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to explore the human resource
policies and practices in Indian
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taken to examine the existing
human resource (HR) practices
areas across the HR value chain
(recruitment, training, perfor-
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Introduction

SME’s occupy an important place in
the economy of most countries. Globally
considered as the nurseries for entrepre-
neurship and innovation, SMEs produce
a diverse range of products to meet the
needs of the local and global markets and
the national and international value chains
(Marlow, Patton & Ram, 2013). SMEs
also contribute significantly to the na-
tions’ gross domestic product (GDP) and
provide employment to a large number
of people. It is forecasted that the future
will be dominated by SMEs in terms of
job creation, innovation and new patterns
of work (Atkinson, 2007).

Demonstrating the importance of
SMEs, it is cautioned that failure of
SME’s could lead to a situation of unem-
ployment and the consequent social ten-
sions (Saini & Budhwar, 2008).In recent
times increasing market-related compe-
tition along with reduction of ‘govern-
mental patronage’ (Frumkin& Andre-
Clark, 2000;) has resulted in additional
pressures on SME’s to demonstrate ef-
fectiveness, efficiency, accountability and
meet performance requirements
(Salamon, 2002; Anheier & Seibel, 2001).
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The role of human resources in en-
hancing firm efficiency and effectiveness
(Guo et al., 2011) is well established.
According to the resource based view of
management (Barney, 1992), irrespective
of the firm size, employees are a strate-
gically important, indispensable resource
to achieving an organization’s objective.
Despite the critical role the human re-
source practices play in enhancing orga-
nizational efficiency, mainstream man-
agement has focused on investing the
role of HRP in larger firms research, ig-
noring them in SME sector (Purcell &
Kinnie, 2007). Commenting on the pau-
city of research of HR policies and prac-
tices in SME’s, Huselid (2003: 297) wrote,
“We actually know very little about the
science and practice of HR in (small
firms)”.

 Given the uniqueness and impor-
tance of SMEs to national economies and
local communities as source of employ-
ment, wealth and other social and rela-
tional benefits, examining the state of
HRP within small firms is crucial and will
enhance our understanding of managing
the sector effectively(Barrett  and
Mayson 2007; Baron 2003). The objec-
tive of this paper is to explore the human
resource policies and practices in the
Indian SMEs.

Literature Review

In the last 20 years, research has
shown that the strategic use of human
resource management(HRM) is likely to
be one of the most important determinants
of organizational performance. Re-
searchers have built the evidence that

links HRM practices with corporate per-
formance (Wright, Snell & Dyer, 2005).
Likewise, the well managed human re-
source practices can have a significant
impact in performance of small firms.
However lack of emphasis on human
resources in SMEs has been found to be
one of the main reasons for business
failures(McEvoy, 1984). A recent study
by Puplampu (2005) suggested that hu-
man resource efficiency and perfor-
mance were the most significant reasons
of any SME to be unsuccessful.

Human resource efficiency and per-
formance were the most significant
reasons of any SME to be unsuc-
cessful.

The deficiency of systematic HRM
research in SMEs may be a consequence
of the two assumptions. First, that the
small firms are essentially the same as
the large firms but on a smaller scale
(Welsh & White, 1981) and that what is
good for the large firm is good for the
small firms too (Hendry et al, 1995).
Thus, the large firms are often consid-
ered as the ‘model’ that small firms
should seek to emulate. Secondly, the
success of SMEs largely depends upon
the enthusiasm, competency, resources
and commitment of a single person
(owner) around whom the enterprise re-
volves. Since the owners often involve
themselves in doing manual work and
taking responsibility for employment mat-
ters including the determination of pay
(Wilkinson, 1999), people issues are of-
ten taken for granted and managed in-
formally (Matlay, 1999).
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However, a brief look at the litera-
ture on small businesses reveals a vari-
ety of factors associated with being small
that are likely to impact directly upon
HRM policies and practices (e.g. the in-
formality of relationships; limited re-
sources, etc.). SMEs lack formal pro-
cesses and much of the day to day tasks
are carried out informally. There are no
formal people practices and the working
culture is relaxed and friendly with strong
focus on relationships. Employees in
SMEs are described as ‘‘the invisible
workforce’’ (Curran,2000) and good hu-
man resource management is in reality a
``bleak house’’ (Sisson, 2005). These or-
ganizations are neither found to be in-
volved in engaging in developing employ-
ees nor very forthright in spending in
outsourcing HR activities.  Research sug-
gests that such brand image of SMEs
makes them an unattractive destination
for well qualified employees.

