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ABSTRACT

This quantitative study investigated the relationship between the influential factors of
employees (talent) and their intent to stay. It achieved this by exploring the current
approaches and dynamic retention models that Small Enterprises (SMEs) employ
and tested the alignment between what SMEs provide and what talent prefer. The
study also aimed to test if retention approaches have a mediating effect on intent to
stay and if established influential factors that lead to job embeddedness are still
relevant in post-pandemic South Africa.

Digital transformation has become imperative for SMEs to broaden their efficiency at
a lower cost and expand their footprint in the market as a result of the shift in
consumer behaviour. To this effect, the importance of SMEs' contribution to the
economy and their ability to navigate the need for talent amid skills gaps and
shortages, locally and globally, accentuates the need for this kind of study in South
Africa.

The study found that only 34% of the SMEs in the sample have moderate to
significant focus and investment in digital transformation. Whilst 96% of digital talent
prefer staying in a company with significant to moderate focus and investment in
transforming. Emphasizing the important role that digital transformation plays in
retaining talent. 84% of the digital talent highlighted that they prefer full-time
employment over contract work. Alluding to the current level of readiness for the
concept of the gig economy in the South African talent market. The study also
revealed that only 17% of the SMEs currently utilise democratized learning and
development as a retention approach and only 38% of the SMEs currently employ
remuneration programs to align salaries to market and effective leadership. This
poses a risk to SMEs to retain talent as the research shows that digital talent is
currently looking for market-related salaries, remote working and effective leadership
as the main approaches that SMEs can offer to ensure they stay in a post-pandemic
landscape.

The findings helped conclude that systematic investment into digitally transforming
certain aspects of SME’s business, while investing in developing their employees in

modern technologies will ensure that they have the skills when they are ready to



scale. Also, the a need for a holistic approach to people analytics, not just to assess
the needs and factors influencing employees or assessing their level of engagement
but also to include their levels of embedment.
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CHAPTER 1: INTRODUCTION

1.1. Chapter outline

The beginning of this chapter states the purpose of the study, a brief view of the
background to provide context and highlights the research problem and associated
questions that direct this study. It is then followed by the rationale and importance of the

study and then ends with highlighting the delimitation and assumptions made.
1.2. Statement of purpose

This quantitative study explores the approaches and dynamic retention models that
Small Enterprises, also known as SMEs, in South Africa, currently use to retain their
current talent in a post-pandemic context. The objective of the study is to examine the
phenomena of retention from a Small Enterprises (SMEs) perspective as well as from a
Digital talent perspective by assessing the relationship between the influential factors of
employees (talent) and their intent to stay. It aims to test if retention approaches have a
mediating effect on intent to stay and if established influential factors that lead to job

embeddedness are still relevant in post-pandemic South Africa.
1.3. Background of the study

The inclusion of SMEs in most national economic development plans as a key driver for
economic growth, increase in employment and the overall stimulation of the
development of the economy, demonstrated the significance and importance of this
sector (Fatoki, 2014; Viswanathan & Telukdarie, 2021). In 2020, SMEs in South Africa
contributed around 40% of South Africa’s GDP and contributed an estimated 87% of all
employment (FinScope, 2020, p. 7). However, SMEs are beset with a high failure rate
due to varying internal factors such as limited capital, management experience,
functional skills, limited focus on talent development, and human resource practices as
well as external factors which include but not limited to are the competition and
business landscape, high costs, change in customer needs and the way of doing
business which was amplified by the pandemic (Kalidas et al., 2020). From a South
African context, it includes unreliable electricity supply, instability of the political climate,
and lack of access to or awareness of government support (Fatoki, 2014; Galawe,
2017; Kalidas et al., 2020).
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While disrupting many SMEs, where the number of SMEs declined by 11% in 2021
(SEDA, 2021a, p. 2), the COVID-19 pandemic also presented an opportunity for SMEs
to change the way they provided their services or goods by way of accelerating their
digital adoption or maturing their digital transformation in an agile manner (Pinzaru et
al., 2020). SMEs sought to align their strategy and services by changing their manual
processes and advancing their technology landscape by adopting newer technologies
and capabilities like Cloud, Artificial Intelligence (Al), Data Science etc (Rangaswam,
2021). The SMEs who were further down their digital transformation journey survive
and, in some instances, thrive (Hai et al., 2021). This provides further evidence, that the
digital-savvy SMEs will have a superior competitive advantage over their digital
laggards (George Westerman, 2014). As well as amplifying the importance of digital

talent to establish and enable digital transformation (Kane, 2019).

