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Abstract: The Small and Medium Scale Enterprises being very volatile in nature take high amount of risk. It is 

therefore imperative for them to address the uncertainty through reliable and loyal work force which can 

shoulder them in good and bad times. HR has the challenge of attracting talent on role dimension and then 

retaining that talent by providing a professionally driven organization culture. Due to low degree of 

bureaucracy and leaner work force structure, it is easier for HR to implement change management programs in 
SMEs. The HR faces the challenge to adhere to the agreed policy norms which succumb to exemption from the 

owners. HR also needs to understand that the owners do not want to feel themselves devoid of decision making 

power due to change in policies. HR professionals need to be conscious that professionalism without the loss of 

agility and responsiveness is the right transformation direction for SME’s success. This paper analyses the 

various innovative HR strategies that can lead to change management and as such ensure a sustainable future 

for the SMEs. 

Key words: SME, HR, Strategy, Developing countries, Innovation, Organization citizen behavior 

 

I. Introduction 
Small and Medium Enterprises (SMEs) are showing their impact on national and regional economies 

throughout the world. They have been recognized in both developed and developing countries as an effective 

instrument for creating employment opportunities with a small amount of capital investment.  

Small-scale industrial sector plays a dominant role in the economic development of both developed and 

developing countries. 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). 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 (ICSI Herald, 1998). 

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).  This sector is considered to be 

an engine of growth, especially in a developing country like India 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 such a visible growth environment, tremendous efforts are being made by SMEs to make their 

prominent presence felt and to convert their growth plans into reality. 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. For large businesses, 

forming strategic alliances and collaborative partnerships can be critical to their ability to seize technological 

opportunities, to build critical resource strengths and competitive capabilities, to improve supply chain 

efficiencies and deliver value to their customers (Kaplan and Hurd, 2002). 
Since the developing economies are characterised by high unemployment rates, the closure of big 

businesses, declining economic growth and declined standards of living, it becomes important to promote SMEs 

as they are a vehicle for employment creation and economic growth. An environment conducive for the growth 

of SMEs is required, and this has necessitated an investigation into the factors affecting the performance of 

SMEs.  

SMEs are in general labor intensive production units. But surprisingly, HR strategy of small scale 

manufacturing units is one of the least researched areas (Mankelow, 2008). Whenever we think about an HR 

manager we think about large firms. Small firms also need HR managers. Performance and effective human 

resource management enables the entrepreneurs to improve the quality of their production. Hence, the strong 

business strategies become inevitable for SME sector. The business function in SMEs is hindered 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.  
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The purpose of this paper is to explore and analyze the SMEs innovative strategic human resource 

management practices to gain a competitive position in the industry. A focus on intellectual capital, human 

capital, social capital, core competencies and capabilities is becoming increasingly recognized as a critical 

success factors for business (Pfeffer, 1998). While research on the HR practices of SMEs has made broad strides 

(Heneman et al 2000, Leug 2003, Hayton 2003), no research has been focused on the context of how the HR 

practices of SMEs lead to sustainability. This paper speaks about how HR manager can be effective in SMEs 
and how innovatively they can manage their labour issues in the turbulent times.  

 

II. Specific Characteristics of SME Culture 
Small and medium enterprises (SMEs) face unique challenges in managing HR that stem largely from 

their size (Greening et.al 1996). While economies of scale permit larger organizations to employ a team of 

specialists to address the complexities involved in managing HR programs, this is not a viable option for many 

SMEs. The costs associated with hiring highly trained HR professionals on a full-time basis are likely to be 

prohibitive for many smaller organizations (Arthur, 1995). As a result, HR activities often become the 

responsibility of general managers (Longenecker, Moore, & Petty, 1994). 
Small businesses have a greater likelihood of coincidence of power between owners and managers. 

Small business owners usually have direct impact on operations and activities of businesses than owners of large 

businesses (Cooper 1982; Cressy 1996; Wiklund 1998a, 1998b; Jenkins 2004). A direct role of SME 

entrepreneur imply multidimensional goals; a commercial orientation as well as personal preferences, objectives 

and ambitions such as desire for lifestyle, family and reputation in communities (O‟Farrell and Hitchens 1988; 

Birley and Westhead 1994; Spence and Rutherfoord 2001; Southwell 2004). The basic values that SMEs reflect 

are trust, cost consciousness, agility, high level of risk taking ability, centralized decision making, culture of 

driving business by intuition and relationships rather than facts and professionalism. Within an ambiance of 

business diversity, small businesses exhibit a general characteristic of informality which is illustrated by a lack 

of written management procedures and practices, such as human resource management (Kotey and Slade, 2005). 

