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ABSTRACT 

 

High Performance Work Practices (HPWP) are part of the High Performance Work Systems 

(HPWS). The HPWS include Strategic Human Resource Management (SHRM), Flexible 

Working System (FWS), Diversity and Equality System (DES), Workplace Partnership (WP) 

and Employee Empowerment (EE). This study was designed to assess the contribution of 

HPWS towards growth and expansion of Small and Medium Enterprises (SMEs) as indicated 

through Enhanced Business Performance (EBP), High Employee Retention Ratio (HERR) 

and Boost in Workforce Innovation (BIWI). As the Ownership Profile and Characteristics 

(OPAC) vary from SME to SME, the variable was included as a moderating factor in the 

implementation of HPWS in an organisation. Hypotheses developed focus on checking the 

contribution of HPWS on SMEs growth and expansion as a whole and individual interaction 

of the indicators. The study collected empirical evidence from employers and employees 

through a questionnaire survey, a first ever study of its kind in Pakistan. Employing a sample 

of 1061 employers as well as employees, it develops and tests a modified HPWS model 

within the Pakistani SMEs. Regression as well as step-wise regression is used for data 

analysis. Regression and Step-wise regression analysis are done using SPSS version 15.0. 

The results indicate that the modified HPWS model works well in SMEs of Pakistan and 

findings revealed a positive relationship though weaker one due to lower level of education of 

the owners and major decision makers in SMEs. Moreover Employee Empowerment factor 

has a positive but very low contribution towards SMEs performance because of less than 10 

employees in 67.4% SMEs. However surprisingly democratic behaviour is found dominant 

and affected positively towards enhanced business performance and boosting workforce 

innovation.  

 

Key Words: High Performance Work Systems, Strategic Human Resource Management, 

Flexible Work Systems, Diversity and Equality System, Workplace Partnership, Employee 

Empowerment, Small and Medium Enterprises, Business Performance, Employee Retention, 

Workforce Innovation, Ownership Profile and Characteristics, and Leadership Style.  
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1.1 SMEs Background in Pakistan  

Ever since Pakistan came into being in 1947, the government continued to facilitate 

business activities of the large firms and neglected the importance of Small and Medium 

Enterprises (SMEs) till 1980s and thus concentrated its efforts on large scale industry only 

(Haque, 2007). Whereas SME’s could have served as an engine for national economic growth 

and sustainability, only if the SMEs sector would have been provided with a conducive and 

facilitating environment (Haque, 2007). In 90’s realization of the importance of SMEs sector 

in Pakistan grew, and as a result in 1998, Ministry of Information, Industries and Production 

and Special Initiative formed the Small and Medium Enterprise Development Authority 

(SMEDA) in order to facilitate SMEs in Pakistan. However, SMEDA (2007) later on 

accepted that it has not been able to provide support to the extent of its own scope of 

activities for the SMEs development.   

However, there is a tremendous potential for the Pakistani companies still untapped 

especially human resources. Training and development of labour force is crucial for any 

industry. A well-trained worker can produce better quality of products as compared to un-

trained worker. The lack of training has adverse affects besides other aspects on 

innovativeness of the products. Hence, Pakistani main stream sectors have not, unlike its 

competitors (Hong Kong and China) shifted to value added products, particularly in the 

textile sector (SMEDA, 2000).  Recognizing that the SMEs have an important role in the 

economic development of the country, the State Bank of Pakistan launched a separate set of 

Prudential Regulations (R-1 to R-11) so as to facilitate and encourage this sector by allowing 

good flow of bank credit. Thus, banks are encouraged to work in close association with 

SMEs so as to meet their financial requirements for better productivity (SBP, 2004).  
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The aspect of human resource development has been focused by the National 

Commission on Textile Industry (1999) through highlighting the areas that require 

managerial training and skill enhancement. The investments in physical and technological 

resources will have to be matched by equivalent investment in the development of human 

resources, an area where local industry has been lacking discipline. The problems of low 

productivity, inefficiency and quality can be solved only if investments are made in 

equipment as well as human resource development (SMEDA, 2000).  

