training, 87.8 percent were small,
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whereas small establishments account for 92.8 percent of all establishments (a ratio of 0.95). On the other
hand, for medium-sized and large establishments, the proportion of firms supporting training is higher
than their representation of all establishments (ratios over 1). Proportionally, far fewer small
establishments with less than 50 employees support training activities. Their ratio of representation
among establishments that have supported structured training to representation within all
establishments is well below that of small establishments with 50 to 99 employees, which is closer to the
ratio for medium-sized establishments.

Table 2: Distribution of establishments supporting training activities and distribution of all establishments
(percentage), N = 4189

Size of Structured  On-the-job All Ratio Ratio
establishment training (1)  training (2)  establishments (3) (1) /(3) (2)/(3)

Small establishments 87.8 90.8 92.8 0.95 0.98
10-19 employees 39.5 45.8 51.3 0.77 0.89
20-49 employees 31.8 31.9 30.7 1.04 1.04
50-99 employees 16.4 131 10.8 152 121
Medium-sized establishments 10.3 7.9 6.2 1.66 1.27
100-299 employees 8.8 6.8 5.4 1.63 1.26
300-499 employees 15 11 0.8 1.88 1.38
Large establishments
500 employees or more 1.9 14 1.0 1.90 1.40
Total 100 100 100

Source: Statistics Canada, Workplace and Employee Survey, 2001.

b. Intensity of training, by establishment size

A more interesting result is that even though proportionally far fewer small establishments commit to
employee training, those that do invest in training do so almost as intensively as medium-sized and large
establishments. During the reference period, small establishments offered structured training to
39.3 percent of their employees, a figure close to 41.7 percent for medium-sized establishments and
41.4 percent for large establishments™ (Table 3). In terms of training investment, the difference between
the amounts allocated to training does not seem very significant either. Small establishments allocated an
average of 0.20 percent of their operating revenue to employee training compared with 0.26 percent for
medium-sized establishments and 0.22 percent for large establishments.

Furthermore, among establishments that supported training activities, establishments with 10 to
19 employees are more active in training than most of the other size categories. The proportion of
employees taking part in structured training is 44.2 percent in establishments with 10 to 19 employees, a
rate higher than that for medium-sized establishments overall and for large establishments. As for
expenditures, establishments with 10 to 19 employees allocated a greater portion of their operating

10. Although the proportions of employees having taken training in medium-sized establishments (41.7 percent) and
in large establishments (41.4 percent) are very close, they are statistically different at the 95 percent level of
confidence.
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revenue to training (0.24 percent) than large establishments (0.22 percent). Clearly, small establishments
that provide training do so actively.

These results on intensity of training are consistent with the findings of Turcotte et al. (2003), who also
showed that firm size is positively related to incidence of training but negatively related to intensity of
training. However, these results differ slightly from those of other studies. The important difference is that
the population has been segmented into trainers and non-trainers. Thus, intensity of training is concerned
only with establishments that actively engage in training, whereas previous studies, in measuring training
intensity, include establishments that have not, in fact, trained their employees.“ As a result, the
difference between the intensity of employee training in small establishments and in medium-sized and
large establishments is significantly less than in previous studies (and in some cases is reversed).
Moreover, the analysis in this report demonstrates clearly that the predominant source of lower training
rates in small businesses is the lower incidence, not lower intensity, of training.

Table 3: Intensity of training in establishments supporting structured training (percentage),

N = 2995
Size of Proportion of employees  Spending on structured training
of establishment having taken training relative to operating revenue

Small establishments 39.3 0.20

10-19 employees 44.2 0.24

20-49 employees 38.1 0.20

50-99 employees 38.2 0.19
Medium-sized establishments 41.7 0.26

100-299 employees 39.5 0.23

300-499 employees 47.3 0.34

Large establishments

500 employees or more 414 0.22

Total 40.6 0.22

Source: Statistics Canada, Workplace and Employee Survey, 2001.

c. Incidence of training by business strategies, human resources practices, technology use and
innovation

Given that this study shows that the intensity of training in small establishments that train is consistent,
the rest of this paper will analyse the incidence of training by firm size, i.e., the decision by the firm to
invest, or not, in training. Because the small business population is much more heterogeneous than that
for medium-sized and large companies, it is necessary to distinguish between the different types of small
businesses so that one can compare similarly motivated firms. Consequently, in this section, firms are
segregated according to their business strategy, also by the types of human resources practices they
pursue, and by technology use and innovation. The incidence of training between these different segments

11. See, for example, the study by Leckie et al. (2001).
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is compared by size of firm to try to understand further the factors underlying variations in the incidence
of training."

Business strategies

In all categories of small establishments, one generally finds positive links between incidence of training
and the importance attributed to innovation and expansion, quality improvement and human
resources-based strategies (Table 4). The more importance small establishments assign to these three
strategies, the more likely they are to train their employees. Furthermore, the link between the innovation
and market expansion strategy and the incidence of training is much stronger in small establishments with
10 to 19 employees. Those that consider this strategy very important are much more likely to train their
employees than those that consider the quality improvement strategy and the human resources-based
strategy very important. Pursuing a cost reduction strategy does prevent some small establishments from
supporting training activities, most especially those with fewer than 50 employees. Small establishments
with 50 to 99 employees that ascribe very great importance to the cost reduction strategy will, however,
train their employees.

