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Abstract 

Contemporary management practices indicate that many 
successful companies have recognised the strategic 
importance of human resources. The assumption 
emphasising the practice of SHRM is that people are the 
organization’s vital resource and organizational 
performance largely depends on them. It is, therefore, 
appropriate that HRM policies and practices is 
formulated and executed effectively, so that HRM will 
make a substantial impact on firm performance. SHRM 
aims at to ensure that HRM is fully integrated with the 
strategy and the strategic needs of the firm, human 
resource policies are consistent both across hierarchies 
and human resource practices are adjusted, accepted and 
used by line managers and employees as part of their 
everyday work. The impact of the SHRM practices in an 
organization will decide the survival and growth of the 
organization itself.  

Indian SMEs represent the model of socio-economic 
policies of Government which emphasized job creation at 
all levels of income stratum and diffusion of economic 
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power in the hands of few, discouraging monopolistic 
practices of production and marketing; and contributing 
to growth of economy and foreign exchange earning with 
low import-intensive operations.   

Karnataka is considered as one of the most desired 
industrial location for setting industries in the country.  
Karnataka has emerged as the leader in IT & BT and 
knowledge based industrial sector. State has a number of 
traditional cottages, Handicrafts, Micro Enterprises like 
Handlooms, Power looms, silk weavers, Khadi and 
village industries etc. Small and Medium Enterprises 
(SMEs) form an important and growing segment of 
Karnataka’s industrial sector. This study aims at 
evaluating the application and implementation of 
Strategic Human Resource Management (SHRM) 
practices for Small and Medium Enterprises (SMEs) and 
to examine its impact on organisational performance. 

Keywords: Strategic human resource management, Small and 
medium enterprises, Innovation, Organisational performance 

Introduction 

In India, Small and Medium Enterprises (SMEs) accounts for 95% 
of the industrial units, providing 40% value addition in the 
manufacturing sector, contribute 6.25% to GDP. Indian SMEs 
represent the model of socio-economic policies of Government 
which emphasized job creation at all levels of income stratum and 
diffusion of economic power in the hands of few, discouraging 
monopolistic practices of production and marketing; and 
contributing to growth of economy and foreign exchange earning 
with low import-intensive operations. They also play a significant 
role for nation development through high contribution to domestic 
production, significant export earnings, low investment 
requirements, operational flexibility, location wise mobility, low 
intensive imports, capacities to develop appropriate indigenous 
technology, import substitution, contribution towards defence 
production, technology – oriented industries, competitiveness in 
domestic and export markets and generate new entrepreneurs by 
providing knowledge and training. Despite their high enthusiasm 
and inherent capabilities to grow, SMEs in India are also facing a 
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number of problems like sub-optimal scale of operation, 
technological obsolescence, supply chain inefficiencies, increasing 
domestic and global competition, fund shortages, change in 
manufacturing strategies and turbulent and uncertain market 
scenario. To survive with such issues and compete with large and 
global enterprises, SMEs need to adopt innovative approaches in 
their operations. 

Karnataka is considered as one of the most desired industrial 
location for setting industries in the country. State has been 
consistently pursuing progressive outlook to meet the changing 
needs of the State's economy and industry. Karnataka is also 
considered one of the countries Industrialists State comprising 
large public sector industrial undertakings, large privately owned 
industries like steel sugar, textiles etc., in recent times, Karnataka 
has emerged as the leader in IT & BT and knowledge based 
industrial sector, making rapid strides in IT & computer related 
industries and biotechnology with a strong research and 
development base. The State has a number of traditional cottage, 
handicrafts, micro enterprises like handlooms, power looms, silk 
weavers, khadi and village industries etc.,. 

SHRM aims at to ensure that HRM is fully integrated with the 
strategy and the strategic needs of the firm, human resource 
policies are consistent both across hierarchies and human resource 
practices are adjusted, accepted and used by line managers and 
employees as part of their everyday work Strategic HRM aims at to 
improve business performance through people and to meet the 
needs of the organization’s employees. Employee well-being is or 
should be major concerns, but organizations in all sectors (private, 
public or voluntary) have to be business like in the sense that they 
are in the business of effectively and efficiently achieving their 
purpose whether this is to make profits, deliver a public service or 
undertake charitable functions. 

A Small and Medium Enterprise (SME) is defined as one that is 
independently owned and operated and which is not dominant in 
its field of operation.  Small Businesses play vital role in all over the 
world economy.  Their importance stems from the fact that 
majority of the businesses in the world are small firms and they 
have been the main generators of employment for many decades 
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and have been hailed as incubators of innovation.  They act as 
primary vehicles for creating general prosperity and economic 
growth in society because of their simplicity and flexibility. 