Small and Medium Enterprise Development Authority (SMEDA) is a regulatory body 

operational to support the Small and Medium Enterprises (SMEs) in Pakistan. Whereas 

Export Promotion Bureau (EPB) and Board of Investment (BOI) Government of Pakistan 

(GOP) develop links and give exposure to the Pakistani SMEs abroad. However, GOPs other 

agencies including Ministry of Commerce (MOC) and Federal Export Board (FEB) also have 

a vital role in bridging the gap between local and foreign buyers through series of exhibitions, 

trade fairs, and facilitating as mediator so as to improve the image of SMEs’ products and 

services at a large scale (SMEDA, 2000).  

 

1.1.1 Importance of SMEs  

As per State Bank of Pakistan (SBP, 2004) SME’s play an integral role in the overall 

economic development of the country. Furthermore, Chemin (2008) considered SMEs as an 

engine to economic growth of the country, whereby the development of the SME’s sector 

ensures attaining high economic growth leading to secure jobs and subsequently leading to 

poverty alleviation. Therefore, the importance of SMEs in the overall industrial development 

cannot be ignored (Ebrahim et. al., 2009) (Appendix-8).  
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1.1.2 Pakistani Scenario  

A study of ILO, Khawaja (2006) reveals that SMEs in Pakistan comprise of 15% of 

the corporate and public sectors and 85% proprietorships and partnerships. Almost 90% of 

the enterprises in Pakistan comprise of SMEs, amounting to 3.2 million business units. SMEs 

employ almost 80% of the non-agricultural labour force. Approximately 90% business units 

employ less than 99 persons, which is almost 3.16 million. Moreover, their direct 

contribution in the annual GDP is almost 30% (Pakistan Employment Trends Skills, 2007) 

(SMEDA, 2007).  

SMEs in Pakistan have had to face several problems in entering into the global 

market, due to dramatic decrease in exports in the late 90s (World Bank, 2003) (Appendix-1). 

Enterprise Surveys conducted by The World Bank provides reliable and comprehensive data 

regarding emerging markets and developing economies (Appendix-2). According to 

Enterprise Surveys (2007) inadequately educated workforce is among the top 10 business 

environment constraints for firms in Pakistan besides electricity, corruption, crime theft and 

disorder, access to finances, tax rates, access to land, political instability, trade regulations 

and tax administration.  

Pakistan belongs to a lower middle income category according to the Pakistan 

Country Profile (2007). Companies face unnecessary delays and obstacles in obtaining 

licenses and permits because of corrupt officials thereby causing huge costs in terms of job 

creation and economic growth. Corruption is one of the major challenges that businesses in 

Pakistan are facing (Enterprise Survey, 2007; World Bank, 2007) (Appendix-3 and 4).  

According to Appelbaum et al. (2000) all firms, both large and small, are facing 

unavoidable competitive pressures, due to which it is becoming difficult to survive. These 

pressures are in the form of cut-throat competition, economic and industry deregulation, 

global flaws of fast moving currency and exchange rates badly affecting the organisations. 
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Bonding Schemes do not have SMEs focus hence there is a need for Common Bonded 

Warehouse Schemes that allow small firms to pool together resources and enjoy the same 

competitive advantages of the larger firms. Barney (1991) also suggested that competitors 

can imitate very easily and quickly the physical and financial advantage however emphasized 

on the human resources which may be the only factor to get sustainable competitive 

advantage for firms and cannot be imitated.   

Having said so, it seems appropriate to offer comprehensive understanding of the 

terms used and the concepts that follow in this discussion.  

 

1.2 Small and Medium Enterprises (SMEs)  

As defined by the State Bank of Pakistan (2004), “Small and Medium Enterprise 

(SME) is an entity, which may or may not be a private / public limited company, and does not 

employ more than 250 persons (if it is manufacturing / service enterprise) and 50 persons (if 

it is a trading enterprise) and also fulfils the following criteria of either ‘a’ and ‘c’ or ‘b’ and 

‘c’ as relevant: 

(a) A trading / service concern with total assets at cost excluding land and building 

upto Rs 50 million.  

(b) A manufacturing concern with total assets at cost excluding land and building up 

to Rs 100 million.  