More often than not, the values of the promoter or owner of small businesses are the expected values or culture 

of the organization. Consequently, the owners play a more critical role in the development of their business than 
owners of larger businesses (Shuman and Seeger 1986; O‟Farrell and Hitchens 1988; Wiklund 1998a, 1998b), 

prompting Storey (1994, p. 10) to argue a small business is „not simply a scaled down version of a large firm‟. 

And this perhaps is one of the most important aspects restricting the growth of SMEs as there is a dire need for 

change in the organization culture to match the challenges of business. The process of decision making in the 

small business organization acts as a grid lock in the high growth rate of SMEs. Another cultural impediment 

faced by SMEs is that the existing employees who are well adjusted to the conventional culture generally 

develop differences with the employees who are recruited from professionally driven big companies. 

Human resource is a vital factor that could affect the performance of organization Pfeffer (1998). 

Therefore, it is important to understand how to manage human resources so as to maximize productivity and 

enhance creativity as well as control the costs (Combs, Liu, Hall, & Ketchen, 2006; Dart, Ng, & Sarkar, 1990). 

HR strategies give valuable foundations to the rising number of diversified SMEs, (Sethakaset & 
Santimataneedol, 2008).  

The SME sector as a whole is basically promoter driven. The problem of SMEs is that the promoter 

reflects values which are different from the values that the employee groups reflect and this difference becomes 

critical in the business growth process. This is where there is a need for the decision makers to understand about 

the need for change. Thus the stake of HR becomes very high because of its two-fold role:  

i. to continuously influence the promoter/owner on the need for organization culture change  

ii. to manage the agenda for organization culture change. 

HR also faces the challenge of attracting talent on role, and then retaining that talent by providing a 

professionally driven organization culture. SMEs are at a disadvantage in their ability to offer competitive 

packages, which directly acts as a hindrance to the attraction and retention of the talent pool. 

 

III. Innovative HR Strategies: 

SMEs face unique challenges that stem largely from their size. While economies of scale permit larger 

organizations to employ a team of specialists to address the complexities involved in managing HR programs, 

this is not a viable 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. Most of the SMEs failed to achieve their individual objectives due to the lack of human resources and 

organization capabilities (Chee, 1986; Hashim and Oman, 2003). Other reasons were probably because there 

was little invention, lack of skilled or know-how workers, traditional methods of operation, cashflow 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 
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of skills and knowledge, dependency on the domestic market (Saleh & Ndubisi, 2006); difficulty in recruiting 

employees (Williamson, Cable & Aldrich, 2002) and difficulty in developing sustainable human resource 

systems and policies (Barber et al., 1999; Cardon & Stevens, 2004). 

The SMEs as their fundamental policy will like to reduce on the training and development expenses. So 

the role of HR  professional increases as the company is not providing the training and development program, 

he/she needs to recruit the professionals with varied talents preferably persons who can do multitasking. But it is 
up to HR specialists to hold their nerve in this „crisis‟ situation and perhaps do what we do well in such times – 

look for the positive approach to getting through. Strong leadership is vital in turbulent times and they need to 

focus on employer values and trust relations and lead with emotional intelligence.  

The HR needs to focus mainly on the redundancy and the recruitment of employees for the SMEs. In 

this tough economic environment of competition, it becomes vital 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: 

 

3.1 Knowledge Management: 

Knowledge Management (KM) can be comprehensively defined as „„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‟‟ (Gurteen, 1998). 

Nowadays, Knowledge Management is rapidly becoming an integral business activity for organisations as they 

realise that competitiveness pivots around the effective management of knowledge (Grover and Davenport, 

2001). A systematic approach towards knowledge management adoption in small and medium enterprises 

(SMEs) sector is very menial.  

The important three factors that SMEs should practice are  

i. senior management support and leadership,  

ii. a knowledge-friendly and sharing culture 

iii. a clear strategy for managing knowledge  

Appending the above list, the following factors plays an under laying role in success factor for SME‟s as well 
(Wong and Aspinwall, 2005).   

a. Development of a technological infrastructure,  

b. Incentives to encourage Knowledge Management practices  

c. Measuring the effectiveness of Knowledge Management 

Successful KM in SME‟s requires positive entrepreneurial support and leadership from 

promoter/owner and can be implemented through a balanced strategy. Leaders should involve themselves in 

emphasizing 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 labour training and development of leadership qualities is essential to improve their skill 

and productivity. 