The assumption underpinning the practice of SHRM is that people 
are the organization’s key resource and organizational performance 
largely depends on them. If an appropriate range of HR policies 
and processes is developed and implemented effectively, then HR 
will make a substantial impact on firm performance. The impact of 
the SHRM practices in an organization will decide the survival and 
growth of the organization itself. It is very important to examine 
the relevance of the SHRM practices that are followed in an 
organization. Need for SHRM due to the reasons such as:  
globalization, the war for top talent, the increasing pressure on 
employees, continuing decline in employee loyalty, on-going 
decline in customer loyalty, the strenuous intervention of 
shareholders and Board of Directors, the increased speed of change 
etc., 

Literature Review 

An effective and competitive human resource is the main key to the 
strength of organization in facing the challenges of the modern 
business.  The importance of having a competitive human resource 
is synonymous with the success of modern organizations.  An 
efficient and effective human resource will result in employee 
development that will ultimately lead to productivity and 
profitability of an organization. Human resource management is a 
system, a philosophy, policy and practices that can influence 
individuals that work in an organization. HRM activities include 
staffing, training and development, performance appraisal, 
compensation management, safety and health and industrial 
relations.  According to Huang (2000), HRM Practices is one area 
that influences employees’ intention to leave, levels of job 
satisfaction and organizational commitment.  Since the concept of 
HRM become popular in the early 1980s, there have been 
increasing academic interest in the concept as well as research in 
the area. Early models of HRM (Beer, Spector, Lawrence, Miles, & 
Walton, 1984; Fombrum, Tichy & Devanna, 1984; Guest, 1989) were 
largely conceptual and not based on substantial empirical evidence 
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for their validity.  The 1990s saw a substantial amount of empirical 
research carried out to find evidence on the link between HRM 
practices and performance 

The essence of Strategic Human Resource Management (SHRM) is 
to study how business organizations establish linkage between 
Human Resource Management (HRM) and their business or 
organizational strategy.  This means that business strategy is the 
main determinant factor of Human Resource (HR) strategy, 
followed by other internal or organizational and external or 
environmental factors (Armstrong, 2009; Beer et al., 1984; Boxall & 
Purcell, 2000, 2008; Delery & Doty, 1996; Fombrun, Tichy & 
Devanna, 1984; Miles & Snow, 1984; Schuler & Jackson, 1987, 
1999).Michael Armstrong (2006) in the book Strategic Human 
Resource Management: A Guide to Action suggested what is often 
depicted as a gap between the rhetoric of strategic human resource 
management (SHRM) and the reality of strategy in action, 
characteristically provides the first guide to the realistic 
implementation of the high-sounding HR strategies that every 
practitioner, academic and consultant is now attempting to put into 
place. Christensen, Ralph (2006), in the book ‘Roadmap To Strategic 
HR- Turning a Great Idea into a Business Reality’ provided a 
practical approach for turning Human Resource into a crucial 
component of success through implementation of strategy. For 
more than a decade now, human resources professionals have 
sounded the drumbeat of change: HR must transform itself from an 
administrative function into a strategic business partner. Lengnick-
Hall et al. (2009) identified seven themes across time in the SHRM 
literature: (1) explaining contingency perspectives and fit, (2) 
shifting from a focus on managing people to creating strategic 
contributions, (3) elaborating HR system components and 
structure, (4) expanding the scope of SHRM, (5) achieving HR 
implementation and execution, (6) measuring outcomes of SHRM, 
and (7) evaluating methodological issues. Each of these themes 
played a significant role in the evolution of the field. Empirical 
research has suggested a relation between HRM practices (whether 
as individual practices or as a bundle) and organizational 
performance (Paauwe 2009). 
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The studies by Galia and Legros (2003), Roffe (1999), Michie and 
Sheehan (1999), and Holbrook and Hughes (2003) suggested that 
good human resource practices have significant impact on the 
innovation performance of organizations. According to the findings 
of these studies, the organizations that focused on human resource 
practices such as training and development, sharing skills, 
extensive recruitment and selection, employment security, 
incentive reward systems, and innovative work practices produced 
not only the highest level of productivity but also enhanced their 
innovative activities. The increase importance of innovation to 
organizations is also reflected by the tremendous increases in the 
literature that address the role and nature of innovation (Johann 
Essen et. al, 2001). 

