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ABSTRACT 

Human resource management is a strategic and coherent approach to the management of an organization’s most valued asset. 

Small and medium sized enterprises (SMEs) are important in the development of a countries economy. The results show that the 

HRM practices namely, recruitment and selection, training, performance appraisal, compensation and rewards and welfare have 

high impact on financial performance of SMEs. Size of the organization and years of its existence have less impact on financial 

performance of SMEs. Also it is concluded that all five HRM practices considered for the study significantly contribute to the 

financial performance of the organization. 
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1. INTRODUCTION 

Human resource management (HRM) is a strategic and 

coherent approach to the management of an organization’s 

most valued asset. The people working in the organization 

individually and collectively contribute to the achievement of 

the organization’s objectives. In Small and medium sized 

enterprises (SMEs) the role of human resource management is 

important as human capital is crucial for the organization. 

Human resource management involves employing people, 

providing training, performance appraisal, compensating the 

services of employees in tune with the organizational 

requirements [1].  Management of an organization is not only 

complex but also influences the economic growth of a country. 

Its efficiency determines the property and well-being of the 

people of the nation. One of the fundamental areas of 

management is the management of human resources. Thus, in 

the management of money, materials, machines and people, 

management of people is dynamic and challenging [2]. 

 

2. REVIEW OF LITERATURE 

Mark A Huselid [3] studied the impact of human resource 

practices on turnover, productivity and corporate financial 

performance. According to him systems of high performance 

work practices will diminish employee turnover and increase 

productivity and corporate performance. He described that 

employee turnover and productivity will mediate the 

relationship between systems of higher performance work 

practices and corporate financial performance. 

Chandrakantan Subramanian et al. [4] studied, linking human 

resource and organizational performance: evidence from small 

and medium organizations in Malaysia. In their study HR 

practices namely compensation, information sharing, job 

security and training and development are considered. 
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According to them compensation influences the employee and 

organizational performance and Information sharing improves 

organizational performance. They explained that in small and 

medium enterprises trust is important among the small 

workforce, which enables the organization to gather relevant 

input for critical decision making for the success of the 

organization. According to them for smaller work force, it is 

easy for the organization to share information about the day to 

day running of the organization and this makes the employee 

feel sense of belongingness and improves organizational 

performance. They concluded that Training and development 

improves organizational necessary skill and knowledge 

enhances work performance of employees and organizational 

performance. 

 Kauanui et al. [5] studied impact of Training on firm’s 

performance in Vietnam. Results of their study show that 

training, both formal and informal, has a positive impact on 

SMEs performance. They explored that SMEs provide training 

for employees formally or informally. Percentage of informal 

training is more than formal training and informal training 

hours is more than formal training hours. 

Dawn S Carlson et al. [6] studied the Impact of Human 

Resource Practices and compensation design on performance in 

United States. Their results suggest that training and 

development, recruitment, package, maintaining morale, use of 

performance appraisals and competitive compensation are more 

important for high sales-growth performing firms than for low 

sales-growth performing firms. Their findings suggest that high 

sales-growth performing firms used more cash incentive 

compensation at every level in the organization. 

Fanny Yuk Fun Young [7] studied the Impact of Human 

Resource Management on Small and Medium and Enterprise 

Success in Hong Kong. His study is to determine the 

association between different human resource management 

(HRM) practices and business success in small and medium 

enterprises. He identified that HRM practices were 

significantly correlated with business success in the SMEs. The 

HRM practices considered in his study are Job analysis; human 

resource planning; training and performance appraisal. 

Madurapperuma [8] studied informal HRM practices and level 

of performance in manufacturing SMEs in Sri lanka. He 

identified that performances of SMEs are determined by 

various factors such as management process, marketing, 

strategies, networks, Human Resources Management (HRM) 

practices, technology (information and production technology) 

and so on. According to him adoption of such practices and the 

extent to which those are put in place, depend upon 

management and workforce of a particular organization. He 

concluded that, without having positive support from 

workforce, it is difficult to obtain desired results even though 

other practices such as marketing strategies, management 

process and network are apparent in the firm. His study 

ascertains whether manufacturing SMEs adopt formal human 

resources management practices in the same manner as large 

organizations. He concluded that informal HRM practices 

positively correlated with higher business performances. He 

described that more formal HRM practices are seen in SMEs 

where product quality is a concern and the numbers of 

employees are large. 

Mustafa Koyuncu et al. [9] studied Human resource 

management practices in small and medium sized enterprises in 

Turkey. They identified that use of the HRM practices are 

moderate and rated their effectiveness as only moderate as well 

and respondents indicating greater use of these HRM practices 

rated the effectiveness of their SME generally higher than their 

competitors and higher in the current year than last year. 

According to them demographic characteristics of the 

respondent, and characteristics of the SME are inconsistently 

related to use of the HRM practices. Their Findings indicate 

that use of particular HRM practices is associated with 

perceptions of better SME performance.  

