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ABSTRACT 
This literature review explores the intricacies of human resource 
management (HRM) in small and medium-sized enterprises (SMEs), 
focusing on the unique challenges and innovative practices that 
characterize HR operations within this sector. The primary objective of 
this study is to synthesize existing literature to understand how SMEs 
manage their human resources amidst resource constraints and 
competitive pressures from the global talent market. Employing a 
qualitative research methodology, this review meticulously analysed 
scholarly articles, industry reports, and case studies to develop a 
comprehensive understanding of the current HR landscape in SMEs. 
The findings reveal that SMEs frequently grapple with issues such as 
limited financial and human resources, difficulties in attracting and 
retaining talent, compliance with complex employment laws, and the 
integration of technology in HR practices. Despite these challenges, 
SMEs often adopt flexible and innovative HR approaches that leverage 
their agility and close-knit organizational cultures to enhance employee 
engagement and organizational loyalty. Theoretical frameworks like the 
Resource-Based View, Psychological Contract Theory, and Social 
Exchange Theory provide valuable insights into effective strategies for 
managing human resources in SMEs. The study underscores the 
importance of strategic HR management in leveraging human capital 
as a key asset for competitive advantage. It also highlights the critical 
role of technology in streamlining HR operations, suggesting that 
SMEs can significantly benefit from embracing HR innovations to 
overcome inherent limitations and foster sustainable growth. 
 

ABSTRAK 
Tinjauan literatur ini mengeksplorasi seluk-beluk manajemen sumber 
daya manusia (SDM) di usaha kecil dan menengah (UKM), dengan 
fokus pada tantangan unik dan praktik inovatif yang menjadi ciri 
operasi SDM di sektor ini. Tujuan utama dari studi ini adalah untuk 
mensintesis literatur yang ada untuk memahami bagaimana UKM 
mengelola sumber daya manusia mereka di tengah keterbatasan sumber 
daya dan tekanan kompetitif dari pasar talenta global. Dengan 
menggunakan metodologi penelitian kualitatif, tinjauan ini dengan 
cermat menganalisis artikel ilmiah, laporan industri, dan studi kasus 
untuk mengembangkan pemahaman komprehensif tentang lanskap 
SDM saat ini di UKM. Temuan ini mengungkapkan bahwa UKM 
sering kali bergulat dengan permasalahan seperti keterbatasan sumber 
daya keuangan dan manusia, kesulitan dalam menarik dan 
mempertahankan talenta, kepatuhan terhadap undang-undang 
ketenagakerjaan yang rumit, dan integrasi teknologi dalam praktik 
SDM. Terlepas dari tantangan-tantangan ini, UKM sering kali 
mengadopsi pendekatan SDM yang fleksibel dan inovatif yang 
memanfaatkan ketangkasan dan budaya organisasi yang erat untuk 
meningkatkan keterlibatan karyawan dan loyalitas organisasi. 
Kerangka teoritis seperti Pandangan Berbasis Sumber Daya, Teori 
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Kontrak Psikologis, dan Teori Pertukaran Sosial memberikan wawasan 
berharga mengenai strategi efektif untuk mengelola sumber daya 
manusia di UKM. Studi ini menggarisbawahi pentingnya manajemen 
SDM strategis dalam memanfaatkan sumber daya manusia sebagai 
aset utama untuk keunggulan kompetitif. Hal ini juga menyoroti peran 
penting teknologi dalam menyederhanakan operasional SDM, yang 
menunjukkan bahwa UKM dapat memperoleh manfaat yang signifikan 
dari penerapan inovasi SDM untuk mengatasi keterbatasan yang ada 
dan mendorong pertumbuhan berkelanjutan. 

 

INTRODUCTION 

The landscape of human resource management within small and medium-sized 
enterprises (SMEs) presents a unique confluence of challenges and opportunities that 
significantly impact the growth and sustainability of these organizations. As the backbone of 
the global economy, SMEs contribute significantly to job creation, innovation, and economic 
dynamism. However, these entities often face distinct HR challenges that can stifle their 
development and inhibit their potential to innovate. The following narrative provides a 
comprehensive introduction to the state of HR in SME entrepreneurship, weaving through 
general explanations, specific phenomena, relevant research, and clearly defined objectives 
aimed at deepening our understanding through quantitative descriptive analysis. 

Human resource management in SMEs operates within a framework markedly different 
from that of larger corporations. Typically characterized by resource constraints, informal HR 
practices, and a close-knit work culture, SMEs navigate a complex environment where 
strategic HR decisions are crucial yet challenging to implement. The lack of specialized HR 
departments or professionals in many SMEs often leads to the undervaluation of strategic HR 
planning, which is essential for addressing the evolving workforce needs and market 
demands. Within the sphere of SMEs, HR challenges predominantly revolve around 
recruitment, retention, employee development, and adaptation to technological changes. 
Recruitment in SMEs, unlike in larger organizations, frequently contends with limited brand 
recognition and lower negotiating power, which affects their ability to attract top talent. 
Retention and employee development are further complicated by smaller budgets for salaries 
and training programs, making it difficult to sustain and enhance workforce capabilities. 
Moreover, the rapid pace of technological advancement poses both a challenge and an 
opportunity, requiring ongoing adaptation and upskilling that SMEs may find financially and 
logistically prohibitive. A significant phenomenon within the context of SMEs is the growing 
importance of innovative HR practices that can leverage limited resources for maximum 
impact. This includes the adoption of digital tools for HR management, flexible work 
arrangements, and employee engagement strategies that align with the contemporary 
expectations of a changing workforce. Additionally, there is an increasing awareness among 
SMEs of the strategic role that HR plays in driving business outcomes, rather than merely 
serving administrative functions. 

