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Abstract. A contemporary approach to human resource management that involves 

specific practices, policies and systems which influence employees' behavior, their 

attitudes and work performance is typical for large organizations. As for smaller 

enterprises, there is a widely accepted opinion that human resource management is not 

necessary, and is not cost effective. Such approach to employees is wrong, because 

increased competition imposes on small, as well as on large organizations, the need for 

better understanding and managing of all available resources. This paper discusses the 

possibilities and constraints for the application of some basic human resource 

management practices in small and medium-sized enterprises. Based on a comprehensive 

literature review, the authors suggest two conceptual models of human resource 

management. The first one is simple and therefore appropriate for application in micro 

and small enterprises. The second one is much more suitable for use in medium-sized 

enterprises, which have potential for further growth. 

Key Words: human resource management, human resource practices, micro, small 

and medium-sized enterprises. 

1. INTRODUCTION 

For many decades the problem of the optimal way of managing human resources in 

organizations has been attracting the attention of many scholars and practitioners around 

the world. A specific contribution to the development of human resource management 

(HRM) is given by numerous studies which showed a positive relationship between HRM 

practices and business performances (see Moorthy et al., 2012; Young, 2009; Katou & 

Budhwar, 2010; Combs et al., 2006; Huselid, 1995; Ostroff, 1995).   
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From the standpoint of this paper it is important to emphasize that the development of 

HRM has been primarily oriented towards the needs of large organizations. Managing 

human resources in small organizations is an insufficiently researched area, not only in 

academic studies, but also in practice. There is a widely accepted opinion that human 

resource management is not necessary for small and medium-sized enterprises (SMEs), 

and is not cost effective for small organizations. Consequently, the owners and managers 

of SMEs often ignored human resource management issues, such as professional and ob-

jective selection, employee training and development, performance appraisal, and so on. 

Such an approach to employees is wrong, because increased competition imposes on 

small, as well as on large organizations, the need for better understanding and managing 

of all available resources. Furthermore, it should be noted that because of market condi-

tions such as information asymmetry, uncertainty, and turbulence, SMEs are much more 

vulnerable than large enterprises. Effective HRM is especially significant for SMEs with 

growth potential, and for SMEs which strive to commercialize innovations. It can be said 

that HRM practices, such as training and development, are necessary prerequisites for the 

survival, and further growth and development of an enterprise. Additionally, many fast 

growing SMEs have the problem of finding and retaining high quality employees (Fraza, 

1998). An appropriate and effective HRM system can help owners and managers of small 

and medium-sized enterprises to solve such human resource issues. 

In research context, HRM in small and medium-sized enterprises has gained im-

portance only in recent decades. Accordingly, so far, a relatively small number of studies 

and researches in this field have been done. Heneman and Berkley (1999) found that be-

tween 1984 and 1999 only 17 articles on the subject of HRM in small and medium-sized 

enterprises were published in relevant academic journals. Significantly, a larger number 

of papers that examine HRM practices in small and medium-sized enterprises and/or their 

impact on business performance have been written in the last ten years, which confirms 

that there has been actualization of this issue. 

In the first section of this paper, we discuss the importance of human resource man-

agement in small and medium-sized enterprises. In the second part of the paper, we ana-

lyze the results of empirical research that highlight the relationship between HRM prac-

tices and SMEs performances. In the third part, we present the basic features of HRM 

concept in small and medium-sized enterprises. 

The main objective of this paper is to analyze the possibilities and constraints for the 

application of some basic HRM practices in small and medium-sized enterprises. The 

analysis starts with the assumption that the application of basic HRM practices such as 

human resource planning, selection, training and development, and retention of employ-

ees, has a long-term impact on the improvement of SMEs performance. The purpose of 

this paper is the development of conceptual models of HRM in the micro, small and me-

dium-sized enterprises, based on the knowledge of significance, characteristics and limi-

tations of human resource management in these enterprises.   

2. THE IMPORTANCE OF HUMAN RESOURCE MANAGEMENT  

IN SMALL AND MEDIUM-SIZED ENTERPRISES 

Human resource management as a business function in the organization derives and 

combines the tasks and activities related to the employees. Schermerhorn (2001) defines 
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human resource management as the "process of attracting, developing, and maintaining a 

talented and energetic workforce to support organizational mission, objectives, and strategies" 

(p. 240). But, in our opinion, this definition only partly reflects the core of HRM in an 

organization. It is a much more comprehensive definition which says that human resource 

management as a new concept encompasses "the policies, practices, and systems that 

influence employees' behaviour, attitudes, and performance" (Noe et al., 2010, p. 2). 

According to these authors, some of the most important HRM practices that support the 

organization's business strategy are: human resource planning, recruiting and selection of 

employees, training and development, performance management and compensation man-

agement.  

The development of HRM concept has been primarily oriented to the needs of large 

organizations. What is more, over time the focus of HRM practices has mainly been on 

multinational corporations. Management and development of human resources in small 

organizations, which is the main subject of this paper, is a neglected field in practice, as 

well as in academic research. Therefore "usefulness and effectiveness of human resource 

practices in the performance of SMEs have not been clearly defined" (Omolo, Oginda, & 

Oso, 2012, p. 140). According to Harrison (1997), most of the literature and general 

knowledge of human resource management in SMEs ensues from the study of these ac-

tivities in large companies. However, as Curran and Blackburn (2001) emphasize small 

business context is a challenging research area because small does not mean simple and 

small business is not just a scaled down version of a larger one. Furthermore, SMEs
1
 have 

a different structure, available resources and management of activities and processes, and 

it is not uncommon that even philosophy of the existence of small business is 

significantly different compared to a large one. Accordingly, it is important to highlight 

that "all human resource management activities in a small business require different 

forms of acting compared to large corporations" (Petkovic & Berberovic, 2013, p. 273). 