Table 4: Proportion (percentage) of establishments supporting structured training, by business strategy and size
of establishment

Size of establishment (number of employees)

All sizes 10-19 20-49 50-99 100-499 500 +
Overall 51.9 39.0 53.8 79.2 86.3 96.1
Strategy 1: Cost reduction
Very important 53.2 — 39.3 83.4* 88.1 93.4
Important 52.3 40.2 53.4 77.9 85.1 98.4*
Not important 44.6 34.7* — 78.2* 90.0 85.1*
Strategy 2: Innovation and expansion
Very important 71.5 73.9* 58.4* 83.2* 85.1* —
Important 53.0 40.9 51.3 81.9 85.5 98.4
Not important 43.1 321 53.0 69.4 87.3 95.3
Strategy 3: Quality improvement
Very important 54.3 38.4 57.4 81.4 85.9 95.1
Important 51.4 43.9 50.5* 77.9 85.5 —
Not important 27.7* 21.3* — 30.6* — 90.2*
Strategy 4: Human resources-based
Very important 62.9 50.1 60.9 85.3 92.0 98.0*
Important 50.3 40.5 51.0 76.3 79.3 93.2
Not important 21.9* 16.5* — — 87.6* 85.0*

— indicates that the estimate cannot be released because of high sampling variability, the coefficient of variation being higher than 30 percent. The coefficient
of variation is a measure of data reliability — the higher the coefficient of variation, the less reliable the data.

* indicates that the estimate's coefficient of variation is above 15 percent and below 30 percent. The estimate is to be used with caution.

12. Significance levels of the various comparisons between two or more percentages cited in this section have been
tested to a confidence level of 95 percent.
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The relation between incidence of training and the different business strategies seems to be less
pronounced in medium-sized and large establishments. For each strategy, the incidence of training is
much less disparate in medium-sized and large establishments, whatever the importance ascribed to the
strategy, than in small establishments. In medium-sized establishments, however, those that base their
strategy primarily on human resources are more inclined to offer employee training than the others. In
large establishments, there is a positive relation for quality improvement strategies and human
resources-based strategies. And, for large establishments, cost control is not an obstacle to supporting
training.

From the perspective of analysing different training rates by firm size, what is important is that the
decision to train employees or not is much more dependent on the different business strategies in small
establishments than in medium-sized and large establishments. The majority of medium-sized and large
establishments sponsor training activities regardless of the strategies they adopt. However, it is primarily
motivation to innovate and extend their market share that leads small establishments, especially those
with 10 to 19 employees, to offer employee training. Those seeking to improve the quality of their
products and those that base their strategy on human resources are also more likely to train their
employees, though to a lesser extent.

When comparing establishments of different sizes and similar strategies, the difference in the incidence of
training is much less than that observed overall. One concludes, therefore, that it is the heterogeneity of
the small establishment population that is the source of the lower training rates observed in other studies.
When one compares similar firms, size seems to be a less important factor in training. A firm committed
to innovation and motivated to grow will find a way to undertake training, whatever their size.

Internal human resources practices, technology use and innovation

The decision by small establishments to train their employees or not is also positively linked to whether
or not they offer their employees a flexible work arrangement (Table 5). One possible explanation is that
employees who are more autonomous, and have flexible tasks and schedules, are better able to organize
time off, making it easier for their employers to send them on training. However, the existence of a
flexible work arrangement has no undue influence on the decision of medium-sized and large
establishments to train their employees or not. Proportionally fewer medium-sized establishments that
offer employees a flexible work arrangement will support structured training activities, while the
incidence of training in large establishments that have such an arrangement is not statistically different
from that found in those that do not to a confidence level of 95 percent.

The incidence of training is also higher in small and medium-sized establishments that offer their
employees incentive schemes, whereas in large establishments, this has no significant effect on whether
training is offered or not.

For all categories of establishments, employee availability seems to be a training barrier, especially for
those with employees working 40 hours of work or more. Such establishments are the least likely to train
their employees. On the other hand, the incidence of training in establishments where employees work
from 37 to 39 hours is as high as, if not higher than, that of establishments where the number of working
hours is less than 37.

In all categories of establishments, the positive relation between technology use and the incidence of

training is not surprising. This confirms the notion that the more establishments make use of technology,
the more interested they are in providing training for their employees so they are comfortable with
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operating technological equipment and can update their skills. However, the impact of technology use on
the decision to train employees seems more significant as the size of the establishment decreases.™

There is also a positive relation between the incidence of training and the introduction of innovative
activities in all categories of establishments. This relation is also more pronounced in small
establishments. For small establishments with 50 to 99 employees, medium-sized and large
establishments, there is also a ceiling: generally for these establishments, they need to introduce at least
one type of innovation before they decide to train their employees.

