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ABSTRACT

ThereiscurrentlyadearthofknowledgeforhumanresourcemanagementunderanSMEscontext.
Asaresult,itisassumedthathumanresourcemanagementbasedonlargebusinessorganizations
isapplicableforSMEsatasmallerscale.Fromtheresource-basedview,thisarticle investigates
theimpactofhumanresourcemanagementpracticestowardstheSMEsinBruneiDarussalam.By
conductinganexploratorystudy,aquestionnairesurveyof296wascollectedfromthelocalSMEsto
ascertainhowthehumanresourcemanagementpracticesimpacttheirperformance.Thisisfollowed
bytheanalyzingtheresultviathePearsonCorrelationandMultipleLinearRegressionwhichsuggests
thatspecifichumanresourcemanagementpracticeshaveasignificantimpactontheSMEs.Aspartof
thecontribution,thearticleextendstheknowledgeofhumanresourcemanagementinSMEscontext
byunderstandingtheirimpacttowardstheSMEsperformance.
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INTRoDUCTIoN

Currently,theglobalizedbusinessenvironmentishinderingmanysmall-mediumenterprises(SMEs)
fromachievingtheirfullpotential(Hanson,Melnyk,&Calantone,2011)and,insomecases,cease
theiroperationentirely(Rodriguez-Gutierrezetal.,2015).ThisisduetotheSMEsbeingcontent
withtheirlocalbusinessenvironment(Peschkenetal.,2016).However,suchthreatcanbeovercome
byutilizingtheresourcesefficiently(Dabicetal.,2011).Toachievethis,itisrecommendedthatthe
SMEsimplementthehumanresourcemanagement(HRM).

The HRM is known for their impact towards the business performance (Buller & McEvoy,
2013;Quiros,2009).Fromthisstatement,itcanbedebatedthattheHRMisbeneficialfortheSMEs
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(McEvoy&Buller,2013).PastfindingsbyFabietal.(2009)reportedthat(i)world-classSMEs
enhancedtheirinnovativeaspectsthroughtraininganddevelopmentprocess;and(ii)international
SMEsimprovedtheiremployees’developmentandmotivationwithperformanceappraisalaswell
asrewardsandincentivessystem.ThissupportsthefindingsfromHassan(2010)whoobservedthat
SMEsexperiencedfastgrowthwheninvestedin(i)recruitmentandselectionprocess;(ii)training
anddevelopment;(iii)performanceappraisal;and(iv)rewardsandincentivessystem.Despitethese
relationships, the exact relationshipbetween theHRMpractices andSMEsperformance remain
ambiguous(Hooi&Ngui,2014).

This is due to the majority of the HRM research is based on large business organizations
(Kasturietal.,2006;Montoro-Sanchez&Soriano,2011).Asaresult,thereisalackofinformal
HRMpracticesdocumentedwithintheSMEs(Kasturietal.,2006).Suchdetailsarefundamental
fortheSMEstoformulatetheproperHRMpracticesduetotheirlimitedresources(Zhengetal.,
2009).Withthislimitedinformation,thisstudywouldaddressthecorequestionof“Towhatextent
doHRMpracticesimpacttheSMEsperformanceinBruneiDarussalam?”Bydoingso,thisstudy
wouldnarrow theknowledgegapby expanding the ignoredHRMknowledgewithin theSMEs.
Tobegin,theresource-basedview(RBV)astheunderpinningtheorytounderstandhowtheHRM
practicesimpacttheSMEsperformance.

BACKGRoUND

Resource Based View
ThemainideaofRBVismanybusinessorganizationsarecompetingwithsimilargoodsandservices
due to thesimilarsourceof resources (Peteraf&Bergen,2003).Although it isessential togain
accesstothesource,itisequallyimportanttomanageandsynchronizethemeffectively(Holcomb
etal.,2009).TheRBVisoneofthestrategicmanagementtheorieswhichdescribehowbusiness
organizationsachievecompetitiveadvantagebyconfiguringtheirresourcestobecome(i)rare;(ii)
difficulttoimitate;and(iii)difficulttosubstitute(Costaetal.,2013;L’Ecuyer&Raymond,2017).
Thisreasoningexplainshowdifferentbusinessorganizationsintermsofsize,areabletothriveby
relyingtheirinternalfactors(Kasturietal.,2006).

Thisimpliestheimportanceoflinkingkeyresourceswiththebusinessperformance(Kunc&
Morecroft,2010).BasedontheRBV,thebusinessorganizationscanachievesustainablecompetitive
advantagebyimplementingtheproperHRMpractices(Batt&Hermans,2012).Thisisduetothe
valueofHRMpracticesarederivedfromtheemployees’knowledgeandcapability(Newman&
Sheikh,2014).Therefore,thisstudywillfurtheranalyzehowtheHRMpracticesaresignificantto
theSMEsperformance.

SMEs in Brunei Darussalam
InBruneiDarussalam,oneofthemainobjectivesinrelationtoBruneiVision2035,isbecominga
sustainableeconomywiththeaverageGrossDomesticProduct(GDP)growthrateof5.0%to6%per
annum(DepartmentofEconomicPlanningandDevelopment,2012).WiththerecentGDPgrowthof
BruneiDarussalamfor2018being2.5%(TradingEconomics,2018),thisdepictsBruneiDarussalam
asagrowingeconomy.However,thisisduetotheoilandgasproductwhichaccountedfor60%of
theGDPand90%ofthetotalexports(Darwishetal.,2017).Asaresult,itisimportanttodiversify
bystrengtheningtheSMEsdevelopment.

TheSMEsinBruneiDarussalamareidentifiedbasedontheirnumberofemployees,inwhich,
theirsizearecategorizedinto(i)micro(1–4);(ii)small(5–19);(iii)medium(20–99);and(iv)
large(l00+)(DepartmentofEconomicPlanningandDevelopment,2017).Thisdepictstheemployees
ascrucialaspectsoftheBruneiSMEs.ThisissupportedbypastobservationbyLowetal.(2012)
whoreportedhowHRMpracticesareefficientintheBruneiSMEswhentheSMEsleaders(i)gained
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theemployees’supportandcommitment;(ii)securedhighsenseofunityamongtheemployees;and
(iii)properlyestablishedatwo-waycommunicationwiththeemployees.Inaddition,pastfindingsby
Mohamedetal.(2013)reportedhowyoungerandsmallerlocalSMEshadbecomerigorouswiththe
recruitmentandtrainingprocesses.TheseobservationssupporttherecentfindingsbyDarwishetal.
(2017)whichhighlightedhowHRMpracticesaresignificantforSMEsfromnon-resourceindustry,
itisdifficulttoimplementduetothelackofresources.Toovercomethis,itisimportanttoreview
theSMEperformanceindetail.

