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ABSTRACT

The pivotal role of employees, and their effective management for small business
survival, cannot be overemphasized, asit has been found that newer and smaller
enterprisesrely more heavily onindividual employees contribution to the success
of their organization. This review is exploratory in nature. Its objective is to
highlight the special human resour ce needs of small and medium businesses, and
identify challenges to effective HRM in such businesses. Data used were mainly
fromthe secondary sour ces. Evidence fromavailableliterature however indicates
that thereis a dearth of research on the HRM/Entrepreneur ship interface. To this
end, the government has been making efforts to nurture entrepreneurial
development, by formulating policies and establishing agencies to create an
enabling environment for the operation of these businesses. However, many small
businesses find it difficult to survive and end up closing shop, after a short while.
Findings reveal that business size, priorities, informality, and nature of the
entrepreneur, were peculiar challenges that hindered effective HRM in small
businesses. The paper concluded by advocating the entrenchment of effective
HRM practicesin small business operations, asa way of ensuring their survival,
thereby facilitating sustainable entrepreneurial development in Nigeria.

Keywords: HRM Demands, Challenges, Small and Medium Scale Enterprises,
Sustainable Entrepreneurial Devel opment

INTRODUCTION
In Nigeriatoday, thereisan increas ng focus on entrepreneurship asameans of tackling
therising scourge of unemployment, particularly among graduatesand school leavers. Itis
awidely held fact that Human Resource Management (HRM) practices constitute an
important driver of successinany businessorganization (Hayton, 2005). Thiscrucid role
of HRM isunderscored by Werner, Schuler, and Jackson (2012), by declaring that, even
though many factorsinfluencethe successof an organization, itisindeed very difficult for
an organization to succeed without managing its human resources (HR) effectively. For
small businesses, the situation iseven morecritical, because smaler businessesrely more
heavily onindividua employee'scontributionsthantheir larger counterparts. Asnoted by
Messersmith and Rutherford (2010), eachindividua withinthe smaller firm contributesto
thefirm'sbottom linein moredirect ways, thanin larger organizations. Bauand Dowling
(2007) lend further credenceto the centrality of HRM, by describingit asan especialy
important activity for entrepreneurid firms; assuch, firmsoften start their businessesbased
on the competitive advantage of theintellectual capital of their employees. Accordingto
Williamson, Cable, and Howard (2002), building up theright management team and hiring
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thefirst employeesfor such companies, isoften adifficult but very crucid task. Despitethe
recognition of HRM asacritical factor inthe success of both large and small businesses,
most of theresearchin existing literature have concentrated mainly, on large businesses,
leaving awide gap to befilled interms of empirical research on theinterface between
HRM practicesand entrepreneurship (Gringore, 2008; Bau and Dowling, 2007; Ukenna,
Ijeoma, Anionwu and Olise, 2010; Cardon and Stevens, 2004; Rutherford and Tocher,
2009; Messersmith and Rutherford, 2010).

Inthelight of theimportant role played by small and medium scale enterprises
(SMES) indevel oping the economy of anation, itisimperativethat all avenuesto ensure
their sustainable devel opment are explored. Thisiseven more pertinent in Nigeriatoday,
wherethe scourge of unemployment isvery rife(Mamman, 2008). Evidencefromresearch
indicates that most efforts by the Nigerian government to enhance entrepreneurial
devel opment (asameansof aleviating unemployment and poverty), havebeeninthearea
of providing financia resourcesand establishing financial agenciesfor SMEs. This, no
doubt, emanatesfrom the conviction that small businessesfail mainly duetoinadequacy of
financial resources (Ukennaet al., 2010). Thereisthe need, however, to look at other
possi bledeterminantsof entrepreneurid failureand examinewhat can be doneto mitigate
thesituation. Itisagainst thisbackdrop, that thisreviewstheinterface between HRM and
entrepreneurship. The objectiveistoidentify the peculiar demandsof HRM in SMEsand
ascertain thechallengesarising therefrom.

