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Abstract - Small &Medium Enterprises (SME) are contributing remarkably towards economic and social development of 
many countries around the world. The world has witnessed the growing performance of SMEs in gross domestic product, 
employment generation, export, investment resource utilization etc.  Hence it is highly essential to boost up SME sector. But, 
simultaneously being very volatile in nature Small & Medium enterprises take high amount of Risk. So it is quite essential 
for them to address the uncertainty by having reliable and loyal work forced which can should them in good and bad periods. 
Not only should this in the 21st century where business expand beyond domestic bounders SMEs endeavor to gain 
competitive advantage by addressing the issues HR and their potential. This paper focuses on various issues of HRM in SME 
and the highlight some strategies to meet the challenges   of human resources management. Further the implications of this 
study will give the scope for SMEs, Policy makers as well as for academic research in finding the impact of HRM practices 
on the firm.  
 
Keywords - SME, HRM, Knowledge Management, Employee Retention, Empowerment, Motivation 
 
I. INTRODUCTION 
 
Small and Medium  Scale Enterprise has occupied a 
place of strategic importance in most of economy in 
the world due to their contribution made to national 
income, export, innovation and development 
activities their contribution towards social and 
economic development activities such as labor 
absorption, income distribution, rural development, 
poverty eradication, regional balance and promotion 
of entrepreneurship. 
 
In fact, they play an important role in the process of 
the country's industrial development. In developing 
countries, even though such industries may not 
always be supported on grounds of economic 
efficiency small labor intensive industries have been 
favored basically to create employment opportunities 
in an economy with abundant unskilled labor 
available. 
 
In developing countries cottage and small-scale 
industries are especially important in context of 
employment opportunities, equitable distribution of 
national income, balanced regional growth and 
development of rural and semi urban areas, Rahman 
(2006;13). They provide immediate large-scale 
employment, offer a method of ensuring a more 
equitable distribution of the national income and 
facilitate effective mobilization of resources of capital 
and skill which might otherwise remain unutilized. 
Small-scale industries play a very vital role even in 
industrialized and advanced countries like the U.S.A., 
the U.K., Canada, and West Germany and more 

particularly in Japan, Baruha (2000;2). Especially in a 
developing country like India, this sector is 
considered to be an engine of growth, due to their 
contribution to income generation, employment, GDP 
and export earnings. The Indian economy is now the 
second fastest growing economy of the world. As per 
the Ministry of Finance, the GDP of India stood at 
8.8% in the first quarter of 2010-11 (the overall 
growth of GDP in 2009-10 was 7.2%); overall growth 
in the Index of Industrial Production (IIP) was 
recorded at 13.8% during July 2010 as opposed to 
7.2% in July 2009. 
 
In recent years compared to the overall industrial 
sector the MSME sector has consistently registered 
higher growth rate. With its agility and dynamism, 
the sector has shown admirable innovativeness and 
adaptability to survive the recent economic downturn 
and recession. If we will go for the literature study 
regarding meaning and definition of MSMEs, it is 
always a debatable with different views, 
In accordance with the provision of Micro, Small & 
Medium Enterprises Development (MSMED) Act, 
2006 the Micro, Small and Medium Enterprises 
(MSME) are classified in two Classes: 
 
Manufacturing Enterprises 
The enterprises engaged in the manufacture or 
production of goods pertaining to any industry 
specified in the first schedule to the industries 
(Development and regulation) Act, 1951). The 
Manufacturing Enterprise is defined in terms of 
investment in Plant & Machinery. 
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MANUFACTURING SECTOR 
 

 
 
Service Enterprises 
The enterprises engaged in providing or rendering of services and are defined in terms of investment in 
equipment. 
 
SERVICE SECTOR 
 

 
 
In general SMEs are by nature labor intensive 
production units. But surprisingly, HR strategy of 
small scale manufacturing units is one of the least 
researched areas (Mankelow, 2008; 8). Whenever we 
think about HRM and HR manager we think about 
large firms. But the real fact is that, the concept of 
human resource management is equally important in 
small firms also. Performance and effective human 
resource management enables the entrepreneurs to 
improve the quality of their production. Hence, the 
strong business strategies become always inevitable 
for SME sector. The business function in SMEs is 
hampered by constraints such as limited access to 
resources, and a lack of expertise on the part of the 
owner/manager. While entrepreneurs are willing to 
explore ways to minimize this inertia, HR and its 
different facets also play an important role to address 
the growth issues that SMEs face. 
 