(c) Any concern (trading, service or manufacturing) with net sales not exceeding Rs 

300 million as per latest financial statements.”  

However, an individual can also be considered SME upon meeting above criterion 

(SME Bank, 2010; SME Policy, 2007; SBP, 2004).   
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1.3 High Performance Work Systems 

John F. Tomer (2001) defines that, “High Performance Work Systems (HPWS) 

organisations utilize a fundamentally different approach to managing people than the 

traditional hierarchical approach associated with mass production / scientific management. At 

the heart of this emerging approach is a radically different employer-employee relationship.” 

Accordingly, he further states that the experts of organisation behaviour believe that HPWS 

can provide sustainable competitive advantage to any organisation. 

 

1.4 Leadership Style  

According to Don Clark (1998), “leadership style is the manner and approach of 

providing direction, implementing plans, and motivating people.” (Kurt Lewin, 1939; EFCT, 

2004 and Procapoline, 2005) led a group of researchers in order to identify different styles of 

leadership. This early study established three major leadership styles, Authoritarian or 

autocratic, Participative or democratic, and Delegative or Free Reign (Appendix-11). 

Whereas, Don Clark (1998) has suggested that good leaders tend to practice combination of 

three styles keeping one of the styles dominant. However in contrast, bad leaders have a 

tendency to adopt only one style out of three. According to Don Clark (1998) and Barbuto 

(1997), leadership theory suggests a positive relation between transformational/transactional 

leadership and other constructs such as organisational commitment, job involvement, job 

satisfaction and organisational citizenship behaviour. However, based on the collective 

evidence, one could expect transformational leadership to have a stronger, positive 

relationship with these constructs (Annebel and Deanne et al., 2004).  
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1.5 Employee Empowerment  

Employee Empowerment is defined as the managerial style where managers share 

their influence in the decision making process (with other members of the organisation). 

Empowerment can also be defined as the involvement of employees in the decision making 

process (Mitchell, 1973; Vroom and Jago, 1988; Cole et al., 1993). There are two dimensions 

of empowerment: subjective and objective. Subjective empowerment is defined by Cook 

(1993), as “the process of developing the skills, knowledge and attitudes required to carry out 

tasks successfully. People are empowered to the extent that they develop the ability to do 

their job well, to manage relationships effectively and to manage their own time, careers and 

health". Whereas Stewart (1994) and Zemke and Schaaf (1989) described, “Empowerment 

with the emphasis on the objective dimension and decision-making. They describe 

empowerment as a feeling of commitment and job ownership through the ability and 

authority to make decisions, be responsible, and be measured by results.”  

 

1.6 SMEs and High Performance Work Systems  

Investments in physical and technological resources will have to be matched by 

equivalent investment in the development of HR, an area where local industry has been 

lacking severely. Problems of low productivity, inefficiency and quality can be solved if 

investments are made in equipment as well as HR development (Datta, G. and Wright, 2005).  

Hutchinson, Purcell and Kinnie (2000) suggested that one of the responses to such 

pressures has been the development of High Performance Work Systems (HPWS) known as 

High Commitment Management (HCM). According to Baron and Kreps (1999) HPWS seem 

to be a good strategic approach to perfect HRM as it mean “getting more from workers by 

giving more to them”.  
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According to Wright and Snell (1999) an HPWS generate broad point of view and 

experience sets, aligned interests, and information sharing, all of which enhance prospects for 

innovation (idea generation) and alternative strategy-generation throughout the organization 

(i.e. problem solving attitude within firm policies). However, as a result of developing a 

range of desired skill and behaviour, numerous high performance work system component 

contribute towards the workforce entrepreneurship and innovativeness, being an indicator of 

SMEs growth and expansion.   

A growing body of research by TEA and NCPP (2008) (4 indicators of HPWS-old 

Model) suggests that the use of a set of HR practices, including complete employee 

recruitment and selection procedures, compensation and performance management systems, 

information sharing, and extensive employee involvement and training, can improve the 

development and retention of a talented and motivated workforce. These HR practices are 

usually referred to as high involvement, high commitment, or high performance work 

systems (HPWS).  