Even though the new economy technology start-ups can embark on 
breakthrough innovations for building knowledge intensive 
businesses, SMEs generally need to innovate, even if incrementally, 
to ensure competitiveness. The National Knowledge Commission 
of India (NKC) report (2007) sees the following as primary barriers 
to innovation: excessive government regulation, lack of effective 
collaboration between industry and research conducted in 
universities / research laboratories, skill shortages, inability to 
move beyond the initial successful innovation and poor 
understanding of market dynamics.  Both empirical studies as well 
as findings of the NKC study show that a small proportion of firms 
(about 30% of large firms and <10% of SMEs) partner with 
government agencies for the purpose of innovation. Unlike some 
established big firms, several SMEs have not adopted innovation as 
a strategic tool to achieve necessary competitiveness. Towards 
development, protection and exploitation of novel products / 
processes, SMEs (other than those in the knowledge-intensive 
sectors) generally display poor awareness of intellectual property 
issues. There is thus an overwhelming need for awareness and 
support. 

On reviewing the existing literature, it appears that different 
studies on SHRM have linked SHRM with their wider aspects of 
environment, learning geographic, technological, global 
competitiveness, financial and production related factors, but the 
Strategic Human Resource Management for Small Business (SMEs) 
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seeks wider coverage of human aspects.  Hence, this study is 
conducted to fill this gap. 

Objectives of the Study 

1. To study the association between Strategic HRM 
implementation and organisational performance. 

2. To analyse the impact of innovative recruitment, performance 
appraisal, reward and compensation practices on 
organisational performance 

3. To study the association between innovative talent acquisition 
and retention and the organisational performance 

4. To examine the relationship between innovative retraining, 
redeployment practices and organisational performance. 

 Hypotheses 

1. H0: There is no association between Strategic HRM 
implementation and organisational performance. 

2. H0:- There is no association among the innovative recruitment, 
performance appraisal and compensation reward practice with 
the performance of the organisation 

3. H0:- there is no association between innovative talent 
acquisition and retention with the organisational performance. 

4. H0:- There is no association between innovative retraining, 
redeployment practices and organisational performance. 

 Methodology 

A pilot study (n=170) was performed to explore the extent of 
SHRM presence in SMEs in Bangalore. The study depicted various 
SHRM drivers and organizational drivers and provided a 
foundation stone for the detailed follow up study which 
constituted 640 SME respondents in and around Bangalore District 
from both Manufacturing and Services Sector. A Questionnaire was 
constructed, which included 10 Sections of 45 items. 
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Different statistical techniques have been used to find out different 
relationships, such as Correlation Analysis, Chi Square, ANOVA, 
Regression Analysis, and Factor Analysis. Statistical Package for 
Social Science (SPSS-21) has been used as standard statistical 
software to analyse these complex relationships.  

Discussions and Findings 

Inferential statistics – Hypotheses tested 

1. SHRM implementation in any organisation has an impact on the 
organisational overall performance, most of the cases the impact is 
favourable for the organisation. If not the case HR functions would 
not been considered an integral part of any organisation. However, 
the statistical evidence of this statement has to be ascertained in 
order to make it generalised. So in this part of the study it is tried to 
test this hypothesis for the statistical evidence in order to concrete 
the statement of implementing SHRM in any organisation more 
specifically in SMEs has a favourable impact on the overall 
performance of the organisation. So the null hypothesis under test 
is as follows: 

1. H0: There is no association between Strategic HRM 
implementation and organisational performance. 

Table 1.  Correlation between Strategic HRM Implementation and Organisational           
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Inference- This hypothesis is tested at a confidence level of 95% or 
at a significance level of 0.05.From the table 2 it can be observed 
that the correlation coefficient is 0.525 and the significance of the 
correlation coefficient is less than the significance level. So the null 
hypothesis is rejected under test statistically. Therefore it can be 
accepted that a correlation exists between the SHRM 
implementation and the organisational performance. The 
correlation coefficient is positive. So it can be inferred that the 
SHRM implementation and organisational performance is 
positively related, this means more favourable SHRM 
implementation in an organisation will have favourable impact on 
the overall organisational performance.  