ENTREPRENEURSHIP AND ECONOMIC VIABILITY

Entrepreneurship isglobally recognized as an engine of economic growth and poverty
reduction (Kuryaand Kurfi, 2010). The Entrepreneurship Centre of the University of
Ohio (2003) definesentrepreneurship asaprocessof identifying, developing, and bringing
avisiontolife. Thevision may beaninnovativeidea, an opportunity, or smply, abetter
way of doing something. The end result of thisprocessisthe creation of anew venture,
formed under conditionsof risk and consi derable uncertainty. Hisrich and Peters (2002)
opinethat itisthe processof creating something new, with value, by devoting the necessary
timeand effort, assuming theaccompanying financial, psychol ogical and socid risks, and
receiving theresultant rewards of monetary and persond satisfaction. Entrepreneurshipis
linked to entrepreneurial opportunities, which are the compelling forces that enable
entrepreneurstointroduce or develop new productsor services. Dutt and Crossan (2005);
Inyang and Enuoh (2009) describe entrepreneurial opportunities as being a set of
environmental conditionsthat |ead to theintroduction of one or more new productsor
servicesin the market place. Thisisdone by an entrepreneur or by an entrepreneurial
team. Ainaand Salao (2008) have observeit ascomprising any purposeful activity that
initiates, maintainsor developsaprofit oriented businessinteraction with theinterna Stuetion
of thebusinessand theeconomic, political and socid circumstancessurrounding thebusiness.
Kuryaand Kurfi (2010) summarizethevariousdefinitionsby seeing entrepreneurship as
an economic activity which requiresabilitiesin cregtivity, innovation, resource gathering,
and the capacity and motivation to evolve an economic organization, and awillingnessto
undertakerisk and uncertainty. From theforegoing, it can be deduced that entrepreneurship
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entail sthe establishment of an enterprise, and therisking of capital in mobilizing resources
to satisfy society's needsand make aprofit. Thisincludes continuous ownership of the
enterpriseby theentrepreneur, aswell ashisactiveinvolvement inmanagingit. Entrepreneurs
can thus be described asindividualsin society who takethelead, aswell astherisk, in
mobilizing thefactorsof production (natural resources, human resourcesand capital) in
specific combinationsto produce productsand servicesfor their communities (Badenhorst
et al, 1998). Entrepreneursinnovate and take risks, employ people, provide services
through new combination of materials, processes and products, create new productsfor
new markets. Entrepreneursarefound in both largeand small businesses, but throughout
theworld, it hasbeen observed that smaller enterprises (SMES) constitute the natural
habitat of entrepreneurs(Badenhorst et a., 1998).

Thisconcept of SMEsisre ativeand dynamic; hencethereisnouniversa definition
for them. Each country developsits own definition, based on therolethat SMEs are
expected to performinthat country'sdevel opment. Theprogrammesof ass stancedesigned
by each country to assist SMIEs achieve such expected role, isal so afactor consideredin
their definition. Therefore, what isconsidered asmall businessin one country may belarge
inanother (Udofia, 2010). InNigeria, the National Council of Industry in 1992 streamlined
variousdefinitionsof SVIEsusing capita investment and employment capacity to categorize
theindustries. Itemized below arethe definitions, which werefirst revisedin 1996 and then
2001 (Udofia, 2010).

1. Micro/Cottage Enterprise: Enterprise with up to 10 workers and total cost

(includingworking capital but excluding cost of land) that isnot morethan N1.5m.
2. Small ScaleEnterprise; Enterprisewith 11-100 workersand total cost (including

working capital but excluding cost of land) that isnot more than N50m.

3. Medium Scale Enterprise: Enterprise with 101-300 workers or atotal cost

(including working capita but excluding cost of land) that isnot morethan N200m.
4, Large Scale Enterprise: Enterprisewith over 300 workersor atotal cost (including

working capital but excluding cost of land) of over N200m.