SME sector of Pakistan is passing through severe uncertain situation including 

economic, political, technical, and nevertheless human resources and thus facing problems 

while trying to perform better in strict environmental pressure. Even though, Pakistan’s 

economy has amazing potential for development but unfortunately haven't been able to derive 

optimal benefits despite a series of efforts launched by various policy makers at different 

times mainly due to the fact that the major focus and the thrust of all these activities was on 

the large scale industries and manufacturing concerns (Khawaja, 2006).  

Whereas, high rate of failures, owing to economic slumps, institutional malpractices, 

political motives and damaging activities of labour unions in that sector, left the formal 

lending institutions with huge infected portfolios, in addition to adverse effects on the entire 

economy. Unfavourable effects include insufficient and low quality production to meet the 
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demands of local and international markets, shortfall in balance of payments and ever rising 

unemployment, and so forth.   

The growing body of research on HPWS enables us to develop a more useful 

understanding of the nature of the relationship between business performance and 

management systems (Hsi-An Shih and Yun-Hwa Chiang et. al, 2006). Researchers have 

examined a range of configurations of HPWS to better understand the relative importance 

and synergistic effect of different management and workplace practices. This approach 

establishes the context for the present study, which sets out to develop new conceptual 

insights into what constitutes high performance work systems by looking beyond the 

prevalent HRM centred model.  

Baron and Kreps (1999) emphasized the significance of employees considering them 

as the backbone of the company. A well-designed HPWS in fact keeps employees at the fore 

front and allows them to gain more knowledge and knowhow about their business. It gives 

them an open hand to implement as per their skills and judgement in order to attain their 

business aims and objectives ultimately leading to success.  Much of the analysis of HPWS 

originates from the study of strategic human resource management (SHRM), where 

researchers have examined the impact of “bundles” of HR practices on organisational 

outcomes. The idea that a system of HR practices may be more than the sum of the parts 

gives rise to debate as to the specific configuration of practices constituting a high 

performance system.  

 

1.7 Knowledge Gap  

Pfeffer (1994) and thereafter Wyer and Mason (1999) found that a lot of research on 

HPWS applications has been tested in large businesses with very little focus on small 
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businesses. Since, SMEs have not yet received much attention from the researchers in order 

to improve their overall productivity and enhancing business performance especially through 

implementing High Performance Work System, hence there seems to be a need for 

developing a comprehensive HPWS model for implementation through which SMEs are 

enabled to get sustainable competitive advantage under the growing global economic 

pressures. Point of view of both sides has been taken i.e. ‘management’ as well as 

‘employees’ (Janny Tame, 2002, Bacon et al., 1996). 

Several studies have been conducted on SMEs in Pakistan but no work has yet been 

done on the human resources from the perspective of effective HR practices through a set 

model of high performance work system (HPWS) and its relationship with the SME’s overall 

growth and expansion. Based on several studies, the researcher developed his interest in this 

area based on the huge knowledge gap found internationally as well as in Pakistan as no such 

study has ever been done so far on the said relationship. Besides the missing link of fifth 

indicator of HPWS model as Employee Empowerment (referred as EE in this study) a 

Moderating Variable, namely Leadership Style (LS) - an indicator of Ownership Profile and 

Characteristics (referred as OPAC in this study) has been discovered that needs empirical 

evidence (Wyer and Mason; 1999; Moss and Ngu, 2006). In a way the study would evaluate 

effective contribution of human resource in SME’s overall growth and expansion. This study 

will provide guideline to the SMEs at large and to the indigenous in particular. 

1.8 Research Problem  

If a very high proportion of GDP is linked with the growth and expansion of SMEs in 

an economy then the natural question would be how to promote their growth or expansion. 

Apart from many measures, High Performance Work System may be one of the most 

important responses. Therefore this study explores the role of HPWS in the growth and 

expansion of SMEs. As the ownership profiles and characteristics of various SMEs differ 
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therefore the moderating role of OPAC is the supplementary investigation line. The principal 

question entails several sub-questions pertaining to the individual role of the indicators and or 

combined role of certain of them when others are withheld. 