Recent studies underscore the disparity in HR practices between SMEs and large 
enterprises, often highlighting the reactive rather than proactive nature of HR in SMEs. 
Research by Marlow and Patton (2005) suggests that the informality in HR practices, while 
allowing flexibility, often leads to inconsistencies that can undermine employee trust and 
commitment. Further, a study by Cardon and Stevens (2004) emphasizes the critical role of HR 
in shaping organizational culture and employee motivation in SMEs, directly influencing 
retention and productivity. These studies collectively advocate for a strategic rethinking of HR 
in SMEs, suggesting that tailored HR practices can significantly enhance organizational 
effectiveness and innovation. This literature review explores HR challenges and innovations in 



 

 

 

 772 

SME entrepreneurship. SMEs face unique HR issues compared to larger firms, necessitating 
tailored approaches (Nyamubarwa & Chipunza, 2019). HRM in SMEs is understudied, with 
limited theoretical models linking HRM and entrepreneurship (Dabic et al., 2011). Family-
owned SMEs exhibit distinct HR practices in recruitment, training, performance assessment, 
and organizational culture (Csillag et al., 2019). Human Resource Development in SMEs 
remains relatively unexplored, with potential for further research across various contexts 
(Nolan & Garavan, 2016). The importance of HRM in Chinese SMEs is growing, though 
research focuses more on finance and marketing than people management (Cunningham & 
Rowley, 2010). HR departments can lead change initiatives, such as implementing self-
managed work teams, to improve various performance metrics in SMEs (Fazzari & Mosca, 
2009). Future research should consider antecedents, outcomes, and organizational context in 
studying HRM in entrepreneurial firms (Van Lancker et al., 2020). 

The primary objective of this research is to conduct a quantitative descriptive analysis of 
existing literature to identify and synthesize HR challenges and innovations in SME 
entrepreneurship. Specifically, this study aims to: 
1. Quantitatively assess the prevalence and impact of specific HR challenges in SMEs based 

on existing empirical research. 
2. Explore innovative HR practices that have successfully addressed these challenges, 

focusing on case studies and empirical findings that demonstrate measurable outcomes. 
3. Identify gaps in the current literature where further research could contribute to a more 

comprehensive understanding of HR dynamics in SMEs. 
4. Provide actionable recommendations for SMEs to adopt these innovative HR practices, 

considering the typical constraints and opportunities within this business segment. 
Understanding and addressing HR challenges in SMEs is not merely an exercise in 

problem-solving but a strategic imperative that can unlock significant human potential and 
drive entrepreneurship. By focusing on a quantitative descriptive analysis of the literature, this 
research seeks to bridge the gap between theoretical knowledge and practical application, 
facilitating a deeper understanding of how HR innovations can transform SMEs into more 
competitive, resilient, and dynamic entities. Through this scholarly endeavor, the study aims 
to contribute to the broader discourse on enhancing human resource capabilities in SMEs, 
ultimately supporting their role as pivotal players in the global economy. 

  
LITERATURE REVIEW: HUMAN RESOURCE CHALLENGES AND INNOVATIONS IN 
SME ENTREPRENEURSHIP 

The domain of human resource management in small and medium-sized enterprises 
(SMEs) is a fertile ground for research, particularly given the unique constraints and 
opportunities these enterprises face in comparison to their larger counterparts. This literature 
review explores the existing scholarly work related to HR challenges and innovations within 
SMEs, providing detailed definitions, specific explanations, and a synthesis of relevant studies. 
The review is structured to offer a comprehensive understanding of the subject matter, guided 
by academic rigor and enriched with appropriate citations in APA style. 

 
Definition and Scope of HR in SMEs 

Human Resource Management (HRM) in SMEs encompasses a range of practices 
designed to enhance employee performance and ensure that employee contributions align 
with business objectives. The scope of HRM in SMEs often includes recruitment, training and 
development, employee relations, and compliance with employment law. Barrett and Mayson 
(2007) define HRM in SMEs as "a set of processes and systems that are coherent and aligned 
with the strategic needs of a small business. Human Resource Management (HRM) in small 
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and medium-sized enterprises (SMEs) is a crucial facet of their strategic framework, 
significantly influencing their capacity to innovate, compete, and succeed in the marketplace. 
The comprehensive range of HRM practices—including recruitment, training and 
development, employee relations, and compliance with employment law—serves not only to 
enhance employee performance but also ensures that such performance aligns with 
overarching business objectives. Building on the definition provided by Barrett and Mayson 
(2007), this discussion integrates relevant theoretical frameworks to deepen the understanding 
of HRM's role in the context of SMEs. 

The Resource-Based View (RBV) of the firm provides a compelling lens through which to 
examine HRM in SMEs. RBV posits that organizations must develop unique, firm-specific 
resources that provide competitive advantages. In SMEs, human resources are often seen as a 
key strategic asset due to the direct impact employees have on productivity and innovation 
capabilities. According to the RBV, SMEs should focus on developing and nurturing these 
human resources as a means to achieve sustainable competitive advantages (Barney, 1991). 
Effective HRM practices tailored to the specific needs and resources of SMEs can foster these 
strategic assets, enhancing their ability to innovate and adapt in competitive markets. 