Looking at retention approaches, in this study, it is defined as the considerations,
resources and engagements that businesses leverage to proactively or reactively retain
the talent they deem as valuable (Glen, 2006; Monteiro et al., 2020; Sigler, 1999; Zin et
al., 2012).

There have been many discussions on the phenomena of the war on talent that focus
on the level of skills shortage and skill gaps around the world, pre and post-pandemic.
Especially when it comes to digital talent and skills (Bianchini & Kwon, 2021; El-Deeb,
2022; McConnell & Schaninger, 2019; McDonnell, 2011). South Africa is not immune to
these global phenomena as the skill crisis worsens (Kerr-Phillips & Thomas, 2009;
Khuluvhe et al., 2022). A perceived impact is that SMEs continue to struggle to attract
and/or retain digital talent. In South Africa, the demand for digital skills is far greater
than the supply (El-Deeb, 2022; Ndaba, 2021). One of the key challenges SMEs face is
staying attractive and retaining the digital talent they need to achieve their digital
transformation ambitions from the limited pool available. They also compete with large-
scale businesses and organizations that have more brand appeal and resources
globally and locally, heightened by remote working and globalization (Monteiro et al.,
2020). Along with these as well as challenges in the economy, political landscape and
power supply etc, South Africa faces a significant loss of qualified and skilled talent due
to mass emigration (Khuluvhe et al., 2022). Another argument is that many of these
talented individuals use SMEs as a ‘training’ ground and move on, increasing the
business owners' perception of development costs as not justifiable against the benefits
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(Rabie et al., 2016). In cases where businesses invest in talent and are unable to retain
them, the financial impact is not just the development cost but also the hiring cost,
which is estimated to be over 30% of the employee's first-year earnings (El-Deeb, 2022,

p. 2). Putting even more strain on the limited budget that SMEs are said to have.

The need for dynamic retention approaches is warranted by the aforementioned factors
as well as by the potential change in talent’s psychological contracts post-pandemic,
which is a change in the subjective and perceived expectation of a business in
exchange for citizenship behaviour, engagement, performance and commitment to the
business which this study aims to test (Lee, 2001; Rousseau & Parks, 1993; Shore &
Coyle-Shapiro, 2003).

Even though there has been much research done on retention approaches, the
challenge of retention still lingers to this day. Many of these retention approaches are
based on a need, influential factor or motivation driver. Over the years new motivation
models and turnover research have expanded knowledge of the topic of retention (Hom
et al., 2017)

The study stands on the premise that these factors influence the level of motivation and
motivation leads to job satisfaction, increases engagement, in turn, performance and
commitment to the organization. (Glen, 2006; Lee et al., 2014; Ramlall, 2004; Sigler,
1999; Vaim, 2021). It aims to validate and further argue that this commitment is due to
the embeddedness or feeling part of the organization (Mitchell et al., 2001; Mutanga et
al., 2021; Robbins & Judge, 2013; Rousseau & Parks, 1993) which is the result of when
their motivation factors and expectations or the broader psychological contract are
being met (Parijat & Bagga, 2014; Robbins & Judge, 2013; Shore & Coyle-Shapiro,
2003). The main question is what drivers or factors influence talent locally? Do Western
influential factors and drivers apply to South Africa? and does the current environmental
factor and landscape shape the factors and in turn the retention approach differently?
As an example, do South African’s prefer contract work as a factor to stay over job

security?