Not only has there been lack of for-
mal polices in examining people practices
in SMEs, research interest has also been
limited. Table 1 provides a summary of
the function wise extant literature and
gaps of HR practices. As is indicated,
there is deficiency of systematic HRM
research in SMEs, a practice which has
been bemoaned for long. In the Indian
context the field is almost barren. Given
the uniqueness of the SME sector as well
as its potential role in the national devel-
opment, this research examines the ex-
istence of HR practices and policies in
Indian SMEs. This research also endeav-
ors to examine the indigenous ways of
people management practices in Indian
SMEs.

Methodology

Given the exploratory nature of the
research, a semi-structured, in-depth quali-
tative approach was chosen to examine
the human resource practices in SMEs.
The procedure is akin to the grounded
theory perspective which suggests that
theory should evolve from the data rather
than applying a priori or potentially bias-
ing theoretical models and frameworks to
interpret the data (Glaser, 1992; Glaser &
Strauss 1967; Krippendorff, 2012).

State of the art of existing HR poli-
cies and practices were explored by in-
terviewing owners of eight small and me-
dium enterprise firms situated in the west-
ern industrial belt of India. Manufactur-
ing enterprises with an investment above
Rs 25 lakhs up to Rs 10 crores and ser-
vice enterprises with an investment above
Rs 10 lakhs up to Rs 5 crores form the
sample of the study. These SMEs were
from different sectors –electronics com-
ponent (one organization), textile and gar-
ment (one organization), auto ancillary
(two organization), IT (one organization),
financial services (one organization) and
renewable energy (one organization)
(Table 2). The employee strength of these
organizations ranged from 9 to 200 em-
ployees. The turnover of the firms ranged
from Rs. 1.2mn to Rs. 500mn. These firms
were small and medium enough to ensure
that relationships between the owner and
all employees were direct.

Procedure

 Interview questions were chosen
based on the review of literature on
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Table 2 Description of the Organizations under Study

Company Type Description Manpower

SME 1:Electronics Component Partnership 9
SME 2:Auto Ancillary Partnership 9
SME 3:Software Business Partnership 42
SME 4:Biogassification Partnership 76
SME 5:Auto ancillary Partnership 200
SME 6:IT firm Owner 12
SME 7:Textile and Garment Owner 100
SME 8: Financial Service Owner 10

SMEs. Semi-structured interviews ad-
dressing the study’s research ques-
tions were taken. As noted by Allen,
Poteet and Burroughs (1997), respon-
dents’ answers might be based on be-
liefs and opinions rather than real be-
haviors or practices. For this reason,
respondents were probed, as deemed
necessary, for further explanation and
examples that added breadth and depth
to their answers. Participants were
assured of confidentiality of all infor-
mation provided. With permission, each
interview lasted for about three-four
hours in each organization. Interviews
were digitally recorded and then tran-
scribed.

Direct quotes have been used to sup-
port the discussion. It was assumed that
the more frequently a particular category
of obligation was cited, the more salient
it was overall in the minds of respon-
dents, and thus the more prominent the
people practice (Krippendorf, 2012). The
key points of the interview were taken
down verbatim during the course of dis-
cussion and consistent with 24-hour rule
by Eisenhardt and Bourgeois (1988), dis-
course was transcribed immediately af-
ter interviews.

We present here the results obtained
from the content analysis of various in-
terviews conducted with the SMEs in
India.  Since there is paucity of research
literature on SME’s, we have combined
sections on specific HR functions and
as well as insights obtained from the
study.