Human Capital Theory complements the RBV by emphasizing the importance of 
investments in employee training and development. This theory suggests that the skills, 
knowledge, and competencies of employees represent capital that can yield returns much like 
any other type of capital investment (Becker, 1964). In SMEs, where the agility and multi-
skilling of the workforce are crucial, the role of HRM in facilitating ongoing learning and 
development is paramount. Such practices not only improve individual employee 
performance but also enhance the collective capability of the firm to respond to market 
changes and technological advancements. 

Social Exchange Theory provides insights into the dynamics of employee relations 
within SMEs. This theory explains how the relationships between employers and employees 
are based on reciprocal exchanges that can be either economic (such as wages for labor) or 
socio-emotional (such as respect and support for loyalty and hard work) (Blau, 1964). Effective 
HRM practices in SMEs can cultivate a positive organizational culture where these exchanges 
are perceived as fair and beneficial, leading to increased employee engagement, lower 
turnover rates, and higher job satisfaction. Institutional Theory helps to understand the 
significance of compliance with employment law within the scope of HRM in SMEs. This 
theory suggests that organizations conform to legal and regulatory frameworks to gain 
legitimacy and trust from external stakeholders, including government bodies, industry peers, 
and the wider community (DiMaggio & Powell, 1983). For SMEs, adherence to employment 
laws through proper HRM practices is not only a legal necessity but also a means to enhance 
their reputation and ensure long-term sustainability. Integrating these theories, it becomes 
clear that HRM in SMEs is not just about administrative functions but is deeply intertwined 
with the strategic vision of the enterprise. The application of RBV and Human Capital Theory 
underscores the importance of viewing employees as central strategic assets whose 
development can lead to sustained competitive advantages. Similarly, Social Exchange and 
Institutional Theories highlight the need for creating robust relational and legal frameworks 
within which these human resources can thrive. 

The scope of HRM in SMEs, as defined by Barrett and Mayson (2007), is broad and 
multifaceted. By applying relevant theoretical frameworks, we can see that HRM in SMEs is 
crucial for developing competitive advantages, enhancing employee skills, fostering positive 
workplace relationships, and ensuring compliance with legal standards. These elements are 
not only essential for the immediate operational success of SMEs but are also critical for their 
long-term strategic growth and viability. 
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HR Challenges in SMEs 

The literature identifies several HR challenges specific to SMEs, primarily stemming 
from resource limitations and strategic focus. According to Cardon and Stevens (2004), SMEs 
often lack formal HR practices, which can result in ad-hoc decision-making and inconsistent 
application of HR policies. This informality can lead to issues such as inadequate talent 
management, difficulties in scaling operations, and compliance risks. A study by Heneman 
and Tansky (2002) highlights the recruitment challenges faced by SMEs, noting that these firms 
struggle to attract and retain talent due to less competitive compensation packages and limited 
career advancement opportunities. Small and medium-sized enterprises (SMEs) often operate 
with inherent resource limitations that significantly impact their human resource management 
capabilities. Cardon and Stevens (2004) note the prevalence of informal HR practices within 
SMEs, attributing this informality to limited financial and human resources. This lack of 
formality can lead to ad-hoc decision-making and inconsistency in HR policy application, 
compromising the strategic focus of HR initiatives. From a Resource-Based View (RBV), these 
limitations can be seen as a critical bottleneck. The RBV suggests that for SMEs to gain 
competitive advantages, they must efficiently leverage their limited resources to develop 
unique capabilities (Barney, 1991). In the context of HR, this means creating innovative HR 
practices that maximize resource use without the extensive infrastructure larger corporations 
might employ. 

The challenge of inadequate talent management in SMEs is often exacerbated by 
informal recruitment and retention strategies, which can result in hiring mismatches and high 
turnover. According to Heneman and Tansky (2002), SMEs face significant hurdles in 
attracting and retaining talent, primarily due to non-competitive compensation and limited 
career progression opportunities. Applying Human Capital Theory, we understand that 
investing in employee development can increase retention and enhance job satisfaction, even 
in resource-limited settings. SMEs can benefit from focusing on personalized growth 
opportunities for employees, such as training programs and career development plans, which 
can make up for the limitations in monetary compensation and help retain key talent. 

As SMEs grow, the need for a more structured HR framework becomes apparent. The 
initial informal practices may no longer suffice as the organization's workforce expands. 
Institutional Theory can be helpful here, suggesting that organizations gradually adopt more 
formal structures as they seek legitimacy and stability in their industry (DiMaggio & Powell, 
1983). For SMEs, this means transitioning from informal to formal HR practices as part of their 
scaling strategy, aligning HR processes with broader institutional norms and expectations. 
Compliance with employment law is another significant challenge for SMEs, as many lack the 
expertise to navigate complex legal requirements. This can expose the organization to legal 
and financial risks. Institutional Theory again provides insight, proposing that compliance is 
not merely a legal necessity but also a means to earn trust and credibility among stakeholders 
(Scott, 2008). SMEs can address these risks by investing in HR legal expertise or outsourcing to 
ensure adherence to employment laws and regulations. Addressing the HR challenges in 
SMEs requires a balanced approach that integrates strategic HR management with practical 
adaptations to resource constraints. Theories like RBV, Human Capital Theory, and 
Institutional Theory offer valuable frameworks for understanding these challenges and 
guiding SMEs towards effective solutions. By strategically investing in HR capabilities and 
transitioning to formalized practices as they scale, SMEs can better manage their workforce, 
comply with legal standards, and ultimately achieve sustainable growth. 