In most countries of the world, SMEs have been found to be responsible, for
mogt, if not al of thenew job opportunitiescreated during the past two decades (Badehorst
et al., 1998). According to Reynolds, Williams, and Erkko (2004), over 200 million
individualsin Chinaand Indiaare new enterprise owners or managers. Indonesiaand
Malaysiaaccount for 15 million while sub-Saharan Africaaccount for about 10 million. It
isalso estimated that SMEs employ 22.0% of adult popul ation in devel oping countries
(Ukge, 2003). InNigeria, SMEsareknown to have contributed significantly to economic
development, job creation and sustainablelivelihood (NIPC, 2003). Owualah (1999),
Inyang and Enouh (2009) notethat smd| firmsmeakeboth socid and economic contributions
to the nation'sdevel opment process. Thesocid bendfitsincludetransforming and stimulating
indigenousindustry and technology, job creation, and redistribution of wealth andincome.
Theeconomic benefitsinvolve utilization of local resources, dispersal and diversification of
economic activities, and mobilization of savings(Owualah, 1999). AccordingtoAruwa
(2006), SMEsin Nigeriawerefound to have contributed 90%to total number of industrial
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employment and 10-15% to total industrial production, in 2003. Kuratko and Hodgett
(2001) also state that SMEs provide employment for 53% of privateworkforce, account
for 47% of sales, and 51% of private sector Gross Domestic Product (GDP). Fromthe
foregoing, itisapparent that small businesses contribute, in no small way, to economic
development. Itistherefore, very imperativethat al necessary avenuesto guaranteetheir
sustained development are explored. Thefocusof thispaper ison examining the human
resource management dimension, and establishing how it can be used asaveritabletool
for facilitating sustainable SV E devel opment.

STRATEGIC IMPORTANCE OF HUMAN RESOURCE MANAGEMENT
Managing Human Resources(HR) effectively iscritical tothesuccessof al organizations
whether largeor smdl. Themoreeffectively afirm managesitshuman resources, themore
successful thefirmislikely to be (Werner, Schuler and Jackson, 2012). HR management
ensuresthat human talentsare used effectively and efficiently to accomplish organizationa
goals (Mathisand Jackson, 2008). The overall purpose of HRM isto ensure that the
organi zation isableto achieve successthrough people (Armstrong, 2006). Arthur (1994);
Huselid (1995); Way (2002) and Hayton (2005) have established direct association
between proper HR management and positivefirm level outcomesinfirmsof all sizes,
including new ventures. HRM activitiesincludetheformal HR policiesdevel oped by an
organization, aswell astheactud waysthesepoliciesareimplemented inthedally practice
of supervisorsand managers. Werner, Schuler and Jackson (2012) identify themany HR
policiesand practicesthat organizations need to understand and create. Theseare:
- HR planning for alignment and change
- Job analysisand competency modeling
- Recruiting and retaining qudified employees
- Selecting employeestofit thejob and the organization
- Training and devel oping acompetitiveworkforce
- Conducting performance management
- Developing an approach to total compensation
- Using performance-based pay to achieve strategic objectives
- Providing benefitsand services
- Promoting safety, health, and well beingin theworkplace
- Understanding unionization and collectivebargaining