2. Innovative Recruitment One of the most important activity the 
HR team plays is recruiting the right candidate for the position. 
They implement some innovative recruitment practices to get the 
right candidate. One of the ways to achieve this is to recruit the 
persons with professional training and proper educational 
qualification is recruited for managerial position. So with their 
abilities they can guide the subordinates to achieve the 
organisational role. To get this kind of candidates’ employee 
referral system is one of the best ways to attract more number of 
potential candidates to the recruitment process, so the probability 
of selecting the right candidate goes up, when the HR has a pool of 
potential candidate. So to get the best from the employee referral, 
the employees in the organisation should be communicated well in 
the organisation. Information about the current job vacancies at 
first communicated to the current employees in order to induce the 
employee referral programs. After the right candidate is recruited 
to the organisation a formal induction, orientation and 
familiarisation program is essential to make the new recruit 
understand the prevailing organisational environment and the 
people he/she is going to work with. After a proper candidate is 
selected for a particular role, it is necessary to have a periodic 
review of the new employee along with the old employees. This 
leads to innovative performance appraisals and reward and 
compensation practices. This satisfies the expectations of the 
employees. When an employee is happy with the organisation 
he/she is most likely to perform better and the collective efforts of 
the employees will increase the organisational performance. 
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Depending upon the hierarchical position one employee has in the 
organisation the performance appraisal reports forwarded. But if 
one employee is not satisfied with his/her appraisal he/she can 
appeal for revision on the appraisal to managers. The inter personal 
skill an employee possess has more weightage while evaluating the 
performance appraisal. When a supervisor is preparing the 
appraisal report of his/her subordinates he/she has to have a clear 
idea of key responsibility area of the employee, and the role of HR 
becomes more vital to communicate the exact responsibility of the 
employee to his/her supervisor. And with the role clarity the 
policies are also clearly explained to the line managers and 
supervisors. Repeated explanation of the role makes it more clear 
not only among the employees but also with the line managers and 
supervisors. The grading and rankings become more related to the 
performance, when there is role clarity. After the performance 
appraisal every employee wants the rewards or the compensation 
of the hard work they have done for the organisation, not 
necessarily this has to be a monetary benefit, there are many 
innovative ways to reward or compensate the performing 
employees. They can be provided with flexible working hours, they 
can be provided with more freedom a work, and many more. So in 
this part of the study we tried to find the correlation of the 
innovative recruitment practice, appraisal, rewards and 
compensation practices with the overall performance of the 
organisation. So the hypothesis under test is as follows:- 

2. H0:- There is no association among the innovative recruitment, 
performance appraisal and compensation reward practice with the 
performance of the organisation. 
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Table 2.  Correlation between the innovative recruitment, performance appraisal 

and compensation reward practice with the performance of the organization 
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coefficient between innovative reward and compensation and the 
organisational performance is 0.739 and this coefficient is 
statistically significant at 0.05 significance level. So it can be 
inferred that there is a strong correlation between innovative 
reward and compensation with organisational performance. 

3. Innovative acquisition of talents and retention of these talents 
are always been the major challenge that every HR faces. This 
challenge has to be overcome by the HR to build a successful 
organisation, or more specifically developing the organisational 
performance. So in this part of study we tried to find out the 
correlation if exists between the innovative acquisition of talents 
and retention of those talents and the organisational performance. 
The null and alternative hypotheses under test are as follows:- 

3. H0:- there is no association between innovative talent acquisition 
and retention with the organisational performance. 

Table 3.  Correlation between innovative talent acquisition and retention and the 
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positive statistically significant correlation between innovative 
talent acquisition and retention with the organisational 
performance. 

4. Innovative retention of talents and the redeployment practices 
adopted by HR practice has always influenced the overall 
organisational performance. So in this part of study we tried to find 
the correlation between the innovative retention and redeployment 
of talents with the organisational performance. The hypotheses 
under test are as follows:- 

4. H0:- There is no association between innovative retraining and 
redeployment practices and organisational performance. 

Table 5: Correlation between innovative retraining and redeployment practices 

             and organisational performance 
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Conclusion 

In this study, an impact of innovative strategic human resource 
management practices on the performance of small and medium 
enterprises (SMEs) in Karnataka was examined to determine their 
relationships with the innovative recruitment, reward, 
compensation, retraining, redeployment, talent acquisition and 
retention practices of the 640 small and medium-sized enterprises 
(SMEs). There has been a statistically significant relationship 
between innovative strategic human resource management 
practices and organisational performance of the SMEs. These 
findings add support to previous studies that suggested 
relationships existed between human resource practices and 
innovation activity in business organisations. This finding is 
consistent with the earlier observations made by Galia and Legros 
(2003), Robbins and Coulter (1999), Roffe (1999), Michie and 
Sheehan (1999), and Holbrook and Hughes. 

Overall findings of the study suggested that there is an impact of 
innovative strategic human resource management practices on the 
performance of small and medium enterprises (SMEs) in 
Karnataka. These findings offer several managerial implications for 
SMEs as well. The findings of this study indicate that there are 
positive significant relationships between innovative strategic 
human resource management practices and performance of SMEs. 
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