SME PERFoRMANCE

TheSMEperformanceisinfluencedby(i)thelackofresources;(ii)thelesscomplexmanagement
skills;(iii)theinformalandnon-bureaucraticstructure;(iv)employinggeneralistratherthanspecialists;
and(v)themotivesofSMEsleaders(Dutotetal.,2014;Rodriguez-Gutierrezetal.,2015).Table1
hasidentifiedtheSMEperformancefrompastresearch.

The SME performance can be defined as their past, present and future accomplishments
(Wandongo&Abel-Kader,2014;Yousaf&Majid,2016).ThisdescriptionsupportsTable1which
reflectedtheseaccomplishmentsastheSMEperformanceintermsof(i)financialperformance;and
(ii)non-financialperformance(Gharakhani&Mousakhani,2012;Liao,2005;Saunila,2016).Inorder
toaccuratelydepicttheseaccomplishmentsintheSMEperformance,thisstudydefinestheSME
performanceasthecombinationoffinancialandnon-financialaspectofthebusinessperformance
inrelationtothemainobjectives.

Human Resource Management Practices in SMEs
The main objective of this study is to analyze the impact of HRM practices towards the SME
performance.TheHRMpracticesinSMEsaremainlyinformal(Barret&Mayson,2007)anddifficult
toshiftintoformalpractices(Hooi&Ngui,2014).However,theSMEsleadersarerecommendedto
(i)considerthecurrentbusinessenvironmenttoensuretheHRMpracticesaresuitable(Jingetal.,
2005);and(ii)beawareofhowminimalinvestmentinHRMpracticescanleadtoweakstrategic
development(Fabietal.,2009).ThesedetailsarecrucialduetotheSMEsroutinesandcapabilities
arederivedfromtheemployees’proficiency(Yao&Chang,2017).

TheHRMcanbedefinedas(i)theprocessofattracting,developingandmaintainingtheemployees
toachievethebusinessobjectives(Cruzetal.,2011);and(ii)thestrategicintegrationofpractices
formanaginganddevelopingemployees(Newman&Sheikh,2014).Thesedescriptionshighlight
themainHRMfunctionas(i)identifyingemployeesthatcomplimentsthebusinessobjectives;(ii)

Table 1. List of SME performance

SME Performance
References

Financial Performance Non-Financial Performance

Marketshare;Profitgrowth;Returnon
investment;Salesgrowth;Returnonasset;
Operationcost

Newproductdevelopment;Innovation;
Customersatisfaction;Customerretention

Gharakhaniand
Mousakhani(2012)

Salesgrowth;Returnonequity Productivity;Employeeturnoverrate;
Qualityimprovement Fabietal.(2009)

Marketshare;Profitgrowth;Salesgrowth
Productivity;Productionefficiency;New
productdevelopment;Employeeturnover
rate

HooiandNgui(2014)

Operationcost Productivity;Productionefficiency;
Employeeturnoverrate

EcuyerandRaymon
(2017)
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developingemployees’competencies;and(iii)motivatingtheemployees(Hassan,2010).Table2
identifiesthelistofHRMpracticeswiththeirmainfunctions.

PastresearchstudyfromCasselletal.(2002)reported:(i)recruitmentandselectionprocess;
(ii)traininganddevelopment;and(iii)performanceappraisalasthepopularHRMpracticeswhile
therewardsandincentivessystemwasdeemedtheleastpopularHRMpractices.Similarly,Zheng
etal.(2009)observed:(i)recruitmentandselectionprocess;and(ii)rewardsandincentivessystem
aspopulartraditionalHRMpracticeswhereas(i)traininganddevelopment;and(ii)performance
appraisal are linked to innovative HRM practices in the SMEs. In addition, the SMEs begin to
implementformalpracticeswhen:(i)informalcommunicationchannelarelesseffective;(ii)informal
employee’sengagementsessionbecomeinappropriate;and(iii)HRMspecialistsareessentialtoavoid
overburdeningtheSMEsleaders(McPherson,2008).Fromthesefindings,itisevidenthowHRM
practiceshaveasignificantimpactonSMEperformance.Therefore,thisarticlewillfurtherreview
theHRMpracticesin-depthtounderstandtheirimpactontheSMEperformance.

Recruitment and Selection Process
The recruitmentandselectionprocesscontribute to theSMEsbyattractingemployeesbasedon
theirvalueandinterest(Liao,2005;Zhengetal.,2009).Businessorganizationswithlargenumber
ofemployeesexperiencecomplexrecruitmentandselectionprocess(Barrett&Mayson,2007).In
contrast,thenumberofemployeesintheSMEsislow.Asaresult,theSMEsimplementinformal
recruitmentandselectionprocesswhichareconvenientandaffordable(Newman&Sheikh,2014).
However,themainpurposeofthisHRMpracticeintheSMEsistoattracthighly-skilledemployees
withkeyattributesthatcomplementswiththeirmainobjectives(Hassan,2010;Langwell&Heaton,
2016).Therefore,thisstudyproposedthefollowinghypothesis:

Hypothesis One:Therecruitmentandselectionprocesshasapositive impactontheoverall
SMEperformance.

Hypothesis One A:The recruitmentandselectionprocesshaveapositive impacton the
SMEperformance.

Hypothesis One B:The recruitmentandselectionprocesshaveapositive impacton thenon-
financialperformance.