But according to a survey conducted by 
Confederation of Indian Industries, 20% of medium 
and 80% of small sized businesses still have no HR 
departments. Increasing attention on human resource 
management (HRM) in small and medium enterprises 
(SMEs) is a comparatively recent phenomenon. HR-
researchers concentrate on large firms and have 
ignored the SMEs, even though smaller companies 
could be fruitful subjects for empirical investigation 
due to their numbers, the growth-rates and not least 
diversity in the qualitative aspects of management 

practices. To ensure long term success in the market, 
SMEs must have systematic HR practices. Indian 
SME’s can always learn from experience of the big 
players and address their HR challenges in order to 
get success. For them, the two most important 
challenging aspects are competent workforce and 
recruiting the right talent. 
 
While focusing on their Human Resource activities, 
they should give more importance on people 
acquisition than people retention. Many organizations 
also introduce innovative programs to put HR 
practices in place and combat attrition. These 
programs sometimes include stress management, 
involving weight watchers to help night shift workers 
to adapt the shift flexibility to work from home etc 
comes under these programmes. Indian SME’s should 
welcome suggestions from their employees for 
improvement, which is an innovative approach and. 
Apart from all the above mentioned points, 
organizations can also propose re-employment and 
retention of old workers as a part of their systematic 
HR practices. All these approaches can facilitate 
Indian SME’s to ensure success. 

 
II. OBJECTIVE AND METHODOLOGY OF 
THE STUDY 
 
The present study highly descriptive with little 
exploratory in nature. Sources of Study: Source of 
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study is both primary as well as secondary. 
Secondary data is reviewed in the form of previous 
research papers, articles in research journals, 
newspapers, website related to study while primary 
data has collected by interviewing some MSMs 
throughout Andhra Pradesh. The main objective of 
this research is as follows; 
1. To assess the impact of HRM practices on the 
firm’s performance in existing literature available.  
2. To explore the various HR issues and challenges 
faced by HR in MSMEs 
3. To explore some innovative HR strategy for 
MSMEs for smooth human resource management. 
 
Implications of this study will be for SMEs, Policy 
makers as well as for academic research in finding 
the impact of HRM practices on the firm. Further this 
research open up the new avenues for researchers to 
conduct research in the area of MSMEs to enhance 
the status and productivity of employees engaged in 
the major contributor of the Indian economy. 
 
III. SIGNIFICANCE OF HRM AND ITS 
IMPACT ON SMEs PERFORMANCE 
  
A competent workforce is perhaps the most important 
asset for any organization. Thus it is in the interest of 
any company  irrespective  of  its  size  to  positively  
focus  on  human  resource  (HR) development  &  
management. However, it is rather sad that the HR 
activities are often neglected by many Indian SMEs. 
As per a survey conducted by the Confederation of 
Indian Industries (CII), around 80% from the small 
enterprises and about 20% of the medium enterprises 
respondents indicated having no formal HR 
department.  
 
In last two decades, there have been certain spaces 
where many SMEs  have not grown either by 
choice or by challenges in capabilities to transform 
their business. SMEs compete with big players either 
as B2B or as B2C business models. Where on one 
hand big players enjoy economies of scale to control 
prices, SMEs enjoy agility in bringing the product 
faster to the market on the other. Assuming that other 
factors such as strategy, funds and right personnel are 
comparable, we still find many SMEs struggling to 
achieve expected growth. While entrepreneurs are 
willing to explore ways to minimize this inertia, HR 
and its different facets also play an important role to 
address the growth issues SMEs face. 
Very few studies identified the link between adoption 
of HRM practices and SME performance. Research 
explains acute shortage of identifying and validating 
human resource practices in small firms, and even 
less research focusing on the relationship between 
strategy, human resource practices, and firm 
performance  research begun to document the 
relationship between HRM practices and 
organizational performance .It is important to note 

that research has suggested that smaller organizations 
present a "unique opportunity for studying human 
resource management" and its relation to firm 
performance which explains that the relationship 
between the relevant independent variable and the 
dependent variable will vary relevant to such 
influences as company size, company age, 
technology, capital intensity, the degree of 
unionization, industry/sector, ownership and location.  
It is crucial to address the development of HRM 
practices in Indian SMEs working in a different 
cultural, political and legal context. This study will 
investigate the relationship between HRM and SME 
performance, taking into account moderating 
variables of business operations, culture and social 
capital and control variables like, firm size and firm’s 
age. Dependent variable used for study is Firm 
performance which includes financial and non 
financial performance. 
 