Recruitment &Selection

Employee’s relationship with the or-
ganization commences with the recruit-
ment process (Rousseau, 2001). Studies
examining the role of recruitment and se-
lection in small-firm suggest that twenty-
five percent of small businesses view a
lack of qualified workers as a threat not
only to their plans to grow and expand,
but more importantly as a threat to their
very survival. Despite its importance, re-
cruiting is often quite problematic for small
organizations (Gupta & Tannenbaum,
1989) due to limited financial and mate-
rial resources (Freeman, 1984), lack of le-

Despite its importance, recruiting
is often quite problematic for small
organizations due to limited finan-
cial and material resources.
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gitimacy as an employer-of-choice
(Heneman &Berkley 1999), and the high
number of jobs where employees typically
perform multiple roles with unclear
boundaries and job responsibilities (May,
Korczynski & Frenkel, 2002). Several
studies (Deshpande & Golhar, 1994;
Heneman & Berkley 1999) indicate that
recruiting in small ventures primarily in-
volves use of sources that are convenient,
inexpensive, and directly controllable by
the company, such as direct applicants,
personal and employee referrals, and
newspaper ads (Heneman & Berkley,
1999).

The findings of this study corrobo-
rated with extant literature. Most SME
owners we met were disapproving of the
formal approaches to recruitment such
as using the job centers or advertising in
newspapers. They expressed discomfort
in going to any technical institute or school
for campus recruitment and preferred
internal market or recruiting internally-
friends or relatives of existing employ-
ees or handpicking them from known
acquaintances to get the “right worker”.
For most employers we met, ‘fitting in’
of employees with the culture of SME
was an important concern.

In terms of the sources of recruit-
ment, using word-of-mouth and internal
connections were important. Interestingly
however, SMEs, whose owners were
well-qualified and pursued a growth strat-
egy disapproved of ‘unprofessional and
highly subjective’ (in SME owner words)
methods of selecting employees. Some
of these SMEs used modern sources of
recruitment such as campus, advertise-

ment, job fairs etc. For instance one
owner is of the following view:

‘‘Recruitment based purely on social
connections is not right. This will not help
our business grow. The concern in today’s
era has to be on meritocracy not on social
connections. Our top layer of manage-
ment is technically very competent. We
typically recruit through advertisement,
naukri.com and references.  As the orga-
nization is growing, we have become more
transparent. The emphasis is not loyalty
but good work. We make concerted ef-
forts to ensure nepotism is not prevalent,
which cannot be avoided if we only use
word of mouth to recruit. We have a very
clean way of working and follow a unique
process for recruitment. We first take stu-
dents from nearby colleges for summer/
winter projects. Thereafter based on the
quality of their projects, we make final
offers. The three months give both the
prospective employees and us to assess
one another” (Owner, SME 3)

The decision of recruitment source
depended on the position/hierarchical
level which needed to be filled. One of
the owner shared:

“For junior positions we conduct
walk-in interview, and online job postings.
For senior positions (managers) we rely
more on recommendation through some
known professionals. We take this exer-
cise seriously and owners are involved
in the interview process for senior
positions”(Owner, SME 5).

Literature on SMEs suggests that in
small firms often manager’s focus on the
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match of applicant competencies to gen-
eral organization needs rather than to
specific job requirements (Heneman &
Berkley 1999). This involves ‘‘aligning
the applicant competencies with organi-
zational values and culture rather than
aligning basic knowledge, skills, and abili-
ties with minimum qualifications for the
job’’ (Heneman & Berkley, 1999:17).The
role of employees fitting in the organiza-
tion as a primary concern echoed in our
study too. Many owners shared that
while they face problems of recruiting
people, they are better off without an
employee rather than a wrong employee.

Almost all the interviewees of this
study expressed that retention of employ-
ees is a tedious job in their sector /indus-
try. If somebody offers them a little
higher piece rate or more work to do in a
day, they tend to leave for a better fu-
ture and higher earnings. However, some
owners also shared that they made ef-
forts to understand and address the weak-
nesses in the system by conducting exit
interviews when an employee was leav-
ing. One SME owner shared:

“I tell my people that if they want to
leave, they can do so. I also give them
recommendation letters if that helps them
get a good job. I do not demand any no-
tice period. It all depends upon the trust
factor. But they need to give me honest
reason(s) for leaving the organization”
(Owner of SME 2)

Compensation

Compensation is a particularly impor-
tant aspect of people management because

it significantly affects recruiting and reten-
tion efforts. Further, the compensation and
reward system is also an important com-
munication device to nurture and empha-
size desired activities and to signal legiti-
macy to external stakeholders(Graham,
Murray& Amuso, 2002).