 
Training and Development 
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Training and development in SMEs are critical for enhancing skill sets and promoting 
employee engagement. However, research indicates that SMEs often underinvest in training 
due to cost considerations and a focus on short-term results. Kelliher and Reinl (2009) argue 
that this underinvestment is short-sighted and can hinder long-term competitiveness. They 
suggest that innovative training practices, such as collaborative learning and on-the-job 
training, can be cost-effective alternatives to traditional methods. Training and development in 
small and medium-sized enterprises (SMEs) are pivotal for the continual growth and 
adaptation of businesses in today's rapidly evolving markets. Despite their critical nature, 
many SMEs often underinvest in these areas due to cost considerations and a preference for 
short-term gains. Kelliher and Reinl (2009) note that such underinvestment may be short-
sighted, potentially stunting long-term competitiveness and growth. 

At the core of training and development is Human Capital Theory, which posits that 
investments in employee education and skills are as crucial as investments in physical assets. 
This theory supports the argument that developing human capital through training not only 
enhances individual employee performance but also boosts the overall productivity of the 
organization (Becker, 1964). In the context of SMEs, where resources are limited and the need 
for nimble, multi-skilled employees is higher, the return on investment in human capital can 
be substantial. Experiential Learning Theory provides a useful lens to examine the benefits of 
innovative training practices in SMEs. This theory emphasizes that the most effective learning 
occurs through experiences, particularly when individuals are engaged in tasks that encourage 
active experimentation and concrete experience (Kolb, 1984). For SMEs, applying this theory 
could mean adopting on-the-job training and collaborative learning models that are both cost-
effective and deeply impactful in enhancing employee skills and engagement. Social Learning 
Theory also has significant implications for training in SMEs. It suggests that people learn 
from one another through observation, imitation, and modeling. This theory underscores the 
value of mentorship and peer learning as part of the training process in SMEs (Bandura, 1977). 
By integrating social learning environments, SMEs can create dynamic, interactive, and 
supportive training programs that leverage internal knowledge and foster a culture of 
continuous improvement. Incorporating the 70:20:10 Model can further enhance the efficacy of 
training programs in SMEs. This model suggests that 70% of learning and development should 
occur through on-the-job experiences, 20% through social learning, and only 10% through 
formal educational events (Lombardo & Eichinger, 1996). For SMEs, this framework 
emphasizes maximizing informal and social learning opportunities which are more cost-
effective and directly aligned with day-to-day business activities. 

In practice, SMEs can apply these theories by designing training programs that are 
deeply integrated into daily workflows. For instance, rotational job assignments can provide 
varied on-the-job experiences that enhance skill diversity and adaptability among employees. 
Similarly, setting up mentorship programs where more experienced employees guide newer 
or less experienced ones can facilitate social learning and strengthen organizational culture. 
Furthermore, leveraging technology such as online platforms for microlearning—where 
employees can access short, specific courses as needed—can provide flexible and cost-effective 
formal learning opportunities that complement the experiential and social aspects of the 
training model. 

 
Employee Relations 

Employee relations in SMEs are often characterized by a close, informal relationship 
between employees and management. While this can foster a sense of belonging and loyalty, it 
can also lead to favoritism and a lack of professionalism. Marlow (2006) discusses how the 
informal nature of HR practices in many SMEs can lead to inconsistencies in handling 
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employee grievances, which can undermine trust and commitment. Employee relations within 
small and medium-sized enterprises (SMEs) are pivotal for maintaining a cohesive and 
productive work environment. The intimate and informal nature of interactions in SMEs can 
foster strong bonds and loyalty, but it also poses unique challenges such as potential 
favoritism and professionalism issues. The work of Marlow (2006) highlights how informal HR 
practices can result in inconsistent handling of grievances, which may erode trust and 
commitment among employees. To address these challenges, integrating relevant theories can 
offer robust solutions and enhance understanding. 

One of the most relevant frameworks to examine employee relations in SMEs is Social 
Exchange Theory. This theory posits that relationships are built on the reciprocal exchange of 
rewards and benefits, where the actions of one party lead to responses from the other that are 
contingent on the value of the exchange (Blau, 1964). In the context of SMEs, maintaining a 
positive exchange balance, where employees feel valued and respected, can mitigate issues of 
favoritism and ensure fairness in grievance handling. Regular feedback, open communication, 
and transparent decision-making can foster a healthy social exchange climate. Psychological 
Contract Theory further deepens the understanding of employee relations by focusing on the 
unwritten expectations employees and employers have of each other. Rousseau (1995) defines 
the psychological contract as individual beliefs in reciprocal obligations between the employee 
and employer. In SMEs, where formal contracts and policies might not be as comprehensive, 
the psychological contract becomes even more significant. If employees perceive that 
management is violating this contract, particularly through inconsistent grievance handling or 
favoritism, it can lead to reduced job satisfaction and increased turnover. Ensuring clarity and 
consistency in mutual expectations is crucial in managing these relationships effectively. 