According to Subramony (2009), when all theseHR activitiesare systematically
understood and integrated, it creates ahuman resources management system that works
together to get the best resultsfor an organization. Perry (1993), Huselid (1995) and
Terpstraand Olson (1993) confirmethisby stating that the effectivenessof afirm, andits
ability to create asustai nable competitive advantage (Praha ad, 1983; Pfeffer, 1994) can
hinge on whether HRM practicesare properly thought out and successfully implemented
(Bhatti, Syed, Shah and Shaikh, 2012). Flanagan and Despande (1996) al so arguethat
the human potential inan organizationisgenerally much moredifficult for competitorsto
duplicate, than its plant, equipment or even products. Consequently, the natureand well
being of acompany'semployeescan becomeitsmain strengthin carving out aprofitable
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exigenceintheindustry. Gringore (2008) describesHRM asthat whichinvolvestreatment
of employeesasresources, that is, ashuman capital whosetraining, experience, judgment,
intelligence, rel ationships, and empathy, add economic valueto the organization. Thus,
employeesin contemporary organizations, whether largeor smal arenot interchangegble
parts, but thevery source of thesuccessor failure of the organization. By influencingwho
isworking for the organization and how, HRM contributesto the basic determinantsof the
successof an organi zationwhich arequality, profit and client satisfaction (Gringore, 2008).

TheRoleof HRM in SMESs: Attention to the seriousimplementation of HRM in SMES
isareatively recent phenomenon, and researchinthefieldis<till inan exploratory stage.
Phelps(2007) observesthat in spiteof claimsthat entrepreneurshipisthekey to developing
and sustai ning aprosperouseconomy, relatively little hasbeen investigated with regard to
themanagerid vauesthat help new venturesbecome successful. Neverthel ess, theinfluence
of HRM on SME effectiveness can neither be overlooked, nor overemphasized. Marlow
and Patton (1993) point out that HRM practices can be particul arly important for small
firms, even asresearch indicatesthat inadequate and i nefficient management of employees
insmall firmsresult in low productivity and high turnover rates (Mathisand Jackson,
1991). McEvoy (1984) also fingers poor employee management as one of theleading
causesof smdl firmfailures.

Desder (2011) a so arguesthat small firmsface some peculiar risks, hencethey
need dl theadvantagesthey can get, and for them, effective HRM isacompetitive necessity.
Brand and Bax (2002) support thisby noting that human resourcestakeacrucia partin
raising and sustaining the competitive advantage of small firms. Dessler (2011) also adds
that the presence of certain HR policiesisalso animportant condition for getting and
keeping big customersby smal firms. Thisisbecausebig customerscheck for compliance
withinternational quality standards, whichincludes presenceof certain HR policiessuch
astraining and performance management activities. Nevertheless, managing HR in small
businessesisdifferent from that of large businesses. According to Dessler (2011), four
factorsarereasonsfor thevariances. Theseare size, priorities, informality, and nature of
the entrepreneur.

Sze: Thesmall sizeof SMEsmakeit rather uncommon for them to have dedicated HR
departments. Thisisnot to say that small businessesdo not have human resourcetasks
which they must attend to, such asrecruitment, selection, training, compensation, and so
on, but most often, itistheowner or his/ her assistant that doesthe HR work. Cardon and
Stevens(2004) attributed thisto scarcity of financial resourcesinsmal firms, which tends
to make them reluctant to engage in practicesthat they regard as costly. Hornsby and
Kuratko (1990); Bacon, Ackers, Storey and Coates (1996) reveal aconsequence of this
lineof action (or inaction) by observing that smaler entrepreneuria firmsusudly havekey
confrontswith HRM, for the reason that the small size of thefirm, does not guarantee
appointment of professiona HR practitioners.

Priorities. The shortage of the entrepreneur'sresourcesintermsof time, money, people,
and expertise, compel him/her to focus more on thefinance, production, and marketing
aspectsof hisoperations, with HR being of diminished importance.
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Informality: Dueto their small size and areas of focus, that isto say, priority, small
busi nessestend to handleHR mattersinformaly. Suchinformality is, however, not just due
tolack of resources, but also amatter of survival. Itisimportant for small businessesto be
abletoreact quickly to changesin competitive conditions. Hence, they keepissueslike
compensation, gppraisalsand working conditionsflexible.