The general statement that human resources are the only renewable resource that can 

provide multiple creation of value-added by combination of other resources is relevant 

for large organizations as well as for the small ones. In addition, growing competition, 

which particularly affects SMEs, imposes the need for better understanding and 

controling of all factors of production, including human resources. Finally, an additional 

reason for considering the optimal way of managing human resource in small and 

medium-sized enterprises is the positive impact of these activities on business 

performance. 

Over time, the number of studies that examined and elucidated the relationship be-

tween human resource management and business performance has grown. Most of these 

studies suggest a positive link between HRM practices and various indicators of organi-

zational and financial performance. A recent meta-analysis conducted by Combs et al. 

                                                 
1 Given the level of development of each country, the entrepreneurial tradition, interest of government institutions to 
support small business, unemployment rate and other macroeconomic indicators, the criteria which are taken into 

account in categorizing small, medium and large enterprises are different from country to country. In other words, there 

is no universally agreed definition of an SME. However, in the most common definitions, the number of employees 
and size of assets or turnover in an SME are used as main criteria for categorizing enterprises by their size. In this 

paper, the only criteria used for classifying enterprises according to their size was the number of employees. The 

European Union standardized the definition for companies with up to 10 employees as micro enterprises, fewer than 50 
employees as small and those with fewer than 250 as medium (See more details in European Commission, The New 

SME Definition - User guide and model declaration, 2012, p. 14). 
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(2006) offers perhaps the most comprehensive view of the relationship between human 

resource management and business performance. These authors have carried out the sta-

tistical aggregation of the results of 92 studies done between 1990 and 2005, in which 

19,319 companies around the world were observed. It should be noted that in the afore-

mentioned 92 studies human resource management was observed through 13 activities, 

and the success of the company was observed through 5 sets of indicators. As regards the 

indicators of companies' success, the majority of studies have used accounting ratios. The 

results of this meta-analysis showed that the observed HRM practices had a positive im-

pact on the success of the company. However, it is worth noting that mainly large compa-

nies were observed throughout these and related researches. 

While the first studies about the impact of HRM on the performance of large compa-

nies were done in the early decades of the twentieth century, researches on the impact of 

HRM on the performance of SMEs are of a recent date and they are not so numerous. For 

example, Heneman and Berkley (1999) found that in the period from 1984 to 1999 only 

17 articles were published in relevant academic journals on the topic of human resource 

management in small and medium-sized enterprises. Yet, in recent years the number of 

studies that suggest that human resource management is relevant for the small firm con-

text has increased considerably. Some of these papers will be summarized and discussed 

in the next part of this section.  

On the sample of 394 SMEs, Young (2009) found a significant correlation between 

various HRM practices (such as human resource planning, training and performance ap-

praisal) and the degree of business success in the SMEs in Hong Kong, which is inter alia 

expressed by gross income. Thus, Spearman Rank Correlation shows a significant corre-

lation between human resource planning (r = 0.64), training (r = 0.69), performance ap-

praisal (r = 0.83) and business success. Beside other reasons, this research is important 

because small and medium-sized enterprise accounted for over 98% of the total busi-

nesses in Hong Kong. 

Based on the data collected in 300 small and medium-sized enterprises in Malaysia, a 

group of authors (Moorthy et al., 2012) found a significant negative relationship between 

inadequate human resource management and the performance of the observed companies. 

In other words, they found that poor human resource management in SMEs leads to 

lower business performance. As the authors of this study note, these findings are 

consistent with similar researches that have previously been conducted in this country 

(see Adnan, Abdullah, & Ahmad, 2011; Islam & Siengthai, 2010). 

In a study conducted among 800 small businesses in the Netherlands, de Kok and den 

Hartog (2006a) have found that high performance work systems (HPWS
2
) are associated 

with higher labour productivity, higher profits and more innovativeness, which is crucial 

for small and medium-sized enterprises. As these authors suggest, "HPWS may enhance 

the ability of small firms to select, develop, and motivate a workforce that produces supe-

rior and innovative employee output" (de Kok & den Hartog, 2006a, p. 39). 

                                                 
2 A high performance work system (HPWS) can be defined as a set of HRM practices that together "select, 

develop, retain, and motivate a workforce that possesses superior abilities (…); that applies their abilities in 

their work-related activities; and whose work-related activities (…) result in these firms achieving superior 
intermediate indicators of firm performance (…) and sustainable competitive advantage" (Way, 2002 as cited in 

de Kok & den Hartog, 2006a, p. 13). 
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Among the HRM practices, training and development are the most notable as a 

subject of observation of a large number of researchers. Accordingly, there are a number 

of studies that examine links between training and development of employees and the 

performance of small and medium-sized enterprises. So, on the sample of 120 German 

companies of up to 50 employees, Rauch and Fres (2005) found a positive relationship 

between employee development and business success. Litz and Stewart (2000) found 

similar results, but they studied the relationship between training and business 

performance. 

Based on their research results Chandler and McEvoy (2000) suggest that investment 

in training and linking the incentive compensation with results of performance appraisal, 

affects the reduction of fluctuations rate, increase productivity, and improve work per-

formances. Two years later, Reid and Harris (2002) found that the most successful small 

and medium-sized companies, on average, invested more in staff training. Finally, some 

authors argue that investment in training increases the probability of survival of small and 

medium-sized enterprises (Ibrahim & Ellis, 2003; English, 2001). 