Therefore the major question for this study is to explore:  

The role of HPWS in the growth and expansion of SMEs (H1-H4). The individual role of the 

indicators and or combined role of certain of them when others are withheld (H6-H20). The 

moderating role of the ownership profile and characteristics-OPAC – (Leadership Styles) 

Baron and Kreps, 1999; Holliday, 1995) (H5, H21-24). 

 

1.9 Research Objectives  

To establish a comprehensive HPWS model for the SMEs of Pakistan in general and 

for SMEs at large. 

To test the HPWS model at SMEs level and to explore its relationship with the overall 

growth and expansion of SMEs as well as in relation to leadership styles.  

All the applications of the previous model have been so far in European and American 

perspective, therefore testing it in indigenous perspective is an obvious goal.  

Subject to the results of this study gauging the need for awareness among the top 

management of the SMEs for implementing HPWS in their companies.  

The particular emphasis here is to examine differences in the relative use of a set of 

HR practices comprising a high performance work system (HPWS) as using an HWPS can 

enhance organizational overall performance, with a particular emphasis on productivity 

(Datta, Guthrie and Wright, 2005; Guthrie, 2001; Huselid, 1995).  

Thirdly this study would observe, whether there are any differences in HPWS 

practices in different firms which can contribute to the advantages (overall growth / 

expansion) of SMEs in terms of workforce productivity, increase in employee retention ratio 
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and boost in the workforce innovation. Not last but least the current study would also seek to 

observe the possibility of a this new model of HPWS, using empirical evidence that how 

would a broad set of management practices (strategic human resource management (SHRM), 

workplace partnership (WP), diversity and equality management (referred as DES), and 

flexible working (referred as FWS) in this study), might relate to the High Performing 

Organizations (HPO).  

 

1.10  Significance of the Study  

 

 

 

 

 

 

Point of view of both the sides i.e. is the employers and the employee will be 

considered for a balanced approach to assess the effectiveness and significance of HPWS in 

SME’s. For that top management including CEOs and owners of the company along with 

decision making employees such as managers will be focused. This aspect has not been 

studied in past. Janny Tame (2002) disagreed with the Bacon et. al. (1996) approach. He 

argued that Bacon relied only on a ‘Management interpretation’ and did not give any 

weightage to ‘Employee perceptions’, which he considered as an important factor for a 

balanced analysis. Therefore, not only the study would fill the knowledge gap but would be 

the first ever study of its kind in Pakistan. Further the study is expected to provide a guideline 

to the SMEs in implementing the HPWS model to grow and expand.  

 This model has been studied in SMEs’ context for the first time.  

 The model has been studied in the West and is being studied in the Pakistani context for the 

first time.  

 Keeping in view the different indigenous nature of Pakistani culture, a number of indicators 

have been added to the existing model like Employee Empowerment and Leadership Styles.  

 The applied significance of the study is that it is expected to provide a guideline to the SMEs 

for implementing HPWS model effectively. 

 Contrary to the past experience (Khurram et. al, 2008) the ‘Managers’ as well as ‘Employees’ 

actively participated in the study, as the overall response indicates  
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2.1 SMEs in Pakistan and Abroad – A Review  

This chapter is an endeavour to extend coverage to the research studies undertaken, 

tools developed or the theoretical musings regarding SMEs, human resource, and the 

leadership styles.  

Today, in the business world, small and medium enterprises (SMEs) possess a long 

history for providing job opportunity to many people in order to improve and equip 

themselves with the global changes (European Commission, 2005). According to Khawaja 

(2006) for SMEs of Pakistan there is a largely untapped growth potential for employment, 

income generation, and poverty reduction. Small firms constitute a major part of the whole 

population of firms in developing countries. There is a vital role of SMEs which cannot be 

ignored in any developed or underdeveloped economies merely because it is the back boon of 

the economic fabric and fuel to the growth of economy (Andrea and Michael, 2010). Today, 

Pakistan is also striving hard to emerge as a developing country to step on its feet, even 

though a lot has to be done so that it could come under the umbrella of developing countries. 

Pablo et. al (2009) and Elena (2002) highlighted SMEs as a potential source of employment 

generation and their contribution to reduce unemployment in the country. They suggested 

government to subsidize SMEs for more employment creation.   