All SMEs in this study paid their
employees more than the minimum wages
which they are legally required to pay.
Pay raises were not a norm but were
given in case the business performed
well. The owners had an understating,
albeit implicit, that in case of changes in
the business cycle, the excess revenue
will be shared as bonus. One of the own-
ers maintained:

“Compensation is as per industry
practice and most of them paid salary as
well as conveyance in case employees
needed to travel. There was no guaran-
tee of yearly increment in SMEs”.

Training

In the new employment era, employ-
ability replaces employment security
(Coyle-Shapiro, 2002). In such a sce-
nario, when employees no longer expect
their employer to guarantee a job or pro-
vide an assured career path; training and
development opportunities have become
an extremely important aspect of an
employment relationship, perhaps the

Training and development oppor-
tunities have become an extremely
important aspect of an employment
relationship.
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best promise employers can give to their
staff (Kanter, 1989). The study by Mar-
tin, Staines, and Pate (1998) proved that
training and development have become
a very valued part of employee’s psycho-
logical contract.

In an examination of differences in
formal training between large and small
organizations, Banks, Bures, and Cham-
pion (1987) discovered that for small or-
ganizations, the cost of training programs
and time spent away from productive
work are important considerations for
determining if and what training oppor-
tunities should be provided to
employees(Bankins, 2011). Given the
money and time constraints, in small
firms, unstructured training, informal on-
the-job instruction and organizational so-
cialization are most important sources of
formal training processes (Chao, Cheung
& Wu, 2011). In fact, many small firms
pride themselves on providing workers
with more hands-on highly interactive
learning opportunities (Rollag, 2002) and
avoiding formalized systems and prac-
tices more typical of large bureaucratic
organizations.

Of the eight firms studied we found
just one organization which saw merit in
giving formal training to its employees.
New employees in SMEs were mostly
expected to learn ‘on- the-job’, with
other colleagues charged with showing
the new staff member how things are
done. The findings of the present study
also suggest that the emphasis in SMEs
is on getting the product out of the door
rather than removing the workforce from
``productive’’ activity to undertake train-

ing. It also emerged that in most cases
training was a management’s prerogative
and in some cases the employer provided
training in response to requests. Although
there was no practice of providing for-
mal training to employees, interestingly
most SMEs had worked out indigenous
training practices. Most of the SMEs had
an understanding with larger firms to al-
low their employees to visit and spend
time in bigger plants and learn the pro-
cesses by ‘observation’. The following
statement clarifies the same: “When we
recruited these people they were just
barely educated, only a few of them were
10th pass. So given that our business in-
volves technical knowledge, we had to
train them. But we could not afford to
send them out. Given the relationship we
share with some of the bigger firms, they
oblige us by allowing our employee to
visit their plants. So we try to give our
employees maximum field experience.
And that is all we can afford!”(Owner
of SME 2)

Owners also shared that the high at-
trition rates in SMEs discouraged them
from investing in training to employees.
One SME owner opined:”SME’s are
learning schools for workers and staff.
People get on the job training. Since
Gujarat is an industrially developed state,
these resources are poached by bigger
industries. (Owner of SME 1).

Performance Appraisal

Among the various HR practices,
performance management processes in
particular has been identified to play a
key role, in determining employee-em-
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ployer expectations  (King et al, 2007).
In fact studies view that the biggest is-
sue and the greatest contribution HR can
make in the changing employment sce-
nario is in the area of evaluation and ap-
praisal (King, 2000). Performance ap-
praisal (PA) process involves employers
setting performance standards and pro-
viding employees with feedback about
their level of performance. The perfor-
mance management includes the under-
standing of job role, the fair, timely and
accurate evaluation of performance, fair
distribution of pay and development op-
portunities and the provision of feedback
to employees (Rousseau &Parks, 1993).

Given the nature of work in SMEs,
it was not possible (or feasible) to
construct objective measures of
employee performance.