Table 2. List of the identified HRM practices

HRM Practices Main Function

Recruitmentand
selectionprocess Theprocessofdraftingpotentialcandidatesbasedontheirvalueandinterest(Liao,2005)

Trainingand
development

Theinstructionalproceduretoenhancetheemployee’sskill,knowledge,attributesand
behavior(Zhengetal.,2009)

Performanceappraisal Thesystemtocontrolandimprovebusinessperformancebyclearevaluationprocess(Meena
andVanka,2017;Ziyae,2016)

Rewardsandincentives
system

Thesystemimprovesthebusinessperformancebyrewardingtheemployeesbasedontheir
contribution(KramarandParry,2014;LangwellandHeaton,2016).

Communication
channel

Thisinvolvesspreadinginformationamongthepersonnelinthebusinessorganizationvia(i)
formal;and(ii)informalmeans(Cruzetal.,2011)

Employees’engagement
session

Theinteractionbetweentheemployeesandthemanager-ownerstoperceivethebusiness
performancefromemployees’perspective(Castrogiovannietal.,2016;Cruzetal.,2011)

Humanresource
specialist

PersonnelresponsibleforformulatingandimplementingtheHRMpracticesinthebusiness
organization(Self-definition)
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Hypothesis One C: The recruitment and selection process have a positive impact on the
financialperformance.

Training and Development
The training and development process are a procedure which enhances the employees’ skills,
knowledgeandattributes(Zhengetal.,2009).Theproceduresinvolve:(i)knowledgesharing,(ii)work
awareness;and(iii)skill-buildingprograms(Meena&Vanka,2017).Asaresult,thisimprovesthe
employees’(i)productivity(Kramar&Parry,2014);and(ii)problemsolvingskill(Castrogiovanniet
al.,2011;Langwell&Heaton,2016).AlthoughtheSMEsexperiencedlowtraininganddevelopment
cost due to their small number (Reid et al., 2002), it is an informal, unplanned and short-term
procedureduetothehighcostinvolvedandlimitedawarenessonthebenefits(Newman&Sheikh,
2014).Nevertheless, the traininganddevelopmentprocess implemented in theSMEs intends to
enhancetheoverallemployees’capabilities.Thus,thefollowinghypothesisisproposedinthisstudy:

Hypothesis Two:TraininganddevelopmenthasapositiveimpactontheoverallSMEperformance.
Hypothesis Two A:TraininganddevelopmenthasapositiveimpactontheSMEperformance.
Hypothesis Two B:Traininganddevelopmenthasapositiveimpactonthenon-financialperformance.
Hypothesis Two C:Traininganddevelopmenthasapositiveimpactonthefinancialperformance.

Performance Appraisal
Theperformanceappraisalistheevaluationprocesstocontrolandimprovebusinessperformance
(Meena&Vanka,2017;Ziyae,2016).IntheSMEs,theperformanceappraisalisinformalandless
systematicwhichfocusesonmonitoringemployeesperformance(McEvoy&Buller2013;Newman
&Sheikh,2014).Thiscanbeconductedby(i)thesupervisors;(ii)fellowpeers;and(iii)subordinates
(Kramar&Parry,2014)topinpointspecificemployee’saspectsforimprovements(McEvoy&Buller,
2013)whileensuringfairnesswithintheworkforce(Meena&Vanka,2017).Withproperguidance
andfairevaluation,theemployeesaredirectedtowardsthemainobjectives.Therefore,thisstudy
proposedthefollowinghypothesis:

Hypothesis Three:PerformanceappraisalhasapositiveimpactontheoverallSMEperformance.
Hypothesis Three A:PerformanceappraisalhasapositiveimpactontheSMEperformance.
Hypothesis Three B:Performanceappraisalhasapositiveimpactonthenon-financialperformance.
Hypothesis Three C:Performanceappraisalhasapositiveimpactonthefinancialperformance.

Rewards and Incentives System
Therewardsandincentivessystemimprovethebusinessperformancebyrewardingtheemployees
basedontheircontribution(Kramar&Parry,2014;Langwell&Heaton,2016)intheformof(i)
monetaryrewards;and(ii)non-monetaryrewards(Langwell&Heaton,2016;Zhengetal.,2009).
In the SMEs, informal rewards and incentives systems are implemented to control employee’s
performance (Barrett & Mayson, 2007; Newman & Sheikh, 2014). This stimulates the SME
performanceduetotheemployeesbeingawareofhowtheirperformanceislinkedtotheirrewards
andincentives(Castrogiovannietal.,2011).Byaccommodatingtheemployees’need,thebusiness
organizationscanenhancetheemployee’sperformance(Liao,2005;Meena&Vanka,2017).Inother
words,themainpurposeofrewardsandincentivessystemistoretainandmotivatetheemployees
(Hassan,2010).Therefore,thisstudyhypothesizesthefollowing:

Hypothesis Four: Rewards and incentives system has a positive impact on the overall
SMEperformance.
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Hypothesis Four A:RewardsandincentivessystemhasapositiveimpactontheSMEperformance.
Hypothesis Four B: Rewards and incentives system has a positive impact on the non-

financialperformance.
Hypothesis Four C:Rewardsandincentivessystemhasapositiveimpactonthefinancialperformance.

Communication Channel
The communication channel is implemented to spread information among the employees of the
businessorganizationthrough(i)formal;and(ii)informalmeans(Cruzetal.,2011).TheSMEsmainly
implementopencommunicationduetotheirnon-existentcommunicationstrategy(Wilkinson,1999).
WithvariousrulesandregulationsaswellasSMEsleader’ssupervision(Ziyae,2016),aneffective
communicationchannelisessentialtospreadinformation(Cruzetal.,2011).ThisallowstheSMEs
leadersto(i)provideclearinformationtosatisfytheemployees’formativeneeds;and(ii)facilitate
their knowledge to the employees (Castrogiovanni et al., 2011). This means the communication
channel directs the employees towards the main objectives. Therefore, this study proposed the
followinghypothesis:

Hypothesis Five:CommunicationchannelhasapositiveimpactontheoverallSMEperformance.
Hypothesis Five A:CommunicationchannelhasapositiveimpactontheSMEperformance.
Hypothesis Five B:Communicationchannelhasapositiveimpactonthenon-financialperformance.
Hypothesis Five C:Communicationchannelhasapositiveimpactonthefinancialperformance.