 

3.2 Recruitment:  
In the today‟s liberalized and globalised economy, the nourishing of any organization depends on the 

integral growth of employee‟s. Talent crunch can impact any organization‟s bottom line and growth. 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, and aligning their business for getting the quality cost 

scale balance right, stands as a huge challenge to any SME‟s.  One more important challenge is to, how they can 

retain their key talent. 

SMEs are less inclined towards adopting modern methods of hiring, which is why candidates have less 

information about the available job opportunities across the board. 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 are at a disadvantage in their ability to offer competitive pay packages. SMEs require 
determining skills gap and employee‟s needs. SMEs seldom offer a detailed orientation program to new joinees.  

These are the various challenges in recruitments in case of SME sector and the way ahead can be different 

innovative approaches towards recruitments.  

 

a. Leveraging Multiple Candidate Resources.  

SMEs should market their talent hunt as they market their products and services. Employer brand makes it 

all difference in opportunities sector. SME‟s must get into the role of an efficient marketer; who taps into 

multiple resources for attracting potential candidates to apply. Organizations need to discover innovative ways 
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to present themselves as an employer brand in order to distinguish themselves and for effective talent 

acquisition.  

 

 

 

b. Adopting Social Media for Effective Recruiting.  
Networking is one of the most powerful tools to accelerate and maintain success for any individuals 

and organizations. Social media offers tremendous hiring opportunities for SMEs to not only build their brand 

but also search for talent. SMEs must infuse social media into the talent and branding equation. Social media 

builds awareness in the people in fastest way and attracts potential candidates to apply.  

 

c. Establishing a Presence on Job Portal and online platform.  

Online advertisements have been highly successful in abridging the gap between employers and 

prospective candidates. It will render an opportunity to SME‟s to post their openings and to candidates to post 

their professional profiles. Job portals emphasize strongly on updated, complete and authentic information about 

both companies and candidates, which makes both the parties confident about each other. They serve as a 

platform for employers to connect with talent and vice versa.  

SMEs must realize the importance of an effective employee recruitment plan to sustain their leadership 
and growth and development in today‟s competitive marketplace. There are no quick ways to accomplish the 

above set of activities. If SMEs want to hire the best in the most cost effective way, all of the above have to be 

carried out regularly and thoroughly.  SMEs are required to narrow down on the right resource after a thorough 

consideration of the position that is required to be filled (Monster India, 2012).  

 

3.3 Retention:  

As mentioned earlier, the major challenge for SME‟s is to retain their talent pool because of lack of 

competitive salary. The job of the HR personnel increases when the present employees 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, offering a competitive benefits package that fits the employee 

needs and expectations, using contests and incentives to help keeping workers motivated and feeling rewarded. 
Creating open communication between employees and management develops trust in the employees. Fostering 

employee development and getting managers involved in this activity will give employees a visibility of their 

own career path. The managers need to spend time in coaching employees, helping good performers move to 

new positions and minimizing poor performance. Conduct „Retention interviews‟, in addition to performing 

„exit interviews‟ to learn why employees are leaving, consider asking longer-tenured employees as to what 

made them to stick to the organization as per The Wall Street Journal (2012).   In today‟s competitive world, 

SMEs must recruit and select the best talent where they have openings and upgrade talent in areas where it will 

advantage the business. 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. 

 

3.4 Motivation: 
The motivation of employees is one of the key factors that affect the progress of an industry. In SMEs 

the lack of employees‟ motivation is a major management deficiency. Keeping employees satisfied on the job is 

another important human resource activity 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 ensure that its 

employees remain satisfied on the job. For SMEs the heart of the motivation process lies in ensuring and 

maintaining smooth and harmonious working and personal relationships among its employees. Respectful 

language at work place provides support and encouragement and enables employees to develop good working 

relationships. Mentoring adds up in the strengthening of harmony in the SME. 

Effective co-operation and harmony in the workplace ensures less conflict and stress at work. This also 

leads to higher work motivation, improves labour productivity and in turn ensures higher retention rate. 