3. SPECIFICITY OF HUMAN RESOURCE MANAGEMENT  

IN SMALL AND MEDIUM-SIZED ENTERPRISES 

The capabilities to manage human resources in small and medium-sized enterprises 

are significantly different in terms of the features of large companies. The specificity of 

HRM practices in small and medium-sized enterprises lies in this observation. 

Empirical studies that were carried out in the late eighties and nineties of the 

twentieth century showed that small organizations perform activities of human resource 

management in an informal and flexible manner compared to the large organizations 

(Barron, Black, & Loewenstein, 1987; Hornsby & Kuratko, 1990).  

In general, small businesses pay far less attention to HRM practices than large enter-

prises do (De Kok & Uhlaner, 2001). For example, staffing in small enterprises is usually 

conducted by personal contacts and recommendations, training is not formalized and is 

carried out on the basis of ad hoc decisions, and things are similar when it comes to the 

evaluation of work performance. This way of managing human resources in small organi-

zations is not unusual, because the professional human resource management activities 

often generate large costs (Klaas, McClendon, & Gainey, 2000). 

3.1. Human resource planning in small and medium-sized enterprises 

In the "knowledge-based" economy companies are faced with a double challenge; one 

is the need for more highly trained employees, and the other is a shortage of qualified 

labour on the labour market (Audretsch & Thurik, 2001). As they are not aware of this 

challenge, small businesses usually do not take into account the future demand and needs 

for the specific profiles of employees. In other words, small businesses usually do not 

perform timely planning of human resources. Although many small businesses create a 

business plan, this document most often does not include a component of human re-

sources, which means that the business plan of small businesses does not carry out cor-

rectly the assessment of the required number and competence of employees in the future. 

This is not unusual if we take into consideration the fact that small enterprises often pre-
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pare a business plan because they are formally compelled to do so by external founders 

and not because they consider that business planning is relevant. 

Although small enterprises are not able to perform human resource planning using so-

phisticated methods, techniques and analysis which are available to large organizations, 

they should have a development vision, and therefore, a rough estimate of the future 

needs for the employees. In addition, the owners or managers of small and medium-sized 

enterprises must pay attention to the ways of solving the possible problem of employees' 

deficit, especially if they predict a lack of the high-profile workers who are deficient at 

the labour market. With regards to this issue, it is important that owners or managers of 

small businesses make a plan for the development of existing employees to new positions 

within organisations.   

A special challenge for entrepreneurs occurs during growth and development of the 

business, with regards to the transition from entrepreneurial to professional management. In 

accordance with the aforementioned, a very important issue in the process of human resource 

planning is succession planning or at least replacement planning. Although succession 

planning is seen as an important process by most large businesses, it is often overlooked by 

small and medium-sized enterprises. This question is particularly problematic in the family 

business. "Succession Planning (...) can be defined as a purposeful and systematic effort made 

by an organization to ensure leadership continuity, retain and develop knowledge and 

intellectual capital for the future, and encourage individual employee growth and 

development" (Schein, 1997 as cited in Caruso, Groehler, & Perry, 2005). Succession 

planning is usually a complex process for the owners of SMEs because many factors need to 

be considered. Some of them are: determining the value of the business, choosing and 

working with potential successor(s), communicating the succession plan with interested 

parties, etc. Beside the complexity of this process, succession planning can be traumatic for 

the owners because they are most often emotionally attached to their businesses. However, if 

the owner of a small business holds all the responsibility and control in his hands, he often 

endangers the survival of the enterprise. Without a clear succession plan many small 

businesses fail and do not survive for more than two generations. Therefore, it is essential that 

a business owner makes timely and proper planning and development of a competent 

successor. 

3.2. Human resources employment in small and medium-sized enterprises 

Regardless of the company size, the employment process involves two activities of 

the human resource management - recruitment and selection of candidates. Recruitment 

is the process of attracting potential employees for vacant positions with the necessary 

knowledge, abilities, skills and personal characteristics required for successful job per-

formance. "Small and/or new firms are likely to have more problems in recruiting em-

ployees, because they lack both the resources and the legitimacy" (Cardon, 2003 as cited 

in de Kok & den Hartog, 2006b, p. 9). 

Several studies on human resource management in small and medium-sized enterprises 

show that smaller organizations prefer an informal approach to staffing issues, and prefer 

recruitment methods which are cheap and can be controlled directly by the owner/manager 

of the enterprise (Cardon & Stevens, 2004, Barrett & Mayson, 2007; Baron, 2003; 

Mazzarol, 2003; Heneman & Berkley; Matlay, 1999). Cardon and Stevens (2004) argue 

that recruitment decision and recruitment process in SMEs are most often ad hoc. When it 
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comes to recruitment source smaller organizations prefer referrals, which are recommended 

job applicants and/or applicants familiar to the owner/manager of the enterprise. Researches 

conducted by Kotey and Slade (2005) in Australia and by groups of authors in the United 

Kingdom (Cassell et al., 2002) confirm assertion that recommendations are the most 

prevalent form of recruitment in small organizations. Through their research Kotey and 

Slade (2005) found out that the use of more formal sources and methods of recruitment, 

such as agencies for employment mediation or advertising of job vacancies, increases with 

enterprise growth. This is a logical conclusion because with the business growth informal 

sources of potential employees (friends, relatives and acquaintances) are exhausted and 

cannot adequately respond to the development needs of the enterprise. 