Employees’ Engagement Session
Theemployees’engagementsessioninvolvestheinteractionbetweentheemployeesandmanager-
leaderstostimulatebusinessperformance(Castrogiovannietal.,2011).Thisallowsthebusiness
organizationstoperceivetheirperformancefromtheemployees’perspective(Cruzetal.,2011).The
employees’involvementinthebusinessobjectivescanstimulatetheircommitmentandperformance
(Sanchoetal.,2018). In theSMEs, it important tomaintaincommittedand loyalemployeesby
acknowledging their contribution towards decision making process (Darcy et al., 2014). The
employees’scopeofinfluencehasasignificantimpacttowardsthebusinessorganizations(Miles&
Clieaf,2016)dueto(i)theirinfluenceontheoverallbusinessperformance;and(ii)theirperspectives
beingtakenintoconsiderationtoachievethemainobjectives(Cruzetal.,2011).Thus,thisstudy
proposedthefollowinghypothesis:

Hypothesis Six: Employees’ engagement session has a positive impact on the overall
SMEperformance.

Hypothesis Six A:Employees’engagementsessionhasapositiveimpactontheSMEperformance.
Hypothesis Six B: Employees’ engagement session has a positive impact on the non-

financialperformance.
Hypothesis Six C:Employee’sengagementsessionhasapositiveimpactonfinancialperformance.

Human Resource Specialist
TheSMEs leadersacknowledge thevalueofhumanresourcespecialistbutarenotkeen to their
directiontoavoidbureaucraticmanagement(Renwick,2003).WiththemainideaofHRMconsisting
asetofpracticeswhichreinforceeachother(Batt&Hermans,2012),theSMEsimplementslimited
complexHRMpracticestoavoidhighcost(Newman&Sheikh,2014).Thisisevidentduringthe
earlyphaseoftheSMEs,inwhichHRMpracticesarecoordinatedbytheSMEsleaders(McEvoy&
Buller,2013).ThisresultintheoverallHRMpracticesbeinginformal,emergentandreactiveHRM
(Pscychogiosetal.,2016).However,whentheSMEsexperiencegrowth,formalHRMpracticesare
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adopted,includingprofessionalhumanresourcespecialist(Cruzetal.,2011).Therefore,thisstudy
proposedthefollowinghypothesis:

Hypothesis Seven:HumanresourcespecialisthasapositiveimpactontheoverallSMEsperformance.
Hypothesis Seven A:HumanresourcespecialisthasapositiveimpactontheSMEsperformance.
Hypothesis Seven B: Human resource specialist has a positive impact on the non-

financialperformance.
Hypothesis Seven C:Humanresourcespecialisthasapositiveimpactonthefinancialperformance.

METHoDoLoGy

Thisstudyconductedanexploratorystudy to identify the impactofHRMpractices towards the
SMEsperformance inBruneiDarussalam.Anexploratory study is suitable for (i) assessing the
researchphenomenontogaininsightforclarifyingtheresearcher’sunderstanding(Saundersetal.,
2009);and(ii)investigatingtheresearchphenomenonwithinanunder-researchareawhichthelack
ofpriorknowledge(Psychogiosetal.,2016).Thisstudybeginstheexploratorystudybyselecting
theSMEsinBruneiDarussalam.

Forthisstudy,non-probabilitysamplingwaschosen,inwhich,thesamplepopulationhavea
predeterminedchanceofbeingselected(Sekaran&Bougie,2016).Fromtherecentstatistics,the
samplingpopulationoftheSMEsserviceindustryinBruneiDarussalamis3,477(Departmentof
EconomicPlanningandDevelopment,2017).Basedonthissamplepopulation,therecommended
samplesizeis346(Saundersetal.,2009).Thedatacollectionwasconductedwiththequestionnaire
survey todevelopdescriptive and inferential statistics for explaining the relationship among the
variables(Sreejeshetal.,2014).Thequestionnairesweredistributedto346SMEspersonally, in
which296responded,providingahighresponserateof85.5%.

Thequestionnairesurveyattemptsto(i)collectthedemographicdetailsoftheSMEs;(ii)assess
theSMEslevelofperformance;and(iii)assesstheHRMpracticesimplementedintheSMEs.Forthis
researchstudy,observableandmeasureableindexwereconsideredasameanstooperationalizethe
measurementforanalyzingthebehavioraldimensionandfacetsoftheconcept(Sekaran&Bougie,
2016).Inthiscase,theLikertscaleisusedtoanalyzefavorableandunfavorableattitudes(Kothari,
2004)derived fromequal intervalsamong theparticipants (Creswell,2012). Inotherwords, the
measuringscalesareimplementedonthequantitativedatabasedonthedatadescriptions.

RESULT AND ANALySIS

Descriptive Results
Table3providesthedescriptivebackgroundinformationoftheSMEsintermsof(i)thenumber
ofemployees,(ii)yearsofoperationsand(iii)typesofgoodsandservicesprovided.Basedonthe
numberofemployees,53.4%oftheSMEsarecategorizedassmallwhiletheremaining22.3%and
24.3%arecategorizedasmicroandmediumrespectively.Asfortheyearsofoperations,34.8%of
theSMEshaveoperatedformorethan15years.Thisisfollowedby30.1%oftheSMEswhichhave
operatedbetween2to5years.Meanwhiletheremaining22.6%and12.5%haveoperatedbetween6
to10yearsand11to15yearsrespectively.Intermsofthetypesofgoodsandservices,thetopthree
(3)categories(whileexcludingothers)are(i)retail(15.5%);(ii)foodandbeverages(13.5%);and
(iii)professionalservices(12.5%).

Factor Analysis
Thefactoranalysiswasusedtogroupthefollowingvariables:(i)SMEperformance;(ii)HRM
practiceswhichisillustratedinTable4andTable5.InTable4,two(2)componentswereextracted
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fromtheSMEperformanceandwerelabeledas:(i)non-financialperformance;and(ii)financial
performance. The non-financial performance describes the non-monetary aspects of the SME
performancebyfocusingon:(i)employee’smorale;(ii)employee’sproductivity;(iii)numberof
objectivesachieved;and(iv)thequalityofgoodsandservices.Asforthefinancialperformance,
itdescribesthemonetaryaspectsoftheSMEperformancebyfocusingon:(i)netprofitmargin;
and(ii)returnoninvestment.