Natureof the Entrepreneur: Mamman (2008) enumeratesamong others, two distinguishing
features of entrepreneurs, which are very pertinent in this context. The first is that
entrepreneursarerisk bearing and second, entrepreneurstake persona responsibility for
all decisons(and outcomesof such decisions) inthe business. Consequently, entrepreneurs
tend to be controlling and want toimposetheir stamp and persona management styleon
internal mattersof thebusiness, includingHRM activities.

DEMANDSAND CHALLENGES OF HRM IN SMES
Inanexploratory study of successful entrepreneuria firms, Longenecker, Arissand Eedy
(2008), identify HRM demandsand challengesfaced by thesefirms. Thesedemandsand
challenges may beregarded aslogical consequences of the peculiar characteristics of
SMEs. Theseinclude: (i) Hiring Quality People, (ii) Generating |mmediate Performance
and Productivity, (iii) Maintaining flexibility and (iv) Overal Cost Containment.
Hiring Quality People: Attracting alarge pool of high quality job candidates when
positionsneed to befilled isoften achallengefor entrepreneuria firms. Reasonsfor this
includethefact that such organizations may not bewell known and the youth canraise
questionsasto their long termviability, inthemindsof potentia candidates. Furthermore,
such companiesareusualy unwilling to spend alot of money onfull blown recruitment
efforts because of the costs associated with such endeavours. Small businessesarea so
usudly unableto offer attractive compensation packagesasthose of larger, more established
firms. Hence, they areleft with arestricted recruitment pool, which limitstheir ability to
select the best people. Longenecker, Arissand Eesley (2008) findings havereveal that
successful entrepreneursovercomethischalenge by employing non-traditiond recruiting
channelssuch aspersona and professiona networks, trade associations, universities, and
employee-based ‘word of mouth' practicesto build acceptabl e candidate pools.
Regarding theissue of compensation, entrepreneurscan overcomethisby placing
more emphasi son the non-monetary benefitsof workingin an organization. Theseinclude
building an entrepreneurial culture, devel oping agood team environment, operating open
door policy, affording potential of growth to employees and so on. Messersmith and
Rutherford (2010) notethat perceptionsof trust, collaboration, and communication, can
serveasdternative meansfor growing venturesto competefor and retaintalent. Bauand
Dowling (2007) aso confirm that reward and incentive systems of entrepreneurial firms
place ahigher emphasison non-financia rewardsand incentives than on sophisticated
financid incentives. Another chalengeassociated with difficulty in hiring quality peopleis
theinability to exercise enough speed in the hiring process, when the need arises. Sudden
emergenceof anew businessopportunity or lossof agood member of staff may bring up
the need to swiftly hire capable staff. Sincethereisabsence of any formal recruitment
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processthat the entrepreneur can fall back on, the urgency of the need may causefirmsto
hire someonewho isonly minimally qualified, or who may not possessthe appropriate
personality for thejob. This, of course, can create ahost of long term organizational
problems. To overcomethischallenge, thereisthe need for entrepreneuria organizations
to havethedisciplineto devel op recruitment and sel ection systems capabl e of moving
quickly, whilestill seeking high quality personndl.

Generating | mmediate Performance and Productivity: This is the second major
demand of HRM in small businesses. The challengesinherent hereincludedifficulty in
taking timeto properly orient and train personnel, coaching and providing feedback for
new employees, and devel oping workforce/management talent. 1n SMESs, organizing
expanded training and orientation of new employeesisoften considered to betoo time
consuming to undertake. Unfortunately, new empl oyees often cometo the organization
with different motivations, expectationsand experiences. Without orientation and training,
they can end up being very ineffective performers. Proper training and orientation of
employeesisthus recommended, asthis hel ps them to become more productivein a
shorter period, than whenthey aresmply thrown into thejob without any orientation. Also
training and performance feedback should not be limited to only when employees
underperform, but should bean ongoing activity for increased performanceand productivity.
Ongoing training with skill enhancement opens up opportunitiesfor personal growth and
career advancement for employees. Thisenhances employees|oyalty, commitment and
performance, whichinturnlead to highfirm performance and competitive advantagefor
the business (Ukenna, ljeoma, Anionwu and Olise, 2010).