After recruitment of potential employees, a selection process follows. According to 

Armstrong (2009), "the aim of selection is to assess the suitability of candidates by pre-

dicting the extent to which they will be able to carry out a role successfully" (p. 529). 

Selection is usually carried out through the use of a few methods, including the analysis 

of CV and job applications, interview and various forms of testing candidates (from 

professional to psychological tests). Best results can be obtained with the combined use 

of multiple selection methods. However, as with the recruitment, researches show that 

small organizations prefer simpler and cheaper methods of selection (Barrett & Mayson 

2005; Kotey & Slade, 2005). Results of these researches suggest that most used selection 

methods are informal interviews between the candidates and the owners/managers, and 

probation.  Furthermore, Kotey & Slade (2005) have found out that with enterprise 

growing the range of selection techniques, which the owners/managers of small 

organizations use, becomes wider. In the growth stage of the organization there are fewer 

candidates from a pool of relatives and acquaintances. Consequently, the costs of 

recruitment are increasing, as well as the risk in the selection process. Therefore, it is 

desirable to use a combination of several selection techniques, such as checking 

biographical information, interview with the candidates, and testing knowledge and skills 

which candidates claim to have.  

In small organizations the interview represents the largest threat to an objective selec-

tion because the owners/managers who perform the interview with candidates are usually 

not trained and most often they rely on their own intuition. In order to increase objectivity 

of this selection method, the interview has to be standardized, and the questions should be 

focused on the assessment of candidates' competence. By this, the interviewer would ac-

quire a broader insight into the profile of candidates, especially in terms of their 

knowledge, abilities, skills and traits. Growing enterprises which have an increasing need 

for objective and professional selection can leave this activity to specialized agencies, but 

this will cause additional costs. However, as long as marginal revenues caused by hiring 

an adequate person via specialized agency are higher or equal to the marginal costs of 

using the services of the agency, it is worth using its services. Also, it is necessary to es-

timate the risk of increasing costs of employee turnover which is often the result of poor 

assessment of entrepreneurs/managers in the selection process. In addition to the above 

Ciavarella et al. (2004) state that the level of formalization and professionalization of 

recruitment and selection processes depends on the education of the business owner and 

his or her personal characteristics such as willingness to accept innovation and change. 
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3.3. Training and development in small and medium-sized enterprises 

Rapid technological changes, increasing complexity and turbulence of the business 

environment, the growing gap between business requirements and the knowledge acquired in 

the formal education are only some of the factors which are imposed on the companies, 

regardless of their size, needs for continuous training and development of employees. 

According to Bahtijarevic-Siber (1999) "investment in training and development of em-

ployees is a key indicator of understanding what is happening in today's business and 

competition" (p. 717). Enterprise development and staff development are directly connected. 

In other words, an enterprise cannot be developed without the development of its human 

resources. 

The design and implementation of an effective system of training and development is a 

challenge for small and medium-sized enterprises, because such programs generate costs in 

the present, while almost all of the potential outcomes of training and development will accrue 

in the future. However, the increasing complexity and scope of work, continuous development 

of technologies, and intense competition, make training and development of employees 

necessary. Besides, trained employees provide a competitive advantage to the business that, 

once acquired, is not easy to be copied by competitors (Hatten, 2012). 

Regardless of company size, training should be conducted in a systematic manner. For 

example, the analysis of training needs and development plan should be the basis for de-

ciding on employee training. Small and medium-sized businesses often do not perform 

analysis of training needs, and make decisions related to these issues ad hoc. Generally, 

employees in SMEs are much less likely to receive training than employees in larger or-

ganizations (Bannock, 2005; Westhead & Storey, 1997). According to Patton (2005) critical 

factors that limit small organizations to become more engaged in the field of training and 

staff development are lack of time and financial resources, business owners are often not 

aware of the benefits and effects of training and development, and they are not familiar with 

available training methods. Mazur and Coleman (2008) suggest that mentoring as a form of 

training and development of younger and less experienced workers is an efficient solution 

for small organizations. This approach to the staff development would be focused on both 

the needs of employees and the needs of the enterprise. In addition to mentoring, useful 

methods of employee development are extension and rotation of jobs. 

In small and medium-sized enterprises training and development of owners and/or 

managers are very important. A recent pilot research based on GEM methodology, which 

is conducted in Serbia, shows that entrepreneurs have only modest enterprise skills and 

they need additional training (Cvijanovic, Rodica, Vojnovic, & Zivkovic, 2013). Training 

and development programs for owners/managers should cover a wide range of topics in 

finance, accounting, marketing, entrepreneurship, and management (leadership, motiva-

tion, communication) because this newly acquired knowledge can significantly facilitate 

the process of making good business decisions. 

3.4. Performance appraisal in small and medium-sized enterprises 

In theory, performance management is considered a cornerstone because the results of 

performance appraisal provide relevant information for quality decision-making on the 

training of employees, their promotion, career development, and rewarding (Zolak Poljasevic, 

2011). In large organizations, performance management includes several activities which 
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define performance (define work standards and expectations of the employee), measure or 

assess performance (performance appraisal) and feed back performance information. 

As the results of research in a number of studies (Knuckey et al., 2002; Gilbert & 

Jones, 2000; Hornsby & Kuratko, 1990) show, a formal performance appraisal is rarely 

carried out in small organizations, and performance management is implemented even 

more rarely. One reason for this is the possibility of frequent interaction between manag-

ers and employees, where a manager can in an informal way identify and point out to em-

ployees omissions in the performance of their work duties. 