To aid in finding answers, the study focuses on Small and Medium-sized Enterprises
(SMEs) need to digitally transform, retention approaches and intent to stay/motivation of
talent that form the three core constructs that play a crucial role in this study and will be
discussed in more detail in the following chapter. See sections 2.3, 2.4 and 2.5.
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1.4. Research problem

Digital transformation has become imperative for SMEs to broaden their efficiency at a
lower cost and expand their footprint in the market (Kalidas et al., 2020; Rangaswam,
2021). However, In 2020, Xero’s fourth annual SME report stated, “Over two-thirds
(67%) of small businesses report struggling to hire talent with the right skill and only
14% plan to upskill” This is based on a report that surveyed 200 accountants and 400
small business owners (Weber, 2020, p. 8). Bearing in mind that the high SME failure
rate of 70% has a knock-on effect on the contribution to employment and contribution to
GDP, stifling the growth of the economy (Fatoki, 2014; Galawe, 2017; Kalidas et al.,
2020). The need for talent (attracting and retaining) to transform should be at the
forefront of every SME owner, scholar and supporting entity to solve for. Therefore, the
problem to be addressed through this quantitative study is the recurring challenge of
talent retention in SMEs.

The study will focus on the South African context and examine the factors that influence
local talent to stay in an organization based on modern global theories and models. The
study aims to do so by first examine the current retention models or approaches that
SMEs employ to retain scarce and critical digital skills and evaluate their effectiveness.
Secondly, the study will test the relevant and alignment of the influential factors for
talent to stay in a company. By alignment, the study refers to how well the influential
factors and retention approaches are aligned with the perspectives of both SME owners
and digital talent. In other words, are the employed approaches and understanding of
influential factors aligned with what talent currently want or need? This study aims to
leverage existing literature on SMEs and assess the relevance of these models by
exploring the psychological motivation of talent within South Africa.

1.5. Research questions

The research aims to answer the following key questions based on SME and talent

lens:

1. What is the relationship between aligned influential factors and retention
approaches have on digital talents’ intent to stay in an SME?

2. To what extent do influential factors and retention approaches influence/mediate
the decision to stay in an SME?
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3. Is there a significant relevance of modern Western theories on talents’ intent to
stay in a post-pandemic South Africa?

1.6. Rationale

Irrespective of the economic health of the country, SMEs significant contribution to
employment, GDP, development and growth of the economy of its nation (Galawe,
2017; Viswanathan & Telukdarie, 2021). The lifeblood of SMEs survival is linked to
having the ‘right’ talent as core among other factors (El-Deeb, 2022; Frankiewicz &
Chamorro-Premuzic, 2020; Kravariti et al., 2021)

As stated in section 1.2, even though some research has been done, the challenge of
retention still plagues SMEs to this day (McDonnell, 2011; McKinsey, 2018; Olokundun
et al., 2021). Although there is much research on SMEs and retention from either an
SME or an employee perspective, the prior research does not focus extensively on
SMEs in South Africa and has not explored in-depth the issue specifically related to

talent retention through an SME lens as well as from a talent lens to assess alignment.

The importance of this study is accentuated by the importance of SMEs' contribution to
the economy and their ability to navigate the war on talent that is found in skills shortage
and skills gaps, locally and globally (Buvat et al., 2017; McConnell & Schaninger, 2019;
McDonnell, 2011; McKinsey, 2018; Nair, 2019). Having dynamic and appropriate
retention approaches that are aligned with the needs of talent will provide them with a
competitive advantage to stay relevant and survive (George Westerman, 2014; Kane,
2019). In turn, builds a sustainable business landscape that will aid in boosting the

economy and help reduce the escalating unemployment rate (StatsSA, 2021a).

This study also aims to provide an extended base for future studies that want to focus
on SMEs and retention in a digital era from a South African context.