 There are several considerable factors for SMEs getting benefit of sustainable 

competitive advantage, but the role of high performance work systems (HPWS) is the major 

one because of the fact that the ‘human resource’ of an organization cannot be imitated by the 

competitors (Ian D. and Ian S., 2006; Noor and Ramayah et. al., 2010). 

Since 1947 to mid 1998, SMEs in Pakistan did not get much attention from the 

government till the formation of ‘small and medium enterprises development authority’ 

(SMEDA) took place in October 1998 working under the Ministry of Industries, Production 

and Special Initiatives, Government of Pakistan (KalSoft, 2004). Similarly, SMEs were 
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neglected and did not receive much attention from the researchers in order to improve their 

productivity. For all SMEs, the long-term goal is to survive and grow in this competitive 

market at a profitable position besides, overcoming internal and external threats. Due to 

globalisation SMEs competition in the broad spectrum is with the local firms as well as 

global firms. Consequently SMEs must understand and respond quickly to such dynamic 

changes that are increasingly taking place in the business world (Ishrat, 2004).   

According to the Doing Business (2010) data for the selected economies, Pakistan 

belongs to South Asian region, having population size of approximately 16,036,895. Pakistan 

lies in the lower middle income category having 981.29 Gross National Income (GNI) per 

capita in US Dollars, and ranks on number 85 among 183 economies of the world in terms of 

“Ease of Doing Business” and at number 63 in terms of starting a new business. Justin et. al 

(2009) examined changes in SMEs behaviour of Western China and suggested that managers 

and owners of SMEs should develop their business values according to the norms of the 

market economy and stressed upon the social networking build up on personal trust which 

would be an integral factor for the early survival of SMEs.  

According to the State Bank of Pakistan (2004) small and medium enterprises (SMEs) 

play a vital role in giving boost to the economic development of Pakistan. Therefore to 

facilitate SMEs growth a totally separate set of Prudential Regulations were issued (Ishrat, 

2004) so as to meet the SMEs financial requirements which was identified as a major 

constraint to growth of SMEs in Pakistan (Enterprise Survey, 2007; European Commission,  

2005). SMEs sector is very important and play a vital role, therefore utilisation of information 

and communication technologies (ICT) by the SMEs can generate more jobs, generate 

revenue alongwith strengthening country’s competitiveness at a large scale (UNDP, 2007).  

Jörg (2007) expressed that small businesses can be considered as entrepreneurship 

driven entities because entrepreneur as a person in small business possesses more 
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opportunities than in the large firms to play a crucial role, and his entrepreneurial capabilities 

can much easily influence the firm in a positive direction. Noor and Ramayah et. al. (2010) 

found through a research conducted in Malaysia that there is a positive relationship between 

competencies possessed by the SMEs owners and the business success. However, external 

environmental factors on the other hand can affect on the success of SMEs therefore should 

be taken into consideration (Jörg, 2007). Marri, Gunasekaran, and Sohag (2007) found 

resistance in acceptance of new technologies by the SMEs alongwith lack of inhouse 

expertise and organizational long term vision of accepting change.  

Pablo et. al (2009) stated that SMEs are flexible, dynamic and productive than the 

large firms despite the fact that they have to face extreme challenges by specific market 

failures, which still require definite policies by the government.  

 

2.2 SMEs Sector in Pakistan – An Overview  

According to SME Policy (2007) and KalSoft (2004) there are almost 3.2 million 

business firms nation-wide and among them SMEs constitute almost over 90 percent of all 

employing up to 99 persons. Their share in industrial employment was estimated 78 percent 

and in value addition approximately 35 percent. Almost 53 percent of all SMEs were in retail 

trade, wholesale, restaurants and the hotel business whereas the contribution of industrial 

establishments was 20 percent. 22 percent were involved in service provisions. SMEs sector 

in Pakistan was primarily a less formally organized sector; more than 96 percent businesses 

were owned and managed by an individual as a sole proprietary concern (The Economic 

Census of Pakistan, 2005).  