ThisisfollowedbythefactoranalysisconductedonHRMpractices,inwhich,seven(7)
componentswereextractedandlabeledas(i)humanresourcespecialist(HS);(ii)employees’

Table 3. Information of the SMEs service industry in Brunei Darussalam

Description Frequency 
(N=296) Percentage

Numberof
Employees

Between1to4
Between5to19
Between20to99

66
168
72

22.3%
53.4%
24.3%

Yearsof
Operations

Between2to5years
Between6to10years
Between11to15years
Morethan15years

89
67
37
103

30.1%
22.6%
12.5%
34.8%

TypesofGoods
andServices
Provided

Retail
ImportandExport
TransportationServices
PackagingServices
FoodandBeverages
HotelandTravel
FinancialInstitution
ProfessionalServices
Engineering,ArchitectureandTechnicalServices
MaintenanceandRepairServices
EducationServices
HealthServices
PersonalCareServices
Others

46
11
3
2
40
14
12
37
33
14
20
3
3
58

15.5%
3.7%
1.0%
0.7%
13.5%
4.7%
4.1%
12.5%
11.1%
4.7%
6.8%
1.0%
1.0%
19.6%

Table 4. Factor analysis loadings for SMEs performance

Component

Non-Financial Performance Financial Performance

Employee’smorale .855

Employee’sproductivity .836

Numberofobjectivesachieved .805

Thequalityofgoodsandservices .728

Netprofitmargin .923

Returnoninvestment .912

KMO:.792
Variance:76.800%
Bartlett’sTestofSphericity:933.012
Sig:.000
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engagement session (EE); (iii) performance appraisal (PA); (iv) recruitment and selection
process(RS);(v)rewardsandincentives(RI);(vi)traininganddevelopment(TD);and(vii)
communicationchannel(CC).ThefactoranalysisloadingfortheHRMpracticesisillustrated
inTable5.

Reliability Test
Afterthefactoranalysisiscompleted,theCronbach’salphareliabilitytestwasconductedwiththe
resultshowninTable6.Basedontheresult,theCronbach’salpharangedfrom.738to.934,which
is theacceptable range toconduct anexploratory study.Therefore, the instrumenthadexcellent
reliabilitytogiveconsistentresultsforthisresearchstudy.

Table 5. Factor analysis loading for HRM practices

Component

HS EE PA RS RI TD CC

HS06 .910

HS05 .895

HS01 .892

HS03 .881

HS02 .853

HRM21 .624

HRM19 .897

HRM18 .868

HRM20 .844

HRM09 .858

HRM08 .777

HRM10 .738

RS04 .853

RS03 .847

RS05 .719

RI03 .818

RI01 .766

RI04 .742

HRM02 .826

HRM03 .785

HRM04 .669

HRM17 .822

HRM16 .719

KMO: .872
Variance: 77.516%
Bartlett’s Test of Sphericity: 4429.817
Sig: .000
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Pearson’s Correlation Analysis
Correlationanalysiswasconductedtoexplainthelinearrelationshipbetweentwovariables.Forthis
researchstudy,thecorrelationbetweenHRMpracticesandSMEperformancewereanalyzedwhich
illustratedinTable7.

Thecorrelationanalysiswassubjectedtotwo-tailedtestofstatisticalsignificantatp<0.01.Fromthe
analysis,theresulthasshownhowalltherelationshipbetweentheHRMpracticesandSMEperformance
weresignificantexceptforrecruitmentandselectionandfinancialperformance(r=0.95,p=.102).

IntermsofrelationshipwiththeSMEperformance,thefollowingsHRMpracticeshavemedium-
strengthrelationship:(i)traininganddevelopment(r=.342,p<0.01);(ii)employees’engagement
session(r=.339,p<0.01),(iii)humanresourcespecialist(r=.330,p<0.01);and(iv)performance
appraisal(r=.303,p<0.01).ThismeansahighSMEperformanceisassociatedwith:(i)training
and development; (ii) employees’ engagement session; (iii) human resource specialist; and (iv)
performanceappraisal.

Asfortherelationshipwiththenon-financialperformance,thefollowingHRMpracticeshave
shownmediumstrengthrelationship:(i)traininganddevelopmentprocess(r=.332,p<0.01);(ii)
humanresourcespecialist(r=.332,p<0.01);and(iii)employees’engagementsession(r=.320,p<
0.01).Thismeansthehighnon-financialperformanceisassociatedwith:(i)traininganddevelopment;
(ii)humanresourcespecialist;and(iii)employees’engagementsession.

Meanwhile, for the relationship with financial performance, none of the HRM practices
demonstratedamediumstrengthrelationship.However,theperformanceappraisalsystemhasthe
strongestrelationshipamongtheHRMpractice(r=.263,p<0.01).

Basedontheanalysis,itsuggeststhatSMEperformanceandnon-financialperformancearehighly
associatedwith:(i)thetraininganddevelopmentprocess;(ii)employees’engagementsession;and
(iii)humanresourcespecialist.Asforthefinancialperformance,itisassociatedwiththeperformance
appraisalsystem,albeitbeingaweakrelationship.

Linear Regression Analysis
Thelinearregressionanalysisisastatisticaltechniquewhichanalyzestherelationshipbetweena
singledependentvariablewithseveralindependentvariables.Inthisresearchpaper,therelationship
betweentheHRMpracticesareanalyzedwiththefollowings:(i)overallSMEperformance;(ii)non-
financialperformance;and(iii)financialperformance.