Equity Theory provides another lens through which to view employee relations in SMEs, 
especially regarding perceptions of fairness. According to Adams (1965), individuals assess 
fairness by comparing their input-output ratio to that of others. In SMEs, where relationships 
are close and more visible, perceptions of inequity can quickly develop if favoritism or 
inconsistent treatment occurs. To manage this, SMEs must strive to ensure that all decisions, 
from rewards to workload distribution, are perceived as fair and based on objective criteria. In 
addition to these theories, Transformational Leadership Theory is particularly useful for SMEs. 
This theory emphasizes the role of leadership in inspiring and motivating employees through 
a vision, providing individualized consideration, and challenging employees to take greater 
ownership of their work (Bass, 1985). Transformational leaders in SMEs can cultivate a culture 
of professionalism and fairness, directly addressing the challenges posed by the informal 
nature of many SME environments. By acting as role models and fostering an inclusive and 
transparent workplace, leaders can mitigate negative aspects of informality. 

 
Technological Innovations in HR 

The adoption of digital tools in HR management is a growing trend in SMEs. 
Technologies such as HR Information Systems (HRIS) and online recruitment platforms can 
help SMEs overcome some of their inherent limitations. Andersen (2008) provides evidence 
that technological solutions can streamline HR processes, improve data management, and 
enhance decision-making capabilities. However, the adoption rate of such technologies in 
SMEs is often slow due to resource constraints and a lack of digital literacy. The integration of 
digital technologies in Human Resource Management (HRM) is reshaping how small and 
medium-sized enterprises (SMEs) operate and compete. As Andersen (2008) notes, 
technological solutions like Human Resource Information Systems (HRIS) and online 
recruitment platforms offer significant advantages for SMEs by streamlining processes, 
improving data management, and enhancing decision-making capabilities. Despite these 
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benefits, SMEs often face challenges with slow adoption rates due to resource constraints and 
limited digital literacy. Integrating relevant theories can provide deeper insights into how 
SMEs can more effectively embrace these technological innovations. 

Diffusion of Innovations Theory by Rogers (1962) is crucial for understanding the 
adoption of new technologies in organizations. This theory explains how, why, and at what 
rate new ideas and technology spread. It highlights factors such as the perceived advantages of 
the innovation, its compatibility with existing values and practices, its complexity, trialability, 
and observability as determinants of its adoption. Applying this theory, SMEs can increase 
adoption rates by demonstrating the clear benefits of HR technologies, ensuring they are 
compatible with current practices, and reducing complexity through training and phased 
implementation strategies. The Technology Acceptance Model (TAM), developed by Davis 
(1989), provides a framework to assess how users come to accept and use a technology. 
According to TAM, perceived usefulness and perceived ease of use are the two main factors 
influencing the adoption and usage of technology. For SMEs, this implies that HR technologies 
need to be user-friendly and visibly improve HR tasks to gain widespread acceptance among 
staff. Offering hands-on training and showcasing success stories within the organization can 
enhance perceived ease and usefulness, encouraging more rapid adoption. The Resource-
Based View (RBV), as discussed in the context of strategic management, also applies to 
technology adoption in HR. This theory suggests that organizations must leverage their 
resources to gain a competitive edge. For SMEs, investing in HR technology can be seen as 
capitalizing on technological resources to enhance their strategic HR capabilities, thereby 
creating a competitive advantage. By aligning technological investments with strategic goals, 
SMEs can justify the initial costs and focus on long-term gains from technology integration. 

Knowledge Management Theory emphasizes the importance of efficiently managing 
organizational knowledge to improve various business processes and outcomes. HR 
technologies, particularly HRIS, play a critical role in managing employee data and 
knowledge. These systems facilitate better decision-making and strategic planning by 
providing accurate and readily available employee information and analytics. For SMEs, 
effective knowledge management via HR technologies can lead to more informed and strategic 
HR practices, directly impacting overall business performance. In practice, SMEs should 
consider staged implementations of HR technologies to manage resource constraints and 
enhance digital literacy gradually. Starting with simpler, more intuitive systems can help build 
confidence and competence in technology use among employees. Additionally, focusing on 
technologies that offer modular functionalities may allow SMEs to scale their technological 
infrastructure as they grow and as their needs evolve. 

 
RESEARCH METHOD 

This research study employs a qualitative methodology to conduct a comprehensive 
literature review focusing on the challenges and innovations in Human Resource Management 
(HRM) within small and medium-sized enterprises (SMEs). The goal of this review is to 
deepen the understanding of HRM practices in SMEs by synthesizing existing theoretical and 
empirical literature. This section delineates the research design, data collection methods, data 
analysis techniques, and ethical considerations inherent to this qualitative inquiry. 

 
Research Design 

The research design for this literature study is exploratory and interpretative in nature, 
aiming to identify patterns, themes, and insights related to HRM in SMEs. This design is well-
suited for studies where the research aims to clarify complex phenomena by interpreting a 
wide range of textual materials. Given the vast scope of HRM, which encompasses areas such 
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as recruitment, training and development, employee relations, and the impact of technological 
innovations, a qualitative approach allows for an in-depth exploration of diverse perspectives 
and theories presented in the literature. 

 
Data Collection 

The primary data for this study consist of peer-reviewed journal articles, books, 
conference papers, and credible online resources. The selection of sources is guided by several 
criteria: 

1. Relevance:  Materials must be directly related to HRM practices in SMEs. 
2. Authority: Sources must be published by reputable publishers or authored by 

recognized experts in the field. 
3. Timeliness: Priority is given to works published within the last ten years to ensure the 

information is current. However, seminal works that provide foundational theories or 
long-standing insights are also included regardless of their publication date. 