Abang et al. [10] studied human resource practices and 

organizational performance, incentives as moderator. They 

found that training and information technology have direct 

impact on organizational performance and incentive is 

positively related to organizational performance but did not 

moderate the relationship between both HR practices and 

organizational performance.  

Andersson et al.[11] studied the effect of HRM Practices and 

R&D Investment on Worker Productivity. Their study reveals 

that strong clustering of HRM practices across firms, with high 

R&D firms much more likely to implement more market-

oriented practices than low R&D firms in this high-tech 

industry and high R&D firms are more likely to buy required 

skills and low R&D firms are more likely to retrain workers. 

3. METHODOLOGY 
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The objective of the research is to find the impact of formal 

adoption of human resource management practices such as 

recruitment and selection, training, performance of appraisal, 

compensation and rewards and welfare on financial 

performance of SMEs. 

 

4. RESEARCH INSTRUMENT 

The questionnaire covers questions on human resource 

management practices considered for the studyand financial 

performance measures. All the questions framed were closed 

ended type with a five point Likert scales ranging from 

strongly disagree to strongly agree. 

 

5. RESULTS AND DISCUSSIONS 

A correlation analysis has been carried out in order to show 

whether there exists any inter-correlation between the 

variables of size of SMEs, years of its existence,  HRM 

practices namely recruitment and selection, training, 

performance appraisal, compensation and rewards and welfare 

and financial performance of the SMEs. 

 

As seen from Table –1, There exists a strong positive 

correlation between dimensions such as recruitment and 

selection practices, training practices, performance appraisal 

practices, compensation and rewards practices, welfare 

practices and financial performance of the SMEs. Also there 

exists positive correlation between size and financial 

performance of SMEs. Further negative correlation exists 

between longevity of the SME and financial performance of 

the SMEs. 

 

 

 

Table-1 

Correlation between HRM Practices and Financial 

Performance of SMEs 

 

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

 

Multiple regression analysis of Y-Agreeability on financial 

performance with a set of independent variables X1 –Size of 

the organization, X2 –Years of existence of the organization, 

X3 - Recruitment and selection practices, X4 – Training 

practices,  X5 - Performance appraisal practices, X6 -

Compensation and rewards practices and X7 - Welfare 

practices and the following regression model is fitted for 

performance of SMEs.  

Y = bo + b1X1 + b2 X2 +b3 X3 + ………. 

Where b1, b2, and b3 are partial regression coefficients; bo-

constant and the results are presented in table-2. 

Y = – 0.964 + 0.219X1 +0.007X2 + 0.214X3 +0 .332X4 

+0.211X5 + 0.273X6 + 0.168X7 

The Multiple regression model indicated that out of the seven 

explanatory variables, variables namely size of the 

organization, recruitment and selection practices, training 

practices, performance appraisal practices, compensation and 

rewards practices and welfare practices significantly 

contributes to the financial performance of the organization. 

Years of existence of the organization do not contribute to the 

financial performance of the organization. 

Table -2 

Regression Model for Y- Agreeability on Financial 

Performance 

 

 

Dimensions 

Financial 

Performance 

Correlation coefficient 

‘r’ 

Recruitment and Selection Practices 0.454** 

Training Practices 0.501** 

Performance Appraisal Practices 0.483** 

Compensation and Rewards Practices 0.460** 

Welfare Practices 0.409** 

No. of employees working in the SMEs 0.273** 

Years of existence of the SMEs -0.278** 
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Source: Primary data   *Significant at 5% level 

Dependent variable: Financial performance 

 

Table-3 shows the analysis of variance for regression. It 

indicates that the overall significance of the model fitted. 

The coefficient of determination R2 value showed that the 

variables namely size of the organization, years of existence of 

the organization, recruitment and selection practices, training 

practices, performance appraisal practices, compensation and 

rewards practices and welfare practices put together explained 

the variations in financial performance of the organization to 

the extent of 37%. The remaining 63 percent is not explained 

which means that the rest 63 percent of the variation in 

financial performance of the organization is related to other 

variables which are not explored in the study.  

 

Table -3 

Analysis of variance for regression 

 

 

 

 

   ** Significant at 1 % level 

 

6. CONCLUSIONS 

Human resource management is a strategic and coherent 

approach to the management of an organization’s most valued 

asset.From the literature it can be concluded that organizations 

which have adopted HRM practices like competitive 

compensation, job security, training, recruitment, use of 

performance appraisal helps in minimizing employee turnover, 

increases productivity and profitability. The results show that 

the HRM practices namely, recruitment and selection 

practices, training practices, performance appraisal practices, 

compensation and rewards practices and welfare practices 

have high impact on financial performance of  SMEs. Size of 

the organization and years of its existence have less impact on 

financial performance of SMEs. Also it is concluded that all 

five HRM practices considered for the study, significantly 

contribute to the financial performance of the organization. 
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