Motivating the employees, specifically for the small firms is to reduce the rates of absenteeism and staff 
turnover. High levels of absenteeism and turnover adversely impact on the productivity given the number of 

employees in the small firm and the high cost of recruiting and replacing exiting employees (SME.com, 2012) 

The HR should motivate the employees by communicating with them about the benefits offered by the SME. He 

should also highlight the various opportunities of personal growth, job growth by the organization that can 

motivate the employee to reach greater heights of productivity within the limited time period. Thus through 

motivation, the HR professional could improve the efficiency and the effectiveness with which the employees 

work. Alongside the HR policy should in particular focus on employees‟ innovation through managing, 
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motivating and rewarding the employees at the right time to enhance the competitive advantage (Gupta and 

Singhal 1993). 

 

3.5 Job security: 

 Any employee prefers to do a job which is secure for him. The SME‟s should always try to provide the 

job security for the employees so as to reduce the retention rates. Employees always want to have a „Secured 
Job‟. Here is how the HR department can add value and definitely make people love the job they do with a 

psychological satisfaction. The strategies in which HR can create the „Best Job‟ are as follows: 

a. HR Manager can create an environment which gives the employees an opportunity to give their 100 

percent. 

b. Think of ways which makes the job more exciting. 

c. The HR Manager must recognize the employee‟s true passions - concepts like knowledge or technology, 

job functions or skills. 

d. HR must make a record of tasks where an employee did something best at the workplace. 

e. HR Manager must make a note of the projects where the employee really enjoyed. 

f. List down all the accomplishments of the employee and create a mentoring program where employees can 

talk to people whose advise they value, people who have worked with them, and who have watched them in 

action. 
g. Finally, if an employee is already doing something he/she loves, HR Manager should make it rewarding by 

aligning them to the goals of the organization, contributing more than what is expected, and giving them 

every opportunity to learn. 

 

3.5. Empowerment:   
Empowered employees feel they have the ability to make decisions and put them into action. Empowered 

personnel are expected to act, at least in some small way, like owners of the company rather than just 

employees. One of the major tasks faced by HR personnel‟s is empowering the employees with certain decision 

making powers and authority. Every employee feels that he should have certain decision making powers with 

him to do a particular job. The empowerment of employees can happen when the clear definition of the values 

and mission of the company is explained and imbibed in them. Secondly, company must help employees in 
acquiring the relevant skills. Thirdly, employees must be supported in their decision-making, and not criticized 

or do the constructive criticism, when they try to do something extraordinary. And lastly workers need to be 

recognized for their efforts. Managers have to understand that empowerment is an important strategic tool. In 

order to reap the benefits, managers should implement the above practices. Otherwise, talk about empowerment 

will be perceived as “lip service” by employees, and have no positive effect (HelpSME.com, n.d) 

 

3.6 Employee Engagement:  

Small and medium enterprises (SMEs) are worst affected during challenging economic era when 

resources are scarce, competition is intense and customers are more demanding than ever. Thus for SMEs it is 

even important to have emotionally engaged and passionate employees. They play a critical role in driving 

innovation and propelling the organization forward. Emotionally engaged employees are generally more willing 

to recommend the organization to others and commit time and effort to help the organization succeed (Gupta, 
2009) In SME sector, to build a great workplace and increase employee engagement, there are a few innovative 

practices which can be adopted to leverage the advantage of the companies as explained in the figure below 

(Caccamese, 2012). 

 

 
 

Embracing employee engagement is crucial for SMEs because given the tight financial situation in 
most of these units, it is more essential for the entrepreneurs to get the work done on time within the firm‟s 

budgets. 
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3.7 Workforce diversity:  
In the highly globalized era, the more interaction among people from diverse cultures, beliefs, and 

backgrounds than ever before is required. People no longer live and work in an insular marketplace; they are 

now part of a worldwide economy with competition coming from nearly every continent (Byrne, 2011). Cultural 

diversity training programs must also be set for all the employees and managers or supervisors concerned. This 

training will help them 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 for 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.  

 

3.8 Organization Citizenship Behaviour: 

As defined by Organ (1988), Organization Citizenship Behavior represents „individual behavior that is 

discretionary, not directly or explicitly recognized by the formal reward system, and that in the aggregate 

promotes the effective functioning of the organization‟. It refers to employee efforts that go „above and beyond 

the call of duty‟ (Bolino and Turnley, 2003). Organizational citizenship behavior makes a difference in 

organizational outcomes (Organ, 1997). 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) 
and Podsakoff et al. (1990; 2000), organizational citizenship behavior consists of five categories listed below, 

which needs to be fostered innovatively by the HR managers of SME‟s.  