1.7. Delimitations

This research study only focuses on SMEs in the formal sector based in the 3 major
provinces in South Africa, Gauteng, Kwa-Zulu Natal and the Western Cape as they
accounted for 64% of the countered GDP in 2019 (StatsSA, 2019). The study also did
not factor in all the criteria like revenue and gross asset value stipulated by the

25



Department of Small Enterprises when defining and selecting SMEs. However, these

criteria are recorded for future studies.

To enable the researcher to measure the diversity of retention measures employed and
their level of success, the study will factor in how long the SMEs have been in business

irrespective of industry.

From a talent perspective, the study focuses on human resources that have a minimum
of a grade 12 certification and that carry a degree, diploma or certification in the field of
STEM.

1.8. Assumptions

The underlying assumption of this study is that all participants have an understanding of
motivation factors, digital proficiency and transformation. From an SME perspective, an
assumption is made that SMEs understand which industry they in and the constructs of
embedded HR practices and talent strategies. From a digital talent perspective, the
understanding of influential factors and provide honest feedback on their intention to

stay and the duration thereof.

Another key assumption is that SMEs understand and have an urgency for digital

transformation.
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CHAPTER 2: LITERATURE REVIEW AND
THEORETICAL FRAMEWORK

2.1. Introduction and outline

This chapter introduces and explores pre-existing discussions related to the research
questions, in order to understand the research problem's magnitude, persistence, and
nuances. To provide detailed background and context for the formulation of hypotheses,
the study introduces three key constructs as topical discussions. These constructs are
outlined in separate sections (2.3, 2.4 and 2.5) and are supported by relevant literature
and arguments. In section 2.6, the researcher discusses the theoretical framework that
reviews both older and modern theories to understand how motivation and people's
intent to stay have evolved over time. The section also explores how literature has
changed to incorporate the dynamic factors that influence people to stay, as well as the
significance of these factors. The section then highlights which literature was utilized to
determine the appropriate theory for developing the conceptual framework for this
study. Finally, it summarizes and emphasizes how the hypotheses can help answer the

research questions.
2.2. Key constructs and rationale

As stated in section 1.3, The key constructs that will be examined in this section will be
small and medium-sized enterprises (SMEs) with a view of challenges around digital
transformation and the need for talent (Talent War, Skills gaps vs Skill shortage), the
intent or motivation and expectations of talent that may play an influential role in the
attainment of retention, and the retention approaches that SMEs take or adopt. Below
briefly describes why these constructs are chosen and important to the study as well as
how literature has informed and shaped them.

= Small and Medium-sized Enterprises (SMEs) digital transformation and

retention

To understand the importance that SMEs play now and in the future as well as
the importance placed on digital transformation in the context of how digital
transformation addresses retention and the challenges they currently face around
talent and the impact of not focusing on digital transformation.
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= Current retention approaches

To identify what retention approaches, strategies and utilisation of existing
models that are grounded theoretically and/or empirically. It is also important to
the study to understand what theories of motivation or intent influenced and

evolved these approaches
* Intent to stay or Motivation of talent

To better understand the drivers/factors that influence talent retention in South
African SMEs, and how these have been impacted by the pandemic, as well as
how literature evolved and has shaped retention approaches..

Subsequently, these constructs serve as the overarching skeleton in which relevant
literature is reviewed to explore and expand the view from a South African and post-
pandemic context. Through this process, help formulate hypotheses and ultimately

provided answers to the research questions..

2.3. Construct 1: Small Medium Enterprises (SME) digital

transformation and retention.

Small Medium Enterprise, also known as SMEs, are separate and distinct business
entities, including cooperative enterprises, which are defined based on the sector, size
of human capital, turnover and total gross asset value (Department of Small Business
Development, 2003, 2019). The department proclaimed that Small Enterprises are
defined by the level it satisfies the updated criteria stated in the department publication,
but also states that it includes cooperative enterprises managed by one or more that
predominately serve any sector or its subsectors in the economy (Department of Small

Business Development, 2019). See table 1.57 in Appendix D.1.