From the results of this study it
emerged that in Indian SMEs, like train-
ing, Performance Appraisal (PA) is also
owners prerogative and done on the ba-
sis of personal impression of the owner
manager. Since there is no formal job
design, there is nothing concrete to as-
sess. Employee’s assessment was based
on perceptions. The owner managers of
the current study shared that given the
nature of work in SMEs, it was not pos-
sible (or feasible) to construct objective
measures of employee performance.

Labor Relations

The impact of unionization on the small
firm has been virtually ignored in the HRM
literature. Of the few studies which have

examined the role of unions (Flanagan &
Deshpande, 1996; Batt & Welbourne,
2002), it was found that the presence of
unions in small firms can have a major
impact on HRM practices of firms striv-
ing to build a competitive advantage
through people (Flanagan & Deshpande,
1996), even for small ventures.

Research on SMEs in India, albeit lim-
ited, suggests that employees in many
SMEs have been able to unionize them-
selves through their tenacity and deter-
mination or political support, but with the
general decline in the incidence of union-
ism at the global level, including in India,
unionization is now becoming more and
more difficult (Saini & Budhwar, 2008).

In the current study employee rela-
tions were characterized by informality
and close personal ties. Union represen-
tation was unusually low and workers
voluntarily decided to lead a union-free
workplace since most of their needs were
taken care beyond expectation by their
employers. Most owner managers also
felt that employees are better off with-
out a trade union. There was a strong
sense of community within the firm, a
context reminiscent of the Bolton (1971)
“happy ship”.

SME owners in the current study
shared various initiatives they take to
develop a familial work environment. One
of the owners in current study shared:

“I consider the employees as my own
family. To make their working comfort-
able, as head of the family, I often go
beyond what I can afford. During sum-
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mers, we use fridge and also install cool-
ers. To break the monotony of work ra-
dio is playing throughout the work day.
During world cup we even switch on the
TV during working hours. All this may
sound trivial, however for an SME these
small expenses also make a difference.
Our families go together for movies. This
results in developing strong bonds and
understanding. We frequently have
stayanarayanpooja and hawans (reli-
gious ceremonies) at our workplace. All
family members of employees are called.
This is followed with lunch/dinner.
(Owner of SME 1)

However while SME owners main-
tained a familial work culture, they were
all aware of the statutory requirements
which they were required to adhere. An
SME owner shared:

“I have chosen to cover my staff
under  employee’s  s ta te  insurance
scheme (ESI) and provident fund (PF)
schemes although legally I am not
bound to do so1. This is to give my
staff the feeling that I care. This ges-
ture has worked well and employees
of my form have decided not to union-
ize. No one of my staff members has
lef t  s ince they joined.  Otherwise
money received was immediately
spent” (Owner of SME1).

Although emphasis was on develop-
ing good social relationships among em-
ployees and owners and the organizations
were analogous to ‘family’, the relation-
ship between owners and employees
were based on trust and respect.

The relationship between owners
and employees were based on trust
and respect.

For instance one owner shared that:

“SME’s are one man army. I have to
do business development, sales and af-
ter sales service also. With limited man
resources there is great amount of inter-
dependence amongst each other. In
SME’s the relationship works on trust not
so much on legal and statutory norms.
My cashbox is always open. I am trav-
elling and I have to trust my people to be
able to handle issues outside the organi-
zation. If trust is breached, there is li-

1  The main labor laws that apply to most SMES in
India are the Employees’ Provident Fund Act 1952
(EPF Act) 14 and the Employees’ State Insurance
Act 1948 (ESI Act) 15.

 The Employees’  Provident  Funds (and
Miscellaneous Provisions) Act, 1952 (EPF
Act) essentially envisages a statutory form of

  compulsory saving scheme that enable old and
retiring workers to maintain their living standards
in post-retirement years. This Act applies to units
engaged in any industry listed in its Schedule I
where 20 or more persons are employed. Under
this Act, as on March 2005, about 408,831 units
have been covered giving its protection to 41.1
million workers employed in 180 types of
industries.