4. Scope: The literature must cover a broad array of geographical locations and industry 
sectors to ensure a comprehensive understanding of the global HRM landscape in 
SMEs. 

 
1. Data collection involves a systematic search using academic databases such as JSTOR, 

PubMed, Google Scholar, and specific academic journals that focus on human resource 
management and business studies. Keywords used in the searches include "HRM in 
SMEs," "small business HR challenges," "HR innovations in SMEs," and "technology in 
SME HR practices." 

 
Data Analysis 

Data analysis in this qualitative literature review involves a thematic synthesis approach. 
This method entails several steps: 

1. Initial Reading: All gathered literature is read thoroughly to gain a broad 
understanding of the content. 

2. Coding: Key points related to HR challenges and innovations in SMEs are coded. This 
involves marking text that pertains to specific themes such as recruitment strategies, 
training techniques, employee relations issues, and technological adoption. 

3. Theme Development: Codes are grouped into themes based on their similarity and 
relevance to the research questions. For example, discussions about employee 
motivation and retention may be grouped under a broader theme of "Employee 
Engagement." 

4. Synthesis: The themes are then synthesized to create a cohesive narrative that provides 
insights into the current state of HRM in SMEs, highlighting major challenges and 
innovative practices. 

5. Interpretation: Finally, the synthesized data is interpreted in light of existing theories 
and the research objectives. This step involves a critical analysis of how the identified 
themes and patterns contribute to the understanding of HRM in SMEs and suggest 
potential directions for future research. 

 
The methodology outlined provides a robust framework for conducting a qualitative 

literature review on HRM in SMEs. By meticulously collecting, analyzing, and synthesizing 
relevant literature, this study aims to uncover nuanced understandings of how HR practices 
can be optimized in SMEs to address specific challenges and harness potential innovations. 
This qualitative approach not only enriches the academic discourse on HRM but also offers 
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practical insights that can be applied in real-world SME settings, thereby contributing to the 
enhancement of HR practices in small and medium enterprises globally. 

 
RESULTS AND DISCUSSION  

Resource Constraints and Strategic Implications 
One of the pervasive themes across the reviewed literature is the significant impact of 

resource constraints on HR practices within SMEs. Limited financial and human resources 
often compel SMEs to adopt informal HR approaches, which, while flexible, can lead to 
inconsistencies in employee management (Marlow, 2006). These informal practices often result 
in ad-hoc decision-making, which poses substantial risks as businesses scale and as regulatory 
environments become more complex. One of the most pronounced themes identified in the 
literature on human resource management within small and medium-sized enterprises (SMEs) 
is the considerable influence of resource constraints on HR practices. The limitations in 
financial and human resources endemic to SMEs frequently drive the adoption of less 
formalized HR approaches. While these informal methods provide the flexibility necessary for 
SMEs to manage their dynamic environments, they often result in inconsistent employee 
management practices (Marlow, 2006). Such inconsistencies not only undermine the efficiency 
of HR operations but also affect employee satisfaction and retention. 

Resource constraints lead SMEs to often bypass structured HR processes in favor of more 
immediate and ad hoc decision-making strategies. This tendency towards informality can be 
pragmatic in the short term but often poses significant challenges as the business grows and 
the environment becomes more regulated. The lack of formal HR procedures can result in the 
inability to scale HR operations effectively, leading to issues such as non-compliance with 
labor laws and inadequate handling of employee grievances (Cardon & Stevens, 2004). As 
SMEs expand, the informal systems that once served them well can become liabilities, 
exposing the business to legal risks and operational inefficiencies. From a strategic perspective, 
resource constraints can also impede the ability of SMEs to compete for top talent. In a market 
increasingly driven by competitive employment offers, SMEs often struggle to match the 
salaries, benefits, and career development opportunities provided by larger corporations. This 
disadvantage makes it challenging for SMEs to attract and retain skilled professionals, which 
is critical for innovation and growth (Heneman & Tansky, 2002). The strategic implications of 
these constraints are profound, as they directly impact the SME's ability to implement 
practices that could enhance long-term competitiveness. 

Despite these challenges, some SMEs have turned their resource constraints into 
opportunities by leveraging the unique capabilities of their leaner structures. For instance, the 
close-knit nature of many SMEs can foster a strong sense of community and loyalty among 
employees, which can be leveraged to enhance employee engagement and motivation 
(Kelliher & Reinl, 2009). Moreover, SMEs can adopt innovative HR practices that require 
minimal investment but yield significant returns. Practices such as job rotation, on-the-job 
training, and enhanced job responsibilities can enrich employee experiences and skills without 
the need for substantial financial investment (Barrett & Mayson, 2007). 