Regardless of the fact that small organizations do not have real possibilities, nor any 

need to introduce a formal system of performance management, or at least performance 

appraisal, it is very important that the owners/managers monitor and evaluate their em-

ployees. Based on the performance appraisal or informal, but objective observations, the 

owners/managers should highlight and reward employees who achieve better 

performance and contribute more to the overall success of the company. On the other 

hand, when concerned about employees who had inferior performance, the 

owners/managers need to inform them about their weaknesses and about the ways in 

which they can improve their performance. Therefore, this issue is closely linked to the 

improvement of the performance of the organization, but also with the motivation of 

employees and building their loyalty to the company. 

3.5. Retention of employees in small and medium-sized enterprises 

Small and medium-sized enterprises are often faced with the problem of loyalty and 

employee retention. This challenge is particularly acute when it comes to employees with 

high growth potential. Some authors argue that a small organisation "has more difficulty 

in retaining employees because they are more likely to have lower levels of employer 

legitimacy than larger firms" (Williamson, 2000 as cited in Coetzer et al., 2007, p. 20). 

The most common reasons why SMEs are considered to be inadequate employers are 

limited space for the promotion and career development, and lack of financial resources 

to offer attractive compensation for the most successful employees (Marlow, 2000; Pat-

ton, Marlow, & Hannon, 2000). These are the reasons why SMEs have to work harder 

and to be innovative in their efforts to retain talented workers. "Creative and innovative 

use of various benefits can significantly contribute to increased employee satisfaction and 

their sense of loyalty to the organization" (Ilic & Zolak Poljasevic, 2011, p. 43). It is im-

portant to emphasize that the retention programs and activities often cost less than the 

recruitment, selection, training and development of new employees. Unfortunately, many 

small and medium-sized businesses do not realize the importance of this activity and let 

best employees leave their company and become employed with the competitors. 

Given that SMEs often cannot compete with large organizations in terms of wages that 

they can offer to their employees (Burrett & Khan, 2004), small and medium-sized enterprises 

should focus on the creation of a pleasant working environment and on the increase of 

employees' satisfaction with their tasks and roles in the organization (Tsai et al., 2007; 

Maierhofer, Kabanoff, & Griffin, 2002). In addition, smaller organizations have a wide 

variety of intangible motivation strategies such as job enrichment, participative management 

style, employee participation in decision-making process, flexible working time, recognition 

of achievements, and other forms of raising motivation and building loyalty of employees. 
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4. CONCEPTUAL MODELS OF HUMAN RESOURCE MANAGEMENT IN MICRO, SMALL AND 

MEDIUM-SIZED ENTERPRISES 

Researches in the field of human resource management most often treat micro, small 

and medium-sized enterprises as a whole (the abbreviation is SMEs). But in developing 

models for managing human resources it is necessary to make a distinction between 

micro and small enterprises, and medium-sized enterprises. 

Optimal 
approaches to 

staff development 
are mentoring, job 
enlargement, and 

job rotation ...

Predicting the required number of employees 
and their competence

Initiating the recruitment process

Advertising the vacancies through personal 
contacts ...

Defining the development policy and business 
objectives

DEVELOPMENT POLICY
BUSINESS OBJECTIVES

OWNER(S) OF THE ENTERPRISE

HUMAN RESOURCE 
DEVELOPMENT PLAN

Human resource 
development plan should 
be created by owners of 

micro and small 
enterprises who should 
estimate the lack of the 

high-profile workers who 
are deficient at the labour 

market ...

Selecting the employees

Preferred methods of selection are 
recommendation, informal conversation and 

probation ...

 WORK AGREEMENT UNDER 
LEGAL FRAMEWORK

Owner training

Potential areas of training 

include finance, 

entrepreneurship, 

marketing and management 

Identifying the training needs

Employees training

Choosing the training methods

EVALUATION OF THE TRAINING 
PROGRAM

STAFF 
DEVELOPMENT

Ensuring the 
continuity of staff 

development

Choosing the possible 
approaches to staff 

development

Monitoring and evaluation of employees 
performances

DECISIONS ON:
 promotion, 
degradation, 

compensations, training,  
staff development ...

Building loyalty and staff retention

Combination of tangible and intangible 

motivators ...

Micro and small 
enterprises that cannot 

compete in terms of 
material rewards should be 

focused on intangible 
motivation strategies ...

Fig. 1 Conceptual model of human resource management in micro and small enterprises 
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In accordance with the aforementioned we propose two conceptual models for man-

aging human resources. The first model is simple and can be applied in micro and small 

enterprises. The second model is adequate for use in medium-sized enterprises, i.e. enter-

prises that employ more than 50 employees and have the potential for further growth and 

development. 

OWNER(S) OF THE ENTERPRISE
HUMAN RESOURCE PROFESSIONAL 

or
HUMAN RESOURCE DEPARTMENT

Defining the development policy and business 
objectives

DEVELOPMENT POLICY
BUSINESS OBJECTIVES

Human resource planning (determining the   

         required number of employees, their  
                        structure, and recruitment 

methods ...) HUMAN RESOURCE
 PLANSuccession planning 

Recruitment

JOBS SYSTEMATIZATION 
AND ORGANIZATION 

  NEWSPAPER 
  AD

 AD ON SPECIALIZED 
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Fig. 2 Conceptual model of human resource management in medium-size enterprises 

Due to the small number of employees and the simple organizational structure it is 

unusual for micro and small enterprises to have a department for human resource 

management. Furthermore, micro enterprises do not need to employ a human resource 

professional. In organizations of this type and size all management activities are 



B. ZOLAK POLJAŠEVIĆ, S. PETKOVIĆ 312 

generally performed by the business owner. However, with the growth of the company 

and with the inevitable increase in the number of employees, organizational structure and 

business processes become more complex, and this is one of the reasons why a mode of 

managing of the employees must be changed. First of all, it is necessary that the business 

owner delegates part of management functions and activities to professional managers. 