  The Employees’ State Insurance Act 1948 (ESI
Act) is the key instrument of social protection in
India to the employees covered. It applies to
factories covered under the Factories Act, 1948
and establishments employing 20 or more workers.
Primarily, the Act provides for among others, cash
benefits like sickness benefit, disablement benefit,
dependents’ benefit and maternity benefit for
employees, and medical services for employees and
their family members.
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ability. No one gives someone the trust
again”. (Owner of 2ndSME)

Discussion

SMEs are considered as backbone of
an economy and it is fair to say that these
firms have been found to significantly
improve the health of the economy and
act as a key source of innovation (see
Storey, 1994).The large size of this sec-
tor and the high rate of failure among
small firms however means that the small
business sector are responsible for the
greatest number of jobs lost. As per re-
source based view, firms capitalize on the
unique resources it  has developed
(Conner & Prahalad, 1996). According
to the theory, human resources of an or-
ganization can serve as an inimitable and
non-substitutable source of competitive
advantage. Since HR practices play an
important role in enhancing human re-
source effectives of firms, the objective
of this research was to explore the hu-
man resource practices of Indian SMEs.

The findings of this study corrobo-
rate with literature about the informality
of approach towards employment rela-
tions in general and the use of HRM prac-
tices in specific (e.g. recruitment, train-
ing, and appraisal and labor relations)
among SMEs in India. Like SMEs in the
West, Indian SMEs begin to formalize
people management processes-viz re-
cruitment, training, appraisal, compensa-
tion and labor relations. Managing people
issues is a low priority and informal rela-
tions play a large part in the day-to-day
running of the firm, however. SMEs lack
formal processes and much of the day to

day tasks are carried out informally, based
on personal equations and relationships.
Most SMEs studied seemed to be under
the assumption that, given the scale of
operations, formal HR systems are not
needed and day today work can be eas-
ily carried out in a familial work environ-
ment. The results of this study also indi-
cated that the owners’ ideology made a
huge difference in the extent of formal-
ization of human resource systems and
processes as a function of owner’s will-
ingness.

According to a recent study one of
the biggest problems with SMEs is the
availability of talent (http://www.business
-standard.com/article/sme/talent-short-
age-a-major-constraint-for-start-ups-
1122700073_1.html). It is believed that
the young educated youth are not at-
tracted to SMEs given the compensation,
career growth opportunities and
unpredictability in the nature of jobs.

However, according to recent reports,
graduates from Indian B schools are in-
creasingly found to be attracted to en-
trepreneurial ventures turning down high
paying jobs (http://articles. econom-
ictimes.indiatimes.com/2014-04-22/
news/49318771_1_iim-calcutta-ashok-
banerjee-entrepreneurship). Money,
fame and independence are not the only
driving factors. Several of these entre-
preneurs are eager to join jobs which give
them autonomy, offer them the opportu-
nity to solve real life problems and con-
tribute something to the society. This
bodes very well for both the entrepre-
neurial ecosystem and industry. Perhaps,
one issue which is coming in the way of
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attracting prospective candidates is the
limited awareness of SMEs among
graduates as well as their brand image.
As a policy implication, SMEs should
consider designing new and effective
recruitment messages and reach out to
prospective candidates without prior bi-
ases.  A more effective communication
between both parties is needed to cor-
rect the supply demand gap.

SMEs should consider designing
new and effective recruitment
messages and reach out to pro-
spective candidates without prior
biases.

Further, although several scholars al-
lude the importance of relaxed and friendly
relationship-based work environments of
small firms, evidence suggests that own-
ers and managers of SMEs recognize that
people issues result in more problems than
any other area of organizing. It needs to
be understood that when a firm employs
more than 20 staff, the limits of informal-
ity become apparent, informal networks
of recruitment dry up, informal styles of
management communication will be
stretched and adhoc responses to person-
nel issues create problems. Once the or-
ganization is above a certain size and age,
management needs to be professionalized
and delegated. Formalization of HR pro-
cesses then becomes an important step
to move up the business value chain. Lack
of processes and a very loose manage-
ment style may be resulting in more com-
plex, informal and contradictory work style
which is either harmonious or autocratic
(Ram, 1991: 601). What may appear and

as flexibility to managers may seem to be
arbitrary treatment to an employee. This
could perhaps be one of the reasons for
not attracting professionally qualified Gen
Y who have different work values and
expect a transparent and fair system.