Bhutta, Rana and Asad (2008) found that there is a positive impact of owners’ level of 

education, watching TV, reading news papers, use of computer, internet, less than three 
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partners in the firm, and generations in their business on the health of the firm. They found 

that such ownership behaviour has a positive relation with the success of the firm. Also they 

found that 78% of the owners of the successful firms were educated and 67% of the owners 

were the first generation entrepreneurs of the successful firms in Pakistan.  

Moreover, due to lack of innovations they are vulnerable to the strict market 

conditions and to the sudden economic and political shocks which often force them to 

disappear from the market. That’s the reason due to which 19% SMEs are less than 5 years 

old and only about 4% are able to manage celebrating their silver jubilee (25 years) (Bhutta, 

Rana and Asad, 2007; Bhutta, Rana and Asad, 2008). Only mushroom growth of SMEs 

makes them attractive to the government to support them in terms of finances, human 

resource training or technological up gradation and marketing assistance. KalSoft (2004) 

suggested a b2b solution to SMEDA in order to ‘turn potential into profits’ through 

‘industrial information network’ (IIN) portal, making a valuable contribution towards the 

growth and development of SMEs in Pakistan.  

 

2.3 SMEs reality in Pakistan  

SMEs surveys in Pakistan have been infrequent due to which officially claimed 

number of SMEs is not sure. Perhaps the number is much larger than officially recorded. The 

main reason is that normally surveys take into account registered firms (Athar and Aamir, 

2004), whereas according to Enterprise Survey (2007) a large number of small firms do not 

register themselves because they want to remain hidden due to several reasons or not 

motivated enough to get them registered. According to the Economic Census of Pakistan 

(2005), a large number of small firms in Pakistan are very small with limited employment 

potential and little chance of growth opportunities with maximum focus of survival. 

However, in general, a small number of small firms employ relatively more workers.  
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SMEs are classified based on industries (services, manufacturing), number of 

employees, total assets and sales per annum (Ayyagari et al., 2007). However, SMEs are 

defined in different ways by different institutions in Pakistan (SMEDA, 2005; SME Policy, 

2007), as well as defined differently by other countries in the world and the European Union 

(O’Regan and Ghobadian, 2004; European Commission, 2005; Ebrahim et al., 2009), (Ref. 

Appendix-5, 6, 7 and 9). According to the State Bank of Pakistan (SMEDA, 2005):   

“An entity, ideally not being a public limited company, which does not employee 

more than 250 persons (manufacturing) and 50 persons (trade/services) and also fulfils one of 

the following criteria can be classified as an SME: 

(i) A trade/services concern with total assets at cost excluding land and buildings 

up to Rs.50 million. 

(ii) A manufacturing concern with total assets at cost excluding land and building 

up to Rs.100 million. 

(iii) Any concern (trade, services or manufacturing) with net sales not exceeding 

Rs 300 million as per latest financial statements.”  

  

2.4 Constraints encountered by SMEs  

Governments have put their efforts and plenty of resources in policy making in order 

to facilitate small and medium enterprises (SMEs). However an extended use of these 

policies may well be warranted keeping in view constraints encountered by the SMEs that 

become hindrance in their productivity and obstacle to their growth (Pablo et. al. 2009). 

World Bank Group Entrepreneurship Survey (2007) found a low level of entrepreneurial 

activities in Pakistan among 84 developing countries during the period 2003 to 2005. Also 

found that registration of companies’ on average was found less than 7% than the previous 
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year, and also lower than most of the regional averages in the world. According to ILO 

(2002) legal task requirements, tax laws and regulations are among the major factors 

discouraging growth and expansion of small firms or cause artificial fragmentation in 

Pakistan. (Carmen and Tania et. al., 2007) concluded that women’s limited access to finances 

and lack of trainings are among the major constraints for small enterprises growth in 

Pakistan.  

According to SME Policy (2007) political manipulation and instability are among 

other obstacles to the growth of SMEs in Pakistan. Besides, there are several factors 

becoming obstacle or discourage SMEs, to properly utilise opportunities from information 

and communication technologies, including lack of knowledge, human resources, and trust 

level (UNDP, 2007). UNDP suggested that governments should play their part in order to 

overcome such problems and hindrances faced by the SMEs of Pakistan in their growth. 