As it can be seen from the proposed model, it is desirable that in the medium-sized 

enterprises some of the specific activities of human resource management are formalized. 

In other words, enterprises with more than 50 employees that have a potential for further 

growth and development should begin working towards the establishment of human re-

sources department. 

5. CONCLUSION 

Human resource management has been the subject of researches among scholars and 

practitioners since the early decades of the twentieth century. Throughout the world a 

number of studies were conducted with an aim to clarify the impact of HRM on different 

aspects of the companies' success. As a result of these studies, a number of theories and 

models of human resource management emerged, but they are mostly focused on large 

enterprises. Even if some of the above mentioned studies included small organisations in 

their research sample, small and medium-sized organisations have not been the subject of 

particular researches. However, more intensive studying and researching in the field of 

human resource management in small and medium-sized enterprises has begun in the last 

two decades. 

Based on a comprehensive literature review, it was concluded that most researches in 

the field of human resource management treat micro, small and medium-sized enterprises as 

a unique study subject. But in developing models for managing human resources, it has to 

be noted that this approach is incorrect. Treating micro, small and medium-sized enterprises 

as a unique study subject is wrong primarily because of significant differences in the 

number of employees between micro and medium-sized enterprises, but also because of the 

specificity of micro and small enterprises in relation to the medium-sized enterprises. 

Due to limited resources in the early stages of businesses, as well as small and simple 

organization structure, it is reasonable and expected that business owners perform all key 

management positions, including human resource management. The problem usually oc-

curs when growth and development of enterprises surpass management skills of their 

owners. When it comes to the growth of businesses and enterprises the most correct ap-

proach is to delegate some of management functions to professional managers. At this 

stage of business development it is advisable that owners of the enterprises engage 

human resource professionals, and later if the enterprise still continues to grow it would 

be necessary to think and act towards the establishment of human resources department. 

In accordance with the aforementioned, two models for human resource management are 

proposed in this paper. The first one is simple and therefore appropriate for application in 

enterprises of up to 50 employees in which an owner or director still handles all manage-

ment duties and responsibilities. The other one is more complex and much more appro-

priate for use in medium-sized companies, because this model suggests sharing of human 

resource activities between owners and human resource professionals or newly estab-

lished human resources department. Moreover, the second model proposes much more 
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human resource activities in comparison to the first model, which is necessary because of 

the higher number of employees. 

REFERENCES 

1. Adnan, Z., Abdullah, H.S., & Ahmad, J. (2011). Direct Influence of Human Resource Management 

Practices on Financial Performance in Malaysian R&D Companies. World Review of Business Research, 

1(3): 61-77. 

2. Amstrong, M. (2009). Armstrong's Handbook of Human Resource Management Practice (11th edition). 

London: Kogan Page Limited. 
3. Audretsch, D.B., & Thurik, A.R. (2001). What is New about the New Economy: Sources of Growth in 

the Managed and Entrepreneurial Economies. Industrial and Corporate Change, 10(1): 267-315. 

4. Bahtijarevic-Siber, F. (1999). Menadţment ljudskih potencijala, Zagreb: Golden marketing. 
5. Bannock, G. (2005). The Economics and Management of Small Business: An international Perspective. 

London and New York: Routledge. 
6. Baron, R. (2003). Human Resource Management and Entrepreneurship: Some Reciprocal Benefits ff 

Closer Links. Human Resource Management Review, 13(2): 253-256. 

7. Barrett, R., & Mayson, S. (2005). Getting аnd Keeping Good Staff: HR Issues аnd Challenges иn Small 
Firms. Australia, Melbourne: CPA. 

8. Barrett, R., & Mayson, S. (2007). Human Resource Management in Growing Small Firms. Journal of 

Small Business and Enterprise Development, 14(2): 307-320. 
9. Barron, J.M., Black, D.A., & Loewenstein, M.A. (1987). Employer Size: the Implications for Search, 

Training, Capital Investment, Starting Wages, and Wage Growth. Journal of Labour Economics, 5(1): 

76-89. 

10. Burrett, R., & Khan, Z. (2004, June). Small Business Job Quality from Employer and Employer 

Perspectives. Proceedings of the 50th Annual ICSB Conference: Washington DC. 

11. Cardon, M.S., & Stevens, C.E. (2004). Managing human resources in small organizations: What do we 
know? Human Resource Management Review, 14(3): 295-323. 

12. Caruso, K.N., Groehler, L. & Perry, J. (2005). Current Trends in Succession Planning and Management. 

New York: viaPeople, Inc. 
13. Cassell, C., Nadin, S., Gray, M., & Clegg, C. (2002). Exploring Human Resource Management Practices 

in Small and Medium Sized Enterprises. Personnel Review, 31(6): 671-692. 

14. Chandler, G.N., & McEvoy, G.M. (2000). Human Resource Management, TQM and Firm Performance 
in Small and Medium-Sized Enterprises. Entrepreneurship Theory and Practice, 25(1): 45-58. 