HRM practice is a very important component for 
employee development and industrial relations and 
that has resulted in industrial estates in MSMEs (Rao, 
M.G. 1993; 14). For each and every economic 
enterprise HRM is considered as a backbone. Since 
independence industrial sectors are encouraged as a 
matter of policy in India. In MSME sector the 
employment opportunities has opened and new job 
market has been created. With emergence of new job 
market lot of new HRM practices were raised and 
practiced in India (Vettriselvan.R., & Balakrishnan. 
A. 2011; 18). The evidence shows that the effective 
HRM practices are the key role for smaller format of 
industries (Marlow & Patton 1993;5). The well-
motivated and highly skilled work force is a 
determinant of the small firm’s ability to retain the 
competitive in the contemporary business 
environment (Hodgetts & Kuratko 2001; 7).  
 
Narayanan. E. (1992:10) have found that smaller 
firms are rated low in retaining and obtaining, and 
they identifying HRM functions as more important 
while large industries have rated identifying and 
developing their employees as most important 
activity of the industry. Singh, S., Singh, K.N., & 
Bhattacharya, A., (200816) throw the light on the fact 
that human resource management policies and 
practices had a positive contribute high organizational 
performance, and thus organizations can take 
initiatives to introduce innovative better HRM 
practices to enhancing overall performance of the 
organization. HRM Practices and its impact on 
productivity found that through the use of strategy-
based HR policies and practices, firms create a more 
competent and committed workforce, which in turn 
provides a source of sustainable competitive 
advantage. 
 
Human resource management policies and practices 
had a positive contribute high organizational 
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performance, and thus organizations can take 
initiatives to introduce innovative better HRM 
practices to enhancing overall performance of the 
organization (Singh, S., Singh, K.N., & Bhattacharya, 
A., 2008;16). Small business units do not have formal 
HRM policies in place, but they follow some of the 
practices like recruitment, selection, training and 
performance appraisal (Srimannarayana, M., and 
200617). The problems like inadequate wage and 
salary, lack of incentives, bonus, social security and 
welfare measures, absence of trade unions, labor 
market victimization are matter of concern both to 
management and workers affecting smooth running 
of the organization and working life, have been 
identified as major issues in SMEs (Srimannarayana, 
M. (2006:17), Vettriselvan.R., & Balakrishnan. A. 
(2011 18). 
 
A Study of Indian and Multinational Companies” 
concluded that, Competitive advantage of a company 
can be generated from human resources (hr) and 
company performance is influenced by a set of 
effective HRM practices. A study among software 
professionals in India” reveals that HRM practices 
such as employee-friendly work environment, career 
development, development oriented appraisal, and 
comprehensive training show a significant positive 
relationship with organizational commitment. 
 
IV. EFFECTIVE STRATEGIES TO ADDRESS 
THE HR CHALLENGE IN   MSME  
 
SMEs due to their size face unique challenges. While 
larger organizations to employ a team of specialists to 
address the complexities involved in managing HR 
programs, this is not an option for many SMEs. 
However, there has been little to no attention paid to 
the role the strategic human resource management 
practices of SMEs in bringing about the sustainability 
of the business. 
 
The uniqueness of the SMEs forces the HR managers 
to be creative and make some major amendments in 
their policies. According tom Chee, (1986:4); Hashim 
and Oman, (2003:6)Most of the SMEs failed to 
achieve their individual objectives due to the lack of 
human resources and organization capabilities. Other 
reasons were probably because there was little 
invention, lack of skilled or know-how workers, 
traditional methods of operation, cash flow and 
difficulties in obtaining financial support from 
financial institutions or the government, lack of 
human resources development, high level of 
international competition; lack of willingness to 
spend on technology facilities, lack of skills and 
knowledge, dependency on the domestic market 
(Saleh & Ndubisi, 2006;15) difficulty in recruiting 
employees (Williamson, Cable & Aldrich, 2002;19) 
and difficulty in developing sustainable human 
resource systems and policies (Barber et al., 1999;1) 