Furthermore, technology offers a strategic avenue to overcome some of the traditional 
constraints faced by SMEs. The adoption of affordable HR technologies, such as cloud-based 
HRIS (Human Resource Information Systems), can help SMEs streamline their HR operations, 
improve compliance, and provide better data for decision-making (Andersen, 2008). These 
systems not only help in managing information efficiently but also in planning HR needs in 
line with business growth objectives. From an economic theory perspective, the resource-based 
view (RBV) provides a useful framework for understanding the strategic implications of 
resource constraints in SMEs. According to RBV, organizations can achieve competitive 



 

 

 

 780 

advantages by effectively managing their unique resources, which in the case of SMEs, often 
includes their human capital (Barney, 1991). By focusing on maximizing the potential of their 
existing workforce through strategic HR practices, SMEs can create distinctive competencies 
that differentiate them from larger competitors. The institutional theory also offers insights 
into how SMEs navigate their resource constraints within the broader regulatory and cultural 
frameworks. This theory suggests that SMEs may conform to normative, coercive, and mimetic 
pressures as they seek to gain legitimacy and survive within their institutional environments 
(DiMaggio & Powell, 1983). For HR practices, this means that SMEs must balance their 
resource-driven limitations with the need to adhere to accepted standards and regulations, 
often adopting innovative practices to meet these dual demands. Imperative for research to 
continue exploring how SMEs can strategically manage resource constraints to enhance their 
HR capabilities. Studies could focus on the impact of emerging HR technologies and 
innovative employment practices on the efficiency and scalability of HR operations in 
resource-constrained settings. Additionally, research could examine how SMEs can better 
integrate their informal practices with formal HR systems to create a cohesive strategy that 
supports sustainable growth. While resource constraints pose significant challenges to HR 
practices in SMEs, they also present opportunities for strategic innovation and differentiation. 
By understanding and leveraging the strengths of their organizational structures and human 
capital, and by strategically employing technology and innovative practices, SMEs can 
overcome some of the inherent limitations they face, positioning themselves for long-term 
success in an increasingly competitive business landscape. 

 
Recruitment and Retention Difficulties 

Another critical challenge identified is the difficulty in attracting and retaining talented 
employees. SMEs frequently struggle with offering competitive compensation packages and 
career progression opportunities, making it challenging to retain top talent (Heneman & 
Tansky, 2002). The literature suggests that these challenges are exacerbated by a global talent 
pool that increasingly favors secure and well-structured careers offered by larger corporations. 
The ability to attract and retain talented employees is a fundamental challenge faced by small 
and medium-sized enterprises (SMEs). Due to resource constraints, SMEs often struggle to 
offer competitive compensation packages and clear career progression paths. This dilemma is 
exacerbated by a global talent market that increasingly gravitates towards the security and 
structured career paths offered by larger corporations (Heneman & Tansky, 2002). The 
competitive disadvantage for SMEs in the labor market poses significant risks to their growth 
and sustainability. 

From an economic perspective, the issue of recruitment and retention in SMEs can be 
understood through the lens of labor market theories. The segmentation of the labor market 
suggests that SMEs often operate in the secondary segment, which is characterized by lower 
wages, less job security, and limited career advancement opportunities compared to the 
primary segment where large corporations operate (Doeringer & Piore, 1971). This 
segmentation creates inherent challenges for SMEs as they try to attract employees who might 
prefer the stability and structured progression offered by larger firms. The concept of the 
psychological contract is highly relevant to understanding the recruitment and retention 
challenges in SMEs. This theory suggests that the employment relationship is based on a set of 
unwritten expectations between the employee and the employer (Rousseau, 1995). In the 
context of SMEs, if the psychological contract is perceived as inferior to what larger 
corporations can offer, potential and current employees might feel less inclined to join or stay 
with an SME. Addressing these perceived deficiencies can be crucial for SMEs to attract and 
retain talent. Human Capital Theory posits that the quality of an organization's workforce is 
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directly related to the organization's investment in its employees' education, skills, and 
experiences (Becker, 1964). For SMEs, investing in employee training and development can 
compensate for lower salaries or slower career progression by enhancing job satisfaction and 
loyalty. This investment not only enriches the employees' job experience but also increases 
their productivity, creating a win-win situation for both employers and employees.  

Social Exchange Theory can also provide insights into employee retention strategies. It 
argues that relationships are built on the reciprocity of give and take (Blau, 1964). SMEs can 
foster employee loyalty through non-monetary benefits such as flexible working conditions, a 
familial work environment, and opportunities for meaningful involvement in the business. 
These aspects can create a strong bond and sense of loyalty between employees and the 
organization, potentially offsetting the attractions of higher salaries elsewhere. Institutional 
Theory highlights the role of external pressures in shaping organizational practices (DiMaggio 
& Powell, 1983). For SMEs, adhering to industry norms regarding compensation and career 
development can be challenging. However, SMEs can turn this to their advantage by creating 
innovative, flexible, and responsive HR practices that differentiate them from larger, less agile 
corporations. The Resource-Based View (RBV) emphasizes leveraging unique organizational 
resources to develop a competitive edge (Barney, 1991). For SMEs, this might mean focusing 
on their agility, the potential for employees to undertake diverse roles, and the closeness of 
working relationships, which can provide more varied and satisfying work experiences than 
those typically found in larger firms. Empirical research further supports the notion that SMEs 
can enhance their attractiveness as employers by focusing on what they can offer uniquely. 
Studies have shown that SMEs that emphasize personalized work experiences, involvement in 
decision-making, and a tangible sense of contributing to the company's goals tend to have 
higher employee retention rates (Cardon & Stevens, 2004). 

 
Compliance and Legal Risks 

Compliance with employment laws continues to be a daunting task for many SMEs, 
particularly as these regulations become more stringent. The lack of dedicated HR 
professionals in smaller businesses often leads to gaps in compliance, which can result in legal 
repercussions and damage to reputation (Andersen, 2008). 