Impact of Human Resource Management Towards the SME Performance
Table 8 illustrates the regression analysis between HRM practices and SME performance
whichindicatedR=.478,R2=.229,R2adjusted=.210,F=12.209,P<0.01.Thismeansthe

Table 6. Reliability test for the variables

Variables No. of Items Cronbach’s Alpha

SMEsperformance
Non-financialperformance
Financialperformance

6
4
2

.855

.853

.885

HRMpractices
HS
EE
PA
RS
RI
TD
CC

24
6
4
3
3
3
3
2

.903

.934

.831

.821

.802

.789

.738

.762
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Table 7. Correlation between HRM practices and overall SMEs performance

RS TD PA RI CC EE HS SMEP NFP FP

RS

Pearson
Correlation 1 .217** .228** .352** .195** .310** .342** .191** .208** .095

Sig.(2-tailed) .000 .000 .000 .001 .000 .000 .001 .000 .102

N 296 296 296 296 296 296 296 296 296 296

TD

Pearson
Correlation .217** 1 .417** .297** .354** .206** .256** .342** .332** .242**

Sig.(2-tailed) .000 .000 .000 .000 .000 .000 .000 .000 .000

N 296 296 296 296 296 296 296 296 296 296

PA

Pearson
Correlation .228** .417** 1 .323** .475** .273** .336** .303** .266** .263**

Sig.(2-tailed) .000 .000 .000 .000 .000 .000 .000 .000 .000

N 296 296 296 296 296 296 296 296 296 296

RI

Pearson
Correlation .352** .297** .323** 1 .332** .446** .382** .261** .252** .186**

Sig.(2-tailed) .000 .000 .000 .000 .000 .000 .000 .000 .001

N 296 296 296 296 296 296 296 296 296 296

CC

Pearson
Correlation .195** .354** .475** .332** 1 .335** .345** .270** .251** .209**

Sig.(2-tailed) .001 .000 .000 .000 .000 .000 .000 .000 .000

N 296 296 296 296 296 296 296 296 296 296

EE

Pearson
Correlation .310** .206** .273** .446** .335** 1 .380** .339** .320** .255**

Sig.(2-tailed) .000 .000 .000 .000 .000 .000 .000 .000 .000

N 296 296 296 296 296 296 296 296 296 296

HS

Pearson
Correlation .342** .256** .336** .382** .345** .380** 1 .330** .332** .213**

Sig.(2-tailed) .000 .000 .000 .000 .000 .000 .000 .000 .000

N 296 296 296 296 296 296 296 296 296 296

SMEP

Pearson
Correlation .191** .342** .303** .261** .270** .339** .330** 1 .934** .769**

Sig.(2-tailed) .001 .000 .000 .000 .000 .000 .000 .000 .000

N 296 296 296 296 296 296 296 296 296 296

NFP

Pearson
Correlation .208** .332** .266** .252** .251** .320** .332** .934** 1 .489**

Sig.(2-tailed) .000 .000 .000 .000 .000 .000 .000 .000 .000

N 296 296 296 296 296 296 296 296 296 296

FP

Pearson
Correlation .095 .242** .263** .186** .209** .255** .213** .769** .489** 1

Sig.(2-tailed) .102 .000 .000 .001 .000 .000 .000 .000 .000

N 296 296 296 296 296 296 296 296 296 296

**. Correlation is significant at the 0.01 level (2-tailed).
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multiplecorrelationcoefficientsbetweentheHRMpracticesandSMEperformancewere.478,
inwhichtheHRMpracticesaccountedfor22.9%ofthevarianceintheoverallperformance.
Inaddition,thegeneralizabilityofthismodelinanotherpopulationis.210.AsfortheDurbin
Watson(DW)value,itis1.925.

AmongtheHRMpractices,traininganddevelopmentprocess(TD)(β=.210,t=3.559,p=.000)
hadthehigheststandardizedbetacoefficient.Thisisfollowedbyemployees’engagementsession
(EE)(β=.196,t=3.207,p=.001)andhumanresourcespecialist(HS)(β=.157,t=2.571,p=
.011).Thisindicatesthat(i)traininganddevelopmentprocess;(ii)employees’engagementsession;
and(iii)humanresourcespecialistareimportantvariablesforSMEperformance.

However,therecruitmentandselectionprocess(RS)(β=.001,t=0.018,p=.985);performance
appraisal(PA)(β=.091,t=1.448,p=.149);rewardsandincentives(RI)(β=.012,t=0.191,p=
.849);andcommunicationchannel(CC)(β=.028,t=0.456,p=.649)werenotsignificantlyrelated
totheSMEperformance.Thus,SMEperformancecanbeimprovedbytraininganddevelopment;
employee’sengagementandhumanresourcespecialist.Whilst,hypothesesH2a,H6aandH7aare
supported,hypothesesH1a,H3a,H4aandH5aarerejected.

Impact of Human Resource Management Towards the Non-Financial Performance
Table9illustratestheregressionanalysisbetweenHRMpracticesandnon-financialperformance
whichindicatedR=.460,R2=.212,R2adjusted=.192,F=11.038,P<0.01.Thismeansthe
multiplecorrelationcoefficientsbetweentheHRMpracticesandnon-financialperformancewere
.460,inwhichtheHRMpracticesaccountedfor21.2%ofthevarianceintheoverallperformance.In
addition,thegeneralizabilityofthismodelinanotherpopulationis.192.AsfortheDurbinWatson
(DW)value,itis1.955.

AmongtheHRMpractices,traininganddevelopmentprocess(TD)(β=.213,t=3.565,p=.000)
hadthehigheststandardizedbetacoefficient.Thisisfollowedbyemployees’engagementsession
(EE)(β=.175,t=2.833,p=.005)andhumanresourcespecialist(HS)(β=.171,t=2.779,p=
.006).Thisindicatesthat(i)traininganddevelopmentprocess;(ii)employees’engagementsession;
and(iii)humanresourcespecialistareimportantvariablesfornon-financialperformance.

Table 8. Regression analysis between HRM practices and SMEs performance

Model

Unstandardized 
Coefficients

Standardized 
Coefficients

t Sig.
Correlations Collinearity 

Statistics

B Std. 
Error Beta Zero-

Order Partial Part Tolerance VIF

1

(Constant) 1.646 .235 6.995 .000

RS .001 .046 .001 .018 .985 .191 .001 .001 .804 1.243

TD .144 .041 .210 3.559 .000 .342 .205 .184 .769 1.300

PA .048 .033 .091 1.448 .149 .303 .085 .075 .673 1.486

RI .010 .051 .012 .191 .849 .261 .011 .010 .683 1.465

CC .016 .035 .028 .456 .649 .270 .027 .024 .686 1.457

EE .175 .055 .196 3.207 .001 .339 .186 .166 .716 1.397

HS .097 .038 .157 2.571 .011 .330 .150 .133 .721 1.387

a. Dependent Variable: SMEP
R: .478
R2: .229
Adjusted R2: .210
Durbin Watson: 1.925
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However,therecruitmentandselectionprocess(RS)(β=.029,t=0.496,p=.620);performance
appraisal(PA)(β=.049,t=0.774,p=.439);rewardsandincentives(RI)(β=.010,t=0.164,p
=.870);andcommunicationchannel(CC)(β=.026,t=0.406,p=.685)werenotsignificantly
relatedtotheSMEsperformance.Thus,non-financialperformancecanbeimprovedbytrainingand
development;employee’sengagementandhumanresourcespecialist.Whilst,hypothesesH2b,H6b
andH7baresupported,hypothesesH1b,H3b,H4bandH5barerejected.