(Cardon & Stevens, 2004;3). 
There is a need to focus mainly on the redundancy 
and the recruitment of employees for the SMEs. In 
this tough economic environment of competition, it is 
quite essential for HR managers to set clear goals and 
expectations for their employees; and provide them 
with appropriate feedback. Hence, there is a need for 
employee involvement and a creative appraisal 
system to be introduced by the HR department. 
Some of the innovative HR strategies to tackle 
turbulent situations very specific to the SME‟s are 
mentioned below: 
 
4.1 Effective knowledge management  
According to Gurteen, 1998;5) knowledge 
management an emerging set of organizational design 
and operational principles, processes, organizational 
structures, applications and technologies that helps 
knowledge workers dramatically leverage their 
creativity and ability to deliver business value. 
Nowadays, Knowledge Management is rapidly 
becoming an integral business activity for 
organizations as they realize that competitiveness 
pivots around the effective management of 
knowledge. In order to implement successful 
knowledge management, SME‟s requires positive 
entrepreneurial support and leadership from 
promoter/owner and can be implemented through a 
balanced strategy. Leaders must involve themselves 
in emphasizing on co-operation and knowledge 
sharing across the organization. They should also 
contribute to the creation of an environment in which 
knowledge creation and cross-boundary learning can 
flourish. In case of SMEs, enforcement of labor 
training and development of leadership qualities is 
essential to improve their skill and productivity. 
 
4.2 Effective Recruitment: 
In the today’s liberalized and globalised economy. 
SMEs are struggling to fill talent gap, find skilled 
workers especially at workmen level and middle level 
positions. Identifying right candidate for a right job 
with right skill, one more important challenge is to, 
how they can retain their key talent. Role clarity is a 
major ingredient of successful recruitment. Often 
SME‟s does not invest money in doing clear job 
analysis and fail to give proper job description. Most 
of the candidates tend to accept the roles without 
understanding and asking for any clarity and crib 
later. SMEs require determining skills gap and 
employee’s needs. SMEs seldom offer a detailed 
orientation program to new joiners. These are the 
various challenges in recruitments in case of SME 
sector and to meet this challenges different innovative 
approaches can be implemented like: 
1. Leveraging multiple candidate resources. 
2. Recruitment through social media. 
3. Creating job portal and online advertising for 
recruitment. 
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4.3 Retention of present employee 
The biggest challenge for the SME is to retain present 
employees who are leaving the organization at the 
time of crisis. The HR personnel should try to retain 
the present employees by following some of the 
efficient strategies which include,  
1. Offering a competitive benefits package that fits 
the employee needs and expectations  
2. Using contests and incentives to help keeping 
workers motivated and feeling rewarded.  
3. Creating open communication between employees 
and management in order to develops trust in the 
employees. 
4. Creating employee development activities like 
spend time in coaching employees, helping good 
performers move to new positions and minimizing 
poor performance by involvement of managers so 
that it will give employees a visibility of their own 
career path. 
5. Implement exit interviews to learn why employees 
are leaving, and take necessary steps to make them to 
stick to the organization. 
 
It is necessary for the SMEs to take a step back and 
evaluate workforce plans, as well as talent acquisition 
processes and enabling technology and determine a 
strategy that works for the organization in the 
retention process. 
 
4.4   proper motivations to employee 
The motivation of employees is one of the key factors 
that affect the progress of an industry. In SMEs the 
lack of employee’s motivation is a major 
management deficiency. Keeping employees satisfied 
on the job is another important challenge for human 
resource management in the SME‟s. As financial 
benefits are not competitive as those of larger and 
more established firms, the human resource manager 
of the small firm needs to satisfy their employee by 
giving proper motivation to employees. 
1. By providing safe and healthy working 
environment to the employee. 
2. By using respectful language with appreciating 
words at work place can provides support and 
encouragement and enables employees to develop 
good working relationships.  
3. Maintaining smooth and harmonious working and 
personal relationships among with the employees. 
4. Providing effective co-operation and harmony in 
the workplace ensures less conflict and stress at work 
which will leads to higher work motivation, improves 
labor productivity and in turn ensures higher retention 
rate.  
5. Motivating the employees to reduce the rates of 
absenteeism and staff turnover.  
6. By communicating with them about the benefits 
offered by the SME.  
7. Highlight the various possibilities and 
opportunities of personal growth, job growth by the 
organization 