 
Innovations in HR Practices 

Despite the slow adoption rates, there is a growing trend among SMEs to integrate HR 
technologies such as HR Information Systems (HRIS) and online recruitment platforms. These 
tools not only streamline HR processes but also improve data management and decision-
making capabilities (Andersen, 2008). The literature highlights cases where SMEs have 
successfully implemented these technologies to overcome their inherent limitations and 
improve HR operational efficiency. Innovative training and development strategies are 
increasingly recognized as vital for SMEs. Techniques such as on-the-job training, mentorship 
programs, and e-learning have been identified as cost-effective methods to enhance employee 
skills and engagement (Kelliher & Reinl, 2009). These practices not only cater to the immediate 
skills needs but also contribute to a more adaptive and resilient workforce. The close-knit 
nature of SMEs offers unique opportunities for fostering strong employee relations. However, 
this same closeness can lead to challenges such as favoritism and lack of professionalism. Some 
SMEs have introduced more structured feedback mechanisms and regular performance 
reviews to mitigate these issues, promoting a culture of fairness and transparency (Marlow, 
2006). The findings from the literature are well-supported by several HR-related theories. The 
Resource-Based View (RBV) suggests that SMEs can achieve competitive advantages by 
effectively managing their human resources as key strategic assets (Barney, 1991). Social 
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Exchange Theory and Psychological Contract Theory provide insights into how the reciprocal 
relations between employer and employee can be optimized to enhance employee engagement 
and loyalty. These theories underscore the importance of fair and transparent HR practices in 
cultivating a motivated and committed workforce. 

This literature review has delineated the complex landscape of HR challenges and 
innovations in SMEs, providing insights into how these enterprises can unlock human 
potential through strategic HR management. By continuing to integrate innovative HR 
practices and drawing upon relevant HR theories, SMEs can not only address their immediate 
challenges but also position themselves for long-term success and sustainability. The 
suggested areas for future research highlight the need for ongoing scholarly attention to 
ensure that HR practices evolve in tandem with the changing dynamics of the global business 
environment. 
 
CONCLUSION 

This comprehensive literature review has explored various facets of human resource 
management within small and medium-sized enterprises (SMEs), highlighting critical 
challenges and innovative practices that affect HR operations in these businesses. The findings 
provide significant insights into the complexities of managing human resources in SMEs, 
drawing from theoretical perspectives and empirical research to offer both theoretical and 
managerial implications. 

Theoretical Implications: The review underscores the necessity of integrating classical 
HR theories with the unique characteristics of SMEs. Theories such as the Resource-Based 
View (RBV), Psychological Contract Theory, Human Capital Theory, Social Exchange Theory, 
and Institutional Theory have been pivotal in providing a deeper understanding of HR 
challenges in SMEs. Each theory offers a unique lens through which the HR practices of SMEs 
can be analyzed and understood. For instance, RBV emphasizes leveraging unique resources, 
which in the case of SMEs, often includes human capital as a key asset for achieving 
competitive advantage. Psychological Contract Theory, on the other hand, highlights the 
importance of managing expectations and perceptions of fairness and fulfillment within the 
employment relationship, which is crucial in environments where formal contracts may not be 
as pervasive. The theoretical exploration also indicates that SMEs require a high degree of 
adaptation and flexibility in their HR practices to effectively manage resource constraints and 
capitalize on their agility. This need aligns with the principles of the Social Exchange Theory, 
which suggests that reciprocal relationships built on trust and perceived value are central to 
effective HR management in the less structured settings of SMEs. 

Managerial Implications: From a managerial perspective, this review provides actionable 
insights that can guide SME owners and HR practitioners in strategically managing their 
workforce. The discussions reveal that SMEs must focus on creating value through HR 
practices that are not only compliant with legal standards but are also aligned with their 
strategic goals. This involves adopting innovative HR practices such as technology integration, 
flexible work arrangements, and personalized employee development programs. Addressing 
recruitment and retention challenges requires SMEs to think beyond traditional compensation 
packages. As evidenced by discussions around Human Capital Theory and the global 
competitiveness for talent, SMEs should enhance their value proposition to potential and 
current employees through unique offerings such as enhanced job autonomy, opportunities for 
skills development, and involvement in decision-making processes. These strategies can help 
SMEs attract and retain talent by emphasizing aspects of work that are uniquely fulfilling 
within the SME context. 
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The review also highlights the critical role of technology in modernizing HR practices in 
SMEs. HR Information Systems (HRIS), for example, offer SMEs tools to efficiently manage 
employee data, streamline HR processes, and improve decision-making capabilities. Managers 
in SMEs are encouraged to adopt these technologies not as a mere operational necessity but as 
a strategic asset that can significantly enhance their HR capabilities. Managing employee 
relations in SMEs often involves navigating close-knit, informal work environments that can 
sometimes lead to challenges such as favoritism or inconsistencies in management practices. 
Managers are advised to foster a culture of transparency and fairness, utilizing regular 
feedback mechanisms and performance reviews to ensure that all employees feel valued and 
fairly treated. This review opens several avenues for future research, particularly in exploring 
how SMEs can further integrate innovative HR practices that align with both their operational 
needs and strategic aspirations. Future studies could explore the long-term impacts of HR 
innovations on SME performance, the role of cultural differences in HR practices across global 
SMEs, and the impact of emerging technologies on the traditional HR landscape in SMEs. 
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