The results of the current study also
suggested that training was not a priority
amongst owners. However, if SMEs have
to become employers of choice, one of
the fundamental practices which needs to
be incorporated is the opportunity for con-
stant learning and development.
The National Employability Study 2011 
observed that “Whereas large companies
make investments in training, small and
medium sized enterprises (SMEs) are un-
able to build training facilities or invest time
in it. For them, candidates coming out of
colleges should be able to learn on-the-
job and start contributing early. The re-
port goes on to observe that this is, and in
the future shall become, a major impedi-
ment to the growth of SMEs in India.

Further SMEs should hire profession-
ally trained mangers in business manage-
ment, as the lack of management exper-
tise is always cited as a reason for their
ultimate failure. Research suggests that
SME managers or staff formally trained
in business practices tend to run their busi-
ness successfully. In a study (Smallbone,
Leig,  &North, 1995) it was found that in
high-growth SMEs, 37 percent of employ-
ees had completed a formal course of
management training, whereas in normal
and low growth firms only 17 percent of
employees had completed such training.
Business graduates are invaluable human
resources for SMEs.
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Business graduates are invaluable
human resources for SMEs.

Finally, informality and relational ori-
entations between employee and employ-
ers is a source of competitive advantage
within SMEs. Owner-managers of SMEs
need to be mindful of this characteristics
and unleash employee productivity and
engagement by building social exchange
relationships with employees. Higher lev-
els of social exchange can reduce turn-
over and absenteeism which are a con-
stant problem in SMEs and foster pro-
social behaviors. This is important since
given the nature of business, SME own-
ers cannot continually specify in advance
all desired employee behaviors, especially
when SMEs are experiencing the turf of
change constantly. Therefore SMEs will
have to investigate the right level and/or
balance between formal and informal
management practices.

Given the limitation of their size and
resources, SME’s alone cannot devise
mechanisms to enhance the competitive
strength of its employees and make this
sector healthy and successful. However,
given the potential of SME’s as the key
growth drivers of economies, “large num-
ber of small companies” (SMEs) need
to be supported.  Government, universi-
ties and public private partnership, all to-
gether can initiate action plans to sup-
port the owner-managers to better man-
age the sector. For instance, it is found
that SMEs are reluctant in spending or
are cost sensitive when it comes to per-
forming HR practices for better out-
comes and do not have formally laid stra-

tegic recruitment practices. Thus, they
end up getting employees who may not
be suitable for the job. In collaboration
with institutions, policy makers can fo-
cus on the providing support to SMEs on
facilities such as recruitment process
outsourcing (RPO) to SMEs (Bohlander
& Snell, 2013) which can help SMEs get
right candidate from right source at less
cost. Since attraction and retention of
talented employees are matters of great
concern for firms, government could con-
sider making working experience of
SME’s as an additional qualification/
achievement to jobs in public and private
sector and prefer to recruit students with
such backgrounds.

Further mandatory on the job train-
ing and off the job training requirement
of certain hour would help in attracting
potential employees to SMEs. Govern-
ment can develop a policy which will help
employees of SMEs to receive training
at a lesser cost for the benefit of relevant
firm. Since universities are one place that
provides extensive business management
training to the students who will become
future business professionals and man-
agers of SMEs, education system could
consider introducing managing SMEs as
a course in the business curriculum.

Conclusions& Future Research

This study has certain limitations. First,
the qualitative analysis represents human
interpretation of the themes that emerged
from the critical incidences and no soft-
ware package has been used for analysis.
Second, the study examined only SME
owner’s perspective regarding the human
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resource practices and not employee’s
opinion. Future studies could incorporate
perceptions of both the parties of employ-
ment relationship, employees and employ-
ers. Third, the study was conducted in a
few SMEs but it did not represent all in-
dustries in the sector. Future studies could
broaden the sample of the study.

SMEs are very informally managed
and the employer’s and employee’s obli-
gations to each other are implicit and based
on trust. This informality in the SMEs and
close personal relations between employ-
ees and employer raises interesting ques-
tions about the psychological contract be-
tween the SME owners and the employ-
ees making it a unique context to study
the employment relationship. Studies in
future could examine the nature and con-
tent of psychological contract in SMEs.
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