Maintainingflexibility: Althoughflexibility isamgor attractionin entrepreneurship, as
thebusinessgrows, accompanying HRM challengesalso arise. One of such chalengesis
theabsenceof clearly definedjob respongbilities. Overlapping responsibilitiesand lack of
job clarity leadsto confusion and frustration, decreased accountability and inconsi stent
outcomes. Toovercomethis, smdl firmsneed to continuoudy review their job descriptions/
responsibilitiesand make periodic adjustmentsto maintain optimal focusand efficiency,
whileingtilling acorporatecultureof entrepreneurid adaptability. Other chdlengesassociated
withtheentrepreneur'sdriveto maintainflexibility include, ability, demonstrated commitment
to theworkforce and maintaining fairnessin salary and rewards. The entrepreneur can
leverage on the small size of thefirm to demonstrate commitment to the empl oyees, by
getting familiar withtheir strengths, weeknesses, needs, family Stuations, and so on. Congtant
communi cation about status of the business, and treating employeesas partners, can also,
ingtill commitment on the empl oyees. Wagesand other rewards should aso bemanagedin
waysthat will demongtratefairness, equity and recognition for high performance.

Overall Cost Containment: The challenges associated with thisdemand include ability
to put in place attractive wages and benefits, and appropriate and effectiveadministrative
Sructure. Most often, small businessesdo not havetheleve of financial meansto pay high
sdariestother workers. But they can makeup for thisby ensuring that thework environment
isconduciveand of high quaity. Thiscan beachieved through creation of pleasant corporate
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culture, gettingworkersinvolved, and obtaining their cooperationinimportant HR functions
such asrecruitment, training of new employees, and in compensation matters. Thishelps
to minimize overheadsand preventsbloated bureaucracy, asexperienced inlarger firms.

CONCLUSION

Entrepreneurshipiswidely recognized asthekey to devel oping and sustaining aprosperous
economy (Phelps, 2007) and the contribution of SMEsto economic development of a
nation cannot be over emphasized (Ukenna, Ijeoma, Anionwu and Olise, 2010). Thereis
a so no doubt that managing human resources effectively isone of themost important
functionsfor achieving organizationd success. HRM isespecidly important for entrepreneurs,
who often sart their business based on the competitive advantage of theintellectud capita
of their employees (Bau and Dowling, 2007). However, avail ableevidencefromliterature
reveals that there is till a relative paucity of research on the interface between
entrepreneurship and HRM (Heneman, Tansky, and Camp, 2000). Using thework of
Longenecker, Arissand Eed ey (2008) asaspringboard, thiswork shedsmorelight onthe
peculiar human resource demands of SM Esand the challengesarising therefrom. Some
characteristicsof SMIEssuch assize, priorities, informality and nature of the entreprenedr,
werefound to havetriggered the peculiar demands and challengesof HRM in SMEs.
These chdlengesincluded, among others, difficulty in hiring high quality personnel, poor
ability to generateimmediate high employee performance and productivity, and inability to
pay competitive salariesand incentives. All thesefactors, contributein no small measure,
tothehighmortdity of small businesses.

It can thusbe concluded that, even thoughthe pivota roleof HRM inorganizationd
success(particularly small businesses), isnot in doubt, SMEsHtill needtodoalotinterms
of putting in place effective human resource management practicesintherunning of their
businesses. Rather than being adisadvantage, the'small’ size of small businesses, can, in
fact beafactor whichthey canleverage upon, intermsof HR practices, to gain competitive
advantagein themarket. Thiswill assist considerably, in boosting the chancesfor long
termsurviva of SVIES; thereby fadilitating their sustainability, and enhancing their contribution
to the nation'seconomic devel opment.
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