15. Ciavarella, M., Buchholtz, A., Riordan, C., Gatewood, R., & Stokes, G. (2004). The Big Five and 

Venture Survival: Is There a Linkage? Journal of Business Venturing. 19(4): 465-483. 
16. Coetzer, A.J., Cameron, A.F., Lewis, K.V., Massey, C.L., & Harris, C. (2007). Human Resource 

Management Practices in Selected New Zealand Small and Medium-Sized Enterprises. International 

Journal of Organisational Behaviour, 12(1): 17-32. 
17. Combs, J., Liu, Y., Hall, A., & Ketchen, D. (2006). How Much Do High-Performance Work Practices 

Matter? A Meta-Analysis of Their Effects on Organizational Performance. Personnel Psychology, 59(3): 

501-528. 
18. Curran, J., & Blackburn, R. (2001). Researching the Small Enterprise. London: Sage Publications. 

19. Cvijanović, J., Rodica, B., Vojnović, B., Ţivković, M. (2013). The Research on People's Enterprise Skills 

in Serbia. Industrija, 41(1): 131-140. 
20. De Kok, J.M.P., & Den Hartog, D. (2006a). Is Human Resource Management Profitable for Small Firms? 

Scales Research Reports H200621, EIM Business and Policy Research. 

21. De Kok, J.M.P., & Den Hartog, D. (2006b). High Performance Work Systems, Performance and 
Innovativeness in Small Firms, Scales Research Reports N200520, EIM Business and Policy Research. 

22. De Kok, J.M.P., & Uhlaner, L.M. (2001). Organizational Context and Human Resource Management in 

the Small Firm. Small Business Economics, 17(4): 273-291. 
23. De Kok, J.M.P., Uhlaner, L.M., & Thurik, A.R. (2003). Human Resource Management With Small 

Firms; Facts and Explanations. Paper provided by Erasmus Research Institute of Management (ERIM). 

24. English, J. (2001). How to Organise and Operate a Small Business. Sydney: Allen & Unwin. 
25. European Commission. (2012). The New SME Definition - User guide and Model Declaration. 

Enterprise and Industry Publiction.  



B. ZOLAK POLJAŠEVIĆ, S. PETKOVIĆ 314 

26. Gilbert, J., & Jones, G. (2000). Managing Human Resources in New Zealand Small Businesses. Asia 

Pacific Journal of Human Resources, 38(2): 54-67. 

27. Harrison, R. (1997). Employee Development, London: Institute of Personnel and Development. 
28. Hatten, T.S. (2012). Small Business Management: Entrepreneurship and Beyond (5th edition). Ohio, 

Mason: South-Western Cengage Learning. 

29. Hendry, C., & Pettigrwe, A. (1992). Patterns of Srategic Change in the Development of Human Resource 
Management. British Journal of Management, 3(3): 137-156. 

30. Heneman, H.G., & Berkley, R.A. (1999). Applicant Attraction Practices and Outcomes among Small 

Businesses. Journal of Small Business Management, 37(1): 53-74. 

31. Hornsby, J.S., & Kuratko, D.K., (1990). Human Resource Management in Small Business: Critical Issues 

for the 1990s. Journal of Small Business Management, 28(3): 9-18. 

32. Huselid, M.A. (1995). The Impact of Human Resource Management Practices on Turnover, Productivity, 
and Corporate Financial Performance. Academy of Management Journal, 38(3): 635-672. 

33. Ibrahim, A.B., & Ellis W. (2003). Family Business Management: Concepts and Practices, Dubuque, 

Iowa: Kendall/Hunt. 
34. Ilić, G., & Zolak Poljašević, B. (2011). Modeli upravljanja ljudskim resursima u bankarskom sektoru 

Republike Srpske i njihov uticaj na uspješnost poslovanja. Acta Economica, 9(15): 21-49. 

35. Islam, M.Z., & Siengthai, S. (2010). Human Resource Management Practices and Firm Performance 
Improvement in Dhaka Export Processing Zone. Research and Practice in Human Resource 

Management, 18(1): 60-77. 

36. Katou, A., & Budhwar, P. (2010). Testing Competing HRM-Performance Linkage Models: Evidence 
from the Greek Manufacturing Sector. The European Journal of International Management, 4(2): 464-

487. 

37. Klaas, B.S., McClendon, J., & Gainey, T.W. (2000). Managing HR in the Small and Medium Enterprise: 
The Impact of Professional Employer Organizations. Entrepreneurship: Theory and Practice, 25(1): 107-

124. 

38. Knuckey, S., Johnston, H., Campbell-Hunt, C., Carlaw, K., Corbett, L., & Massey, C. (2002). Firm 
Foundations: A Study of New Zealand Business Practices & Performance. Wellington, New Zealand: 

Ministry of Economic Development. 

39. Kok, P.M., & Hartog, D. (2006). Is Human Resource Management Profitable for Small Firms? 
Netherlands, Zoetermeer: EIM. 

40. Kotey, B., & Slade, P. (2005). Formal Human Resource Management in Small Growing Firms. Journal 

of Small Business Management, 43(1): 16-40. 
41. Litz, R.A., & Stewart, A.C. (2000). Trade-name franchise membership as a human resource management 

strategy: does buying group training deliver ‘true value' for small retailers? Entrepreneurship Theory and 

Practice, 25(1): 125-135. 
42. London, M. (1989). Managing the Training Enterprise. San Francisco: Jossey-Bass.  

43. Maierhofer, N.I., Kabanoff, B., & Griffin, M.A. (2002). The Influence of Values in Organizations: 

Linking Values and Outcomes at Multiple Levels of Analysis. International Review of Industrial and 
Organizational Psychology, 17: 217–263. 