8. By use of grievance handling procedure SME can 
reduce organizational conflict. 
 
4.5 Employee empowerment 
In most of the organization employees are not willing 
to give their full support and effort because they feel 
the hierarchy gap particularly in decision making 
process. One of the wonderful strategies to face these 
challenges is to reduce this gap by giving power to 
employee to involve in certain decision. This 
involvement makes them feel their value in the eyes 
of management which ultimately motivate them to 
become loyal towards management. Empowerment 
cans makes the employees feel regarding their ability 
to make decisions and put them into action. The 
empowerment of employees can happen by the 
following ways; 
1.  By explaining clearly the definition of the values 
and mission of the company is explained and Imbibed 
in them. 
2. Company must help employees in acquiring the 
relevant skills.  
3. Employees must be supported in their decision-
making, and not criticized or do the constructive 
criticism, when they try to do something 
extraordinary.  
4. Workers need to be recognized for their efforts.  
 
Managers have to understand that empowerment is an 
important strategic tool. In order to get the benefits, 
managers should implement the above practices. 
Otherwise, talk about empowerment will be 
perceived as some words only by employees, and 
have no positive effect. 
 
4.6 Employee Engagement: 
Small and medium enterprises (SMEs) are worst 
affected during period when resources are scarce, 
competition is intense and customers are more 
demanding than ever. If the customer’s need will not 
satisfy in time, the company may loss their customer.  
Thus for SMEs it is even important to have 
emotionally motivated and passionate employees to 
engage in multi task to complete the target in time. 
Emotionally engaged employees are generally more 
willing to recommend the organization to others and 
commit time and effort to help the organization 
succeed .In SME sector, few innovative practices like 
open door policy, rewards, recognition, recreation 
facility, fringe benefit, annual appreciation, 
socialization and celebration etc which can be 
adopted to increase employee engagement which can 
further leverage the advantage of the companies  

 
4.7 Workforce diversity management 
In the highly globalized era, companies often need 
people from diverse cultures, beliefs, and 
backgrounds. But many times this cultural diversity 
may become biggest challenge for both employee and 
employer. To face this challenge cultural diversity 
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training programs should be set for all the employees 
and managers or supervisors concerned. This training 
will help the company be aware of the different 
cultures and beliefs for a diverse workforce existing 
in company. In a like manner, a seminar or workshop 
on team building should be frequently conducted and 
implemented to built cohesiveness and unity amidst 
the diversity of the work. The HR personnel should 
educate his employees the benefits they will get by 
working with diverse work force. 
 
4.8 Organization Behavior 
Organizational behavior may bring a big difference in 
organizational outcomes. When we are running an 
organization with people having different culture, 
background, behavior, need and expectation, it is very 
difficult to satisfy and motivate each and every 
employee to give their full effort to organization. In 
this situation, to get good effort we can teach them 
about the concept of organizational behavior by 
making the employee feel that organization is much 
higher than their own personal need. So employee 
efforts should go above and beyond the call of duty.  
Specifically in every SME, the number of work force 
is very limited. So there is a desperate need of every 
employee to have and show the belongingness 
towards the organization. This ensures the 
organizations to sustain in the today’s competitive 
world. According to the studies of Organ (1988; 11) 
and Podsak off et al. (1990; 2000;12), organizational 
citizenship behavior consists of five categories like, 
conscientiousness, sportsmanship, courtesy, altruism 
and civic virtue which needs to be fostered 
innovatively by the HR managers of SME. 
 
CONCLUSION 
 
MSMEs are the major pillars of the growing 
economies in order to substitute the large scale 
industries, generate more employment, inter-mediate 
agriculture and industrial sector, contribute industrial 
production and improved export earnings. This study 
conclude that concludes that without human effort 
management cannot achieve their goals and 
objectives in profitable way so, concentrate more on 
the valuable assets of the enterprises to formulate and 
practice the suitable and affordable HRM practices to 
enhance the productivity in sustainable manner. 
Effort should be made new opportunities by 
recreating the role and deliver new value to the 
employees. SMEs have a deep understanding 
regarding the difference between the traditional and 
the conventional approach of talent attraction to 
execute the much required change for effective 
hiring. SMEs must have to focus on recruiting 
individuals with the appropriate skills, using suitable 
evaluation procedures that verify the candidate’s 
expertise. HR professionals are challenged with the 

difficult task of understanding the employees in 
leading and empowering the employees. While some 
argue that the financial conditions of SMEs are 
difficult and ambiguous, but it is an opportunity for 
HR transformation that will successfully lead, impact 
and endure the employees to perform well and 
develop the organization. 
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