Impact of Human Resource Management Towards the Financial Performance
Table10 illustrates the regressionanalysisbetweenHRMpracticesand financialperformance
whichindicatedR=.357,R2=.128,R2adjusted=.106,F=6.020,P<0.01.Thismeansthe
multiplecorrelationcoefficientsbetweentheHRMpracticesandfinancialperformancewere.357,
inwhichtheHRMpracticesaccountedfor12.8%ofthevarianceintheoverallperformance.In
addition,thegeneralizabilityofthismodelinanotherpopulationis.106.AsfortheDurbinWatson
(DW)value,itis1.904.

AmongtheHRMpractices,employees’engagementsession(EE)(β=.165,t=2.536,p=
.012)hadthehigheststandardizedbetacoefficient.Thisisfollowedbyperformanceappraisal
system(PA)(β=.134,t=2.004,p=.046)andtraininganddevelopment(TD)(β=.132,t
=2.098,p=.037).Thisindicatesthat(i)employees’engagementsession;(ii)performance
appraisal system; and (iii) training and development process are important variables for
financialperformance.

However,therecruitmentandselectionprocess(RS)(β=.-049,t=-0.801,p=.424);
rewardsandincentivessystem(RI)(β=.011,t=0.159,p=.873);communicationchannel
(CC) (β = .024, t = 0.354, p = .724); and human resource specialist (HS) (β = .076, t =
1.169,p=.244)andwerenotsignificantlyrelatedtotheSMEsperformance.Thus,financial
performancecanbeimprovedbyemployee’sengagement;traininganddevelopmentaswell
asperformanceappraisal.Whilst,hypothesesH2c,H3candH6caresupported,hypotheses
H1c,H4c,H5candH7carerejected.

Table 9. Regression analysis between HRM practices and non-financial performance

Model

Unstandardized 
Coefficients

Standardized 
Coefficients

t Sig.
Correlations Collinearity 

Statistics

B Std. 
Error Beta Zero-

Order Partial Part Tolerance VIF

1

(Constant) 1.700 .262 6.496 .000

RS .025 .051 .029 .496 .620 .208 .029 .026 .804 1.243

TD .161 .045 .213 3.565 .000 .332 .206 .187 .769 1.300

PA .029 .037 .049 .774 .439 .266 .046 .041 .673 1.486

RI .009 .056 .010 .164 .870 .252 .010 .009 .683 1.465

CC .016 .039 .026 .406 .685 .251 .024 .021 .686 1.457

EE .172 .061 .175 2.833 .005 .320 .165 .148 .716 1.397

HS .117 .042 .171 2.779 .006 .332 .162 .145 .721 1.387

a. Dependent Variable: NFP
R: .460
R2: .212
Adjusted R2: .192
Durbin Watson: 1.955
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FINDINGS AND DISCUSSIoNS

TheobjectiveofthisstudyistoexaminetherelationshipbetweentheHRMpracticeswiththeSME
performance.TheresultofthecorrelationanalysisshowsthatallthevariablesbetweenHRMpractices
withSMEperformanceweresignificantwiththeexceptionofrecruitmentandselectionwithfinancial
performance.ThelinearregressionanalysiswasconductedtoexaminethemostcontributoryHRM
practiceswhichbestpredicttheSMEsperformance.Theanalysiswasconducted,inwhichtheresult
ofthehypothesiswassummarizedinTable11.

ThisstudyobservedthattraininganddevelopmentissignificantfortheoverallSMEperformance.
WhenSMEsareexperiencinggrowth,highlyskilledemployeesarerequiredtomaintainoperation

Table 10. Regression analysis between HRM practices and financial performance

Model

Unstandardized 
Coefficients

Standardized 
Coefficients

t Sig.
Correlations Collinearity 

Statistics

B Std. 
Error Beta Zero-

order Partial Part Tolerance VIF

1

(Constant) 1.537 .308 4.994 .000

RS -.048 .060 -.049 -.801 .424 .095 -.047 -.044 .804 1.243

TD .111 .053 .132 2.098 .037 .242 .123 .115 .769 1.300

PA .087 .044 .134 2.004 .046 .263 .117 .110 .673 1.486

RI .011 .066 .011 .159 .873 .186 .009 .009 .683 1.465

CC .016 .046 .024 .354 .724 .209 .021 .019 .686 1.457

EE .181 .071 .165 2.536 .012 .255 .148 .140 .716 1.397

HS .058 .050 .076 1.169 .244 .213 .069 .064 .721 1.387

a. Dependent Variable: FP
R: .357
R2: .128
Adjusted R2: .106
Durbin Watson: 1.904

Table 11. Summary of hypothesis result

Hypothesis Description Result

1 Recruitmentandselectionprocesshaveasignificantimpacton
SMEsperformance Notsupported

2 Traininganddevelopmentprocesshaveasignificantimpacton
SMEsperformance Supported

3 PerformanceappraisalsystemhasasignificantimpactonSMEs
performance

Partially
supported

4 RewardsandincentivessystemhaveasignificantimpactonSMEs
performance Notsupported

5 CommunicationchannelhasasignificantimpactonSMEs
performance Notsupported

6 Employees’engagementsessionhasasignificantimpactonSMEs
performance Supported

7 HumanresourcespecialisthasasignificantimpactonSMEs
performance

Partially
supported
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(McEvoy&Buller,2013).Thisisduetothetraininganddevelopmentprocesswhichissuitable
forsustainableinitiativesfor thebusinessorganizations(Langwell&Heaton,2016).Thesecond
findingsofthisstudyindicatedemployees’engagementsessionbeingsignificanttotheoverallSME
performance.ThisisduetotheinformalemployeerelationswithintheSMEs(Wilkinson,1999).The
SMEsencourageemployees’involvementduetotheirvalueandcapabilitiesinachievingcompetitive
advantage (McPherson, 2008).Thus, the sharingof information by the employees is crucial for
generatingflowofideas(Castrogiovannietal.,2011).