44. Marlow, S. (2000). Investigating the Use of Emergent Strategic Human Resource Management Activity 
in the Small Firm. Journal of Small Business and Enterprise Development, 7(2): 135-148. 

45. Matlay, H. (1999). Employee Relations in Small Firms. Employee Relations, 21(3): 285-295. 

46. Mazur, L., & Coleman, A. (2008). Training and the Small Business. In Critical Skills for Tomorrow - 
Our Future. It's in Our Hands. London: Institute of Directors. 

47. Mazzarol, T. (2003). A Model of Small Business HR Growth Management. International Journal of 

Entrepreneurial Behaviour & Research, 9(1): 27-49. 
48. Moorthy, K.M. Tan, A., Choo, C., Wei, C.S., Ping, J.T.Y., & Leong, T.K. (2012).  A Study on Factors 

Affecting the Performance of SMEs in Malaysia. International Journal of Academic Research in Business 

and Social Sciences, 2(4): 224-239. 
49. Noe, R., Hollenbeck, J., Gerhart, B., & Wright, P. (2010). Fundamentals of Human Resource 

Management (4th edition). New York: McGraw-Hill/Irwin. 

50. Omolo, J.W, Oginda, M.N., & Oso, W.Y. (2012). Effect of Recruitment and Selection of Employees on 
the Performance of Small and Medium Enterprises in Kisumu Municipality, Kenya. International Journal 

of Human Resource Studies, 2(3): 139-150. 

51. Ostroff, C. (1995). Human resource management: Ideas and trends in personnel. Commerce Clearing 
House, June 21, Issue number 356. 

52. Patton, D. (2005). Training in smaller firms. In S. Marlow, D. Patton, & M. Ram (Eds.), Managing 

labour in small firms (pp. 83-108), London: Routledge. 

http://www.markhuselid.com/pdfs/articles/1995_AMJ_HPWS_Paper.pdf
http://www.markhuselid.com/pdfs/articles/1995_AMJ_HPWS_Paper.pdf
http://www.google.ba/search?tbo=p&tbm=bks&q=inauthor:%22Commerce+Clearing+House%22
http://www.google.ba/search?tbo=p&tbm=bks&q=inauthor:%22Commerce+Clearing+House%22


 Human Resource Management in Small and Medium-Sized Enterprises: Conceptual Framework  315 

53. Patton, D., Marlow, S., & Hannon, P. (2000). The Relationship Between Training and Small Firm 

Performance: Research Frameworks and Lost Quests. International Small Business Journal, 19(1): 11-27. 

54. Petkovic, S., & Berberovic, S. (2013). Ekonomika i upravljanje malim i srednjim preduzećima - principi i 
politike, Banja Luka: Ekonomski fakultet Univerziteta u Banjoj Luci. 

55. Rauch, A., & Fres, M. (2005). Effects of Human Capital and Long Term Human Resources Development 

and Utilization on Employment Growth of Small-Scale Businesses: A Causal Analysis. 
Entrepreneurship: Theory and Practice. 29(6): 681-689. 

56. Reid, R.S., & Harris, R.I.D. (2002). The Determinants of Training in SMEs in Northern Ireland. 

Education and Training, 44(8): 443-450. 

57. Tsai P.C.F., Yen Y.F., Huang, L.C., & Huang I.C. (2007). A Study on Motivating Employees Learning 

Commitment in the Post – Downsizing Era: Job Satisfaction Perspective. Journal of World Business, 

42(2): 157-169. 
58. Westhead, P., & Storey, D.J. (1997). Training Provision аnd the Development оf Small аnd Medium-

Sized Enterprises, DfEE Research Report, No. 26, London. 

59. Williamson, I.O. (2000). Employer Legitimacy and Recruitment Success in Small Businesses. 
Entrepreneurship Theory and Practice, 25(1): 27-42. 

60. Young, F.Y.F. (2009). The Impact of Human Resource Management on Small and Medium Enterprise 

Success in Hong Kong. The Open Area Studies Journal, 2: 31-38. 
61. Zolak Poljašević, B. (2011). Profesionalizacija javne uprave: Implikacije na ključne aktivnosti 

menadţmenta ljudskih resursa. Moderna uprava, 5-6: 145-161. 

MENADŢMENT LJUDSKIH RESURSA U MALIM I SREDNJIM 

PREDUZEĆIMA: KONCEPTUALNI OKVIR 

Savremeni pristup upravljanju ljudskim resursima koji podrazumeva specifične prakse, politike i 

sisteme kojima se utiče na ponašanje zaposlenih, njihove stavove i radnu uspešnost, najčešće je 

zastupljen u velikim organizacijama. Kada su u pitanju mala i srednja preduzeća ustaljeno je 

mišljenje da upravljanje ljudskim resursima nije potrebno i nije isplativo. Ovakav pristup je pogrešan, 

jer sve veća konkurencija nameće malim, isto kao i velikim organizacijama, potrebu boljeg 

razumevanja i upravljanja svim raspoloživim resursima. U ovom radu razmatrane mogućnosti i 

ograničenja primene menadžmenta ljudskih resursa u malim i srednjim preduzećima. Na osnovu 

sveobuhvatnog pregleda literature autori predlažu dva konceptualna modela za upravljanje ljudskim 

resursima. Prvi model je jednostavan i može se primeniti u mikro i malim preduzećima. Drugi model 

je adekvatan za primenu u preduzećima srednje veličine, koja imaju potencijal za dalji rast.  

Ključne reči: menadžment ljudskih resursa, prakse menadžmenta ljudskih resursa, mikro, mala 

i srednja preduzeća.