The importance of this sector is highlighted by the scope and focus as a key driver for
economic growth and an increase in the employment rate as stated in the government’s
National Development Plan 2030 (Viswanathan & Telukdarie, 2021). In 2020, SMEs
contributed about 40% of South Africa’s GDP, a 10% reduction from the 50%
contribution since 2010, and contributed an estimated 87% of all employment
(FinScope, 2010; 2020, p. 7; Galawe, 2017, pp. 3-4). This decrease in GDP contribution
is largely a sad echo of the 11% decline in the number of SMEs due to the added
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pressures that the pandemic presented (SEDA, 2021a, p. 2). However, the latest
reports indicate positive signs of an increase in SMEs in 2022 (SEDA, 2023, p. 9). 84%
of SMEs (including Microbusiness) still rely on walk-in customers and mobility
restrictions imposed by the government through lockdowns disrupted their business
model. One of the key barriers is digital transformation, digital skills and education to
transform (FinScope, 2020, p. 45). In the following subsections, the researcher aims to
breakdown two of the critical challenges SMEs face today, the urgency to digitally

transform and the talent needed and retention thereof.
2.3.1. SME digital transformation

Having the ability to Innovate, digital leadership and skills to capture opportunities
regardless of the sector or industry will bring a significant competitive advantage to
SMEs (Frankiewicz & Chamorro-Premuzic, 2020; Hai et al., 2021; Rashid & Ratten,
2020). However, In the FinScope 2020 survey of SMEs in South Africa, only 24% have
adopted automation and digital payment, 32% of Business owners shared that they are
doing nothing to digitally transform their business and 37% don’t know how (FinScope,
2020, p. 66). Accentuating the gap between having the intention and having the
knowledge to be digital-oriented (Digital Literacy) as well as having the right resources
(Digital talent) to digitally transform (Karaboga et al., 2020). While the opportunities to
move forward or pivot, many businesses are taking a defensive approach to navigate
these uncertain times despite having innovation hubs and business incubator programs
to support them (SEDA, 2021a). However, the latest SEDA report indicated an increase
of 5.9% in SMEs (formal and informal). Increasing it back to pre-COVID levels (SEDA,
2023). This is due to the recovery of the economy and many of the COVID restrictions
being removed on certain industries (SEDA, 2023).

For this study, the urgency to digital transformation is the foundation of the need and

demand to retain talent.
2.3.2. Challenges around talent and retention.

While the term ‘talent’ in business literature varies and is still in evolutionary stages, the
definition of talent in this study will be defined as individuals who possess certain

competencies, attributes or behaviours along with skills and knowledge that make them
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attractive to a particular organization (Ansar & Baloch, 2018; Tansley, 2011) Example,
digital technology-oriented skills and capabilities.

Contended with a shrinking economy and lockdown restrictions during the peak of the
pandemic put additional pressure on most SMEs’ operations and business models. This
pressure, however, presents opportunities for new niche service offerings and customer
service as vital for survival (Kalidas et al., 2020; SEDA, 2021a). Some SMEs have
taken or approached these opportunities by looking for key roles or skills needed to
capitalise (SEDA, 2023). There have been positive signs of employment in certain
industries. More specifically, finance and business services (7.4%), community & social
services (4.7%) and agriculture (3.2%) in Q1 2023 (StatsSA, 2023). See figure 1.1.

Quarter-on-quarter change ('000)
change

Finance

7.4%
Community and social
services 4.7%
Agriculture 329
Utilities l 11 675
Transport l 10 o
-2 | Manufacturing -0,1%
-11 . Construction -0,9%

Mining -5,4%
Trade

-85 Private household

-7,5%

Figure 1.1: Employment by industry, Source: StatsSA Q1 2023 Report ((StatsSA, 2023))

In Xero’s fourth annual SME survey, which is based on over 400 SME owner
responses, 67% of them indicated that they are struggling to find the right skills needed
(Weber, 2020, p. 8). With the official unemployment increasing to 42.3% (StatsSA,
2023, p. 7)