Thirdly,humanresourcespecialisthaspartialsignificanceontheoverallSMEperformance.
ThisisattributedtotheobjectivesdeterminedbytheSMEsleaders’valueandmotives(Birley&
Westhead,1990).Inaddition,participatorymanagementisacommonphenomenonwithintheSMEs
(Brand&Bax,2002).Thismeans,theformalityofHRMpracticesisdependentontheSMEsleaders
(Hooi&Ngui,2014)duetonothavingaspecificHRMdepartment(Psychogiosetal.,2016).Asfor
theperformanceappraisal,itisimplementedintheSMEsmainlyforevaluationpurpose(Brand&
Bax,2002).ThisisduetoinformalityintheSMEs(McEvoy&Buller2013;NewmanandSheikh,
2014)whereevaluationprocesscanbeconductedby(i)thesupervisors;(ii)fellowpeers;and(iii)
subordinates(Kramar&Parry,2014).

Lastly,therecruitmentandselection;rewardsandincentivesaswellascommunicationchannel
arenotsignificanttotheSMEperformance.ThiscanbeattributedtoHRMpracticesformulated
by theSMEs leaders (McEvoy&Buller,2013).The introductionofnewemployees inSMEs is
lowbutcompensatedwithinternalreferralsbyemployees(Brand&Bax,2002).Duetothefamily
environmentinSMEs,opencommunicationsystemiscommonwhichaffectsotherHRpractices
(Brand&Bax,2002;Wilkinson,1999).Inaddition,SMEswithfewresourcesremovetheemployees
whoarenotperformingeffectively(McEvoy&Buller,2013)andthus,notprioritizingtherewards
andincentivessystem.

THEoRETICAL AND PRACTICAL IMPLICATIoNS

ThisstudyrecognizesmajorityoftheHRMstudiesarebasedfromlargebusinessfirms.Withthe
resource-basedview,theSMEsdeveloptheirHRMtosustaintheircompetitiveadvantage.Withlimited
studiesemphasizedontheSMEssurvivalinstinct,thisprovidesanopportunityforresearchfromthe
resource-basedview(Darcyetal.,2014).ThisstudyhascontributedtheseaspectsbyprovidingHRM
insightwithintheSMEscontext.WiththeRBVastheunderpinningtheory,ourstudysupportsthe
ideaofmanagingandsynchronizingtheresourceseffectivelytoensureoptimalSMEperformance.

Itiscrucialtolinkthekeyresourceswiththebusinessperformance(Kunc&Morecroft,2010).
Basedonour findings, the traininganddevelopmentprocessaswell asemployee’sengagement
sessionhavesignificantimpacttowardstheoverallSMEsperformanceintermsofbothfinancial
andnon-financialperformance.ThissupportstheobservationbyNewmanandSheikh(2014),in
which,HRMefficiencyarederivedfromtheemployee’sknowledgeandcapability.Inaddition,this
furtherstrengthensthekeyconceptofRBVwheretheimplementationofHRMpracticesserveas
thesourceofsustainablecompetitiveadvantageforthebusinessorganizations(Batt&Hermans,
2012).However,itisequallyimportanttounderstandhowthesefindingscanbepracticallyapplied.

TheSMEsleaderscananalyzetheirHRMpracticestoensureconsistentefficiency(Cassellet
al.,2002).Thisexplainshowdifferentbusinessorganizations,regardlessofsize,areabletothrive
byrelyingontheirinternalfactors(Kasturietal.,2006).Itisimportantforbusinessorganizationsto
ensuretheirHRMpracticesareefficienttomaintainsuperiorbusinessperformance(Hassan,2010;
Liao,2005).Inourfindings,alongwiththetraininganddevelopmentprocessaswellastheemployee’s
engagementsession,thehumanresourcespecialistandperformanceappraisalhavesignificantimpact
towardsspecificSMEsperformance.ThisimpliesthatalthoughtheSMEslackformalstructuresand
policies,theSMEscanbenefitbyinvestinginasystemtoevaluatetheiremployeesduetobeingthe
keyaspect(Darcyetal.,2014).Inaddition,thissupportsthestatementthatbusinessorganizations



International Journal of Asian Business and Information Management
Volume 11 • Issue 2 • April-June 2020

83

needtoattract,manageandmotivatetheemployeestoexploittheirfullpotential(Chungetal.,2015;
Wright&McMahan,2011).

CoNCLUSIoN

AlthoughthisstudyobservedhowsomeHRMpracticeshavesignificanceontheSMEperformance,
itlackssolidfoundationwhichissubjectedtocriticisms.BasedontheRBV,thetheoryhasbeen
criticizedas(i)beingbroadandlackin-depthexplanationofresourceutilization(Costaetal.,2013);
and(ii)offerminimalguidanceonhowtoimplementresourcestrategically(Gruberetal.,2010).
AnothercriticismdiscussedhowHRMpracticesareeffectivewhenmatchedwiththerequirementsof
thebusinessstrategy(Buller&McEvoy,2012;Rubio&Aragon,2009).ThismeansHRMpractices
shouldlinkwiththebusinessstrategytoassignemployeesinkeyareasofthebusinessorganizations
(Lajaraetal.,2003).

Currently, there is the lack of single management system which is optimal for all business
organizations toperformoptimally(Dutotetal.,2014).This isattributedto the largenumberof
resourcesandcapabilitiesforconsideration(Lee,2008).However,thispaperhasprovidedaninsight
ofhowHRMpracticesimpacttheSMEperformance.ByextendingtheHRMknowledgeintheSMEs
context,abetterunderstandingisacquiredforpossiblefutureresearchtobeconducted.
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