The types of internal human resources practices that establishments pursue are also associated with the
incidence of training. Establishments that have incentive schemes, use technology intensively, or are
innovative are more likely to support training activities, whatever their size. As in the case of business
strategies, the incidence of training in small establishments that have those human resources practices is
closer to the incidence of larger establishments than the incidence of the other small establishments.

Table 5: Proportion (percentage) of establishments supporting structured training, by human resources management
practices, technology use, innovation and size of establishment

Size of establishment (number of employees)

All sizes 10-19 20-49 50-99 100-499 500 +
Overall 51.9 39.0 53.8 79.2 86.3 96.1
Flexible job design
Yes 53.3 39.3* 57.2* 80.4* 80.4* 96.6
No 50.6 38.9 52.2 78.3 86.9 95.8
Hours of work
33-36 hours 50.5 37.6* 49.5* 83.0* 92.9* 97.3
37-39 hours 63.2 49.0* 57.7* 84.7* 90.1 97.9*
40 hours or more 46.1 36.3 52.0 72.6 77.4 91.8
Incentive compensation
Yes 62.1 48.9 64.7 81.0 88.8 95.8*
No 385 29.7 40.3 73.6 78.9 96.3
Technology (employees using a computer)
25 percent or less 40.6 26.3* 44.8 67.2 82.8 91.3
26-50 percent 51.3 42.3* 53.4* 73.1* 75.8 98.3*
51-75 percent 55.8* 38.8* — 93.2 — 97.9
76-100 percent 63.4 52.5 63.3 90.5* 93.1 97.0*
Degree of innovation (number of type of innovation)
0 42.2 345 41.8 66.4 81.5 94.9
1 47.9* — — 88.3* 84.2* 98.4*
2 49.5 33.7* 50.2* 84.7* 91.5* 88.6*
3 71.7 60.5* 73.6 84.2* 90.7* 98.3
4 63.4 54.3* 62.5* 82.3 86.6 98.4*

— indicates that the estimate cannot be released because of high sampling variability, the coefficient of variation being higher than 30 percent. The coefficient of
variation is a measure of data reliability — the higher the coefficient of variation, the less reliable the data.

* indicates that the estimate's coefficient of variation is above 15 percent and below 30 percent. The estimate is to be used with caution.

13. In Table 5, it can be seen that the difference between the incidence of training in establishments where
25 percent of employees use a computer and the incidence of training in establishments where 76 percent to
100 percent of employees use a computer decreases as the size of the establishment increases.
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Conclusions

The aim of this study was to examine the proposition that small firms train their employees less than
medium-sized and large firms. The results concur with previous studies in that proportionally fewer small
firms provide structured training activities for their employees, especially those with fewer than 50
employees. Moreover, small businesses are more likely to rely on on-the-job training versus structured
training. However, the report qualifies this general statement in a number of aspects. The results show
that when they commit to investing in employee training, small firms do so as intensively as
medium-sized and large businesses. In fact, in the same way that some firms are not interested in growth,
some firms have no interest in training. When the non-trainers are separated out, it is clear that the
intensity of training is very similar across the different size groups. This suggests that the source of less
training in small business is incidence, not intensity. Therefore, the incidence of training should be looked
at more closely if we want to understand differences in overall training rates by firm size.

The small business population is much more heterogeneous than the medium-sized and large firm
populations. The small business population includes both growth firms and firms that have no interest in
growth. To screen out firms with no interest in growth, this paper examined training rates by firm size and
segmented the business populations according to different business strategies and different human
resources practices.

The business strategies of a firm clearly influence whether they decide to train or not. In particular, firms
that pursue an innovation and growth strategy are more likely to train employees regardless of firm size.
One can conclude that when comparing firms with similar business strategies, the difference in the
incidence of training by firm size is much less than that observed overall. A similar but less pronounced
phenomenon can be seen for those firms that pursue a human resources focused business strategy.

The type of internal human resources practices that firms pursue also influences the incidence of training,
though the impact depends on the particular practice. Firms that have incentive schemes, use technology
intensively or are innovative exhibit much higher incidences of structured training across all firm sizes.
Once again, the gap between small firms and larger firms that have the same human resources practices is
reduced.

Consequently, the main reason training rates are lower in smaller firms is because the populations of the
smaller size group contain types of firms that are quite different and, indeed, absent from the population
of larger firms (foundation firms, growth firms, innovative and technology-intensive firms, lower
technology single-owner firms, non-growth-oriented firms). At the same time, there are many small
businesses that do train as intensively as large firms. A more realistic comparison is one that analyses
similar firms (in terms of motivation and practices) across different size groups. Problems arising from
heterogeneity, therefore, should be accounted for when evaluating studies on training by firm size.

Outcomes in this study were based on cross-sectional data and on a descriptive analysis. Therefore,
although the results of this study clearly showed that business strategies and human resources practices
are related to the training decisions of firms, they did not establish the direction of the causality links.
Secondly, this study focused principally on structured training. However, the more flexible and less
expensive nature of on-the-job training deserves more thorough exploration in future research.
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