 

3.8.1. Conscientiousness: 

Conscientiousness is defined as ‘behaviors on the part of the employee that go well beyond the 

minimum role requirements of the organization, in the areas of attendance, obeying rules and regulations and 

taking breaks’ (Podsakoff et al, 1990). Diligent employees will increase performance levels and they will be 

willing to work above their average results (Podsakoff et al., 2000). As one of the strategy of HR, employees 

have to be brought in to the culture of conscientious, which increases the productivity by itself. These 

employees do not need much supervision which provides extra time for the supervisor to handle his other tasks 

(Podsakoff et al., 2000). The working environment in SME is informal and there exist less communication. Thus 
SME need to recognize and value the employees who are hardworking and trustworthy to follow organizational 

policies even when they are not monitored.   

 

3.8.2. Sportsmanship: 

Sportsmanship is defined as the ‘willingness of employees to tolerate less than ideal circumstances 

without complaining’ (Podsakoff et al., 1990). This attitude among the SME employees can enable smooth 

operation without many hitches of complaints with regards to unimportant matters and focus on what went well 

instead of what went wrong. This saves time for more productive purposes.  Sportsmanship behavior of 

employees set an example for others which will reduce complaining, increase satisfaction and enhance 

employee retention (Podsakoff et al., 2000). Within a small organisation, complaining and spreading complaints 

throughout the workforce diminishes the morale. Sportsmanship behavior is therefore very important for 

maintaining the valued team spirit. 

 

3.8.3. Courtesy: 

Courtesy is defined as „discretionary behavior on the part of an individual, which involves helping 

others by minimizing work-related problems to occur‟ (Podsakoff et al., 1990). Behaving courteously will allow 

employees to gel well among themselves which in turn prevent conflicts. This will decrease the amount of time 

and energy spent by the supervisor in negotiating conflicts which otherwise would have occurred. Within SMEs, 

in order to maintain productivity with the small workforce, it is of special importance that employees help their 

leaders by preventing problems from occurring (Podsakoff, 2000). Courteous behavior enhances organization‟s 

ability to quickly adapt to environmental changes, thus having a positive impact on the organizational 

performance (Podsakoff, 2000). 

 

3.8.4. Altruism: 

Altruism is defined as „all discretionary behavior that has the effect of helping others with an 

organizationally relevant task and/or problem‟ (Podsakoff et al., 1990). Especially in SME‟s with a limited 

workforce and a „learning-on-the-job‟ environment, it is important that employees help each other out. This 

behavior invokes a collaborative working environment leading to enhanced team spirit, strong personal 

relations, improved feeling of belongingness and thus resulting in higher productivity. The practice of this 

culture in SME‟s plays a vital aspect in any organization. Employees like working for the organization; a 
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friendly atmosphere makes the organization more attractive to work for and it is therefore less likely that 

employees will leave the organization (Podsakoff et al., 2000).      

 

3.8.5. Civic Virtue: 

Civic virtue is defined as „behavior of the employee that implies the responsible participation in the 

political life of the organization, like attending meetings and reading the intramural mail‟ (Podsakoff et al., 
1990). Civic virtue is not taken into consideration in this research, because previous research only showed a 

weak correlation with leadership behavior (Podsakoff et al., 1996). 

 

IV. Conclusion: 
SMEs put extra pressure on HR professionals to prove the merit of its programs and activities for the 

success of the organization. There are many opportunities to recreate the role and deliver new value to the 

employees. SMEs must understand the difference between the traditional and the conventional approach of 

Talent Attraction to execute the much required change for effective hiring. SMEs largely require focusing 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.  

HR functions deal with different dynamics when contributing to SME growth plan. While the 

organization plans to follow a successful trajectory, there is a need for both HR and the Promoters to appreciate 

and agree on change management agenda through change in organization culture. HR has the responsibility to 

understand business dynamics in SME environment before implementing the standard HR practices, policies 

and processes. Due to low degree of bureaucracy and leaner work force structure, it is easier for HR to 

implement change management programs in SMEs. The mutual appreciation will help HR to be an effective 

business partner. 
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