Enterprise Surveys (2007) and World Bank (2007) identified in Pakistan (2007) 8.10%, 

Nepal (2009) 5.86%, Sri Lanka (2004) 21.33% and Bangladesh (2007) 24.90% firms pointing 

out labour skills level as a major constraint. SMEDA (2000) in its ‘Textile Vision-2005’ also 

highlighted lack of human resources trainings and skill development therefore suggested such 

trainings on regular basis for the SMEs in Pakistan (Ref. Appendix-10).  

Moreover Noor and Ramayah et al. (2010) found that unavailability of proper 

financial support from the government and lack of trainings are also the major obstacles to 

the growth of SMEs. Andrea and Michael (2010) found that small firms encounter financial 

constraints due to their size and due to non-availability of facts and figures that lenders would 

require therefore the role of trust between small firms’ owners and lender plays an important 

role. According to Doing Business (2010) Pakistan in terms of “Employing Worker” ranked 

at 146 in 2010, implying the difficulties faced by the employers in hiring and firing of 

workers. Pakistan has 43% compared to 26.3% in the South Asian region in terms of 
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“Rigidity of employment index”. The difficulties that employers face in hiring and firing 

workers are shown in the table below.   

 

Table-1 Employing Workers    

*DB10 rank: 146  *DB09 rank: 146  Change in rank: Nil  
Each index assigns values between 0 and 100, with higher values representing more rigid regulations. 
The Rigidity of Employment Index is an average of the three indices.  

Indicator Pakistan South Asia
OECD 

Average 

Difficulty of hiring index (0-100) 78 27.8 26.5 

Rigidity of hours index (0-100) 20 10.0 30.1 

Difficulty of redundancy index (0-100) 30 41.3 22.6 

Rigidity of employment index (0-100) 43 26.3 26.4 

Redundancy costs (weeks of salary) 90 75.8 26.6 

Source: Doing Business, 2010. http://www.doingbusiness.org/ExploreEconomies/?economyid=147 
*DB10 = Doing Business ranking in 2010 
*DB09 = Doing Business ranking in 2009  

 

Faisal et. al (2005) suggested that SMEs in Pakistan can again be on a growth track 

since there is a positive relation between ‘lowering the constraints faced’ with the ‘growth of 

SMEs’.  
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2.5 High Performance Work Systems  

Organizations communicating HR practices from an integrated perspective of high 

performance work system (HPWS) may be perceived by their employees as more effective 

organization having progressive attitude. However, organizations with a strict approach 

having clearly defined for staffing, compensation, training etc. may have different decision 

making by HR managers and others.  

Human resource is the backbone of an organization. Qualified, skilled and 

knowledgeable workforce can make a difference between successful and unsuccessful 

organization in a competitive market (Pakistan Employment Trends, 2007). According to 

SME Policy (2007), SMEDA has envisioned SMEs Development for 2015 in which SMEs 

access to qualified human resource, attractive markets and technological development have 

been given top priority as mentioned in the table (Ref. Appendix-12).  

According to an Irish study published in 2008, HPWS having components of strategic 

human resource management (SHRM), workplace partnership (WP) and diversity and 

equality system (DES), have a positive relationship with better working conditions, labour 

productivity (LP) and workplace innovations (WI). SHRM indicators are staffing, training 

and development, performance management and remuneration, communication and 

participation (TEA and NCPP, 2008). Barney (1991) found that effective HR Practices can be 

helpful in achieving the desired outcomes of the company in terms of productivity and 

profitability. More importantly, employee involvement, employee willingness and 

participation or employee dedication has been given much attention as a possible means to 

overall success of the company. Since, business conditions are getting hard and more 

complex, therefore in order to gain sustainable competitive advantage, not easily imitable 

from others, suggested that workers possessing unique blend of skills and problem solving 

abilities is becoming increasingly important day by day.  
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Bhutta et. al. (2008) while doing a research on SMEs in Pakistan found that, 

education, trainings, media-related habits, use of information technology, number of 

investors, and generations in business have a positive relationship with the health of the firm.   

There is a lot of literature that supports both the relevance and benefits for teams 

involved in the high performance work systems (HPWS). These teams, called high 

performance work teams (HPWT), are the building blocks of the work systems they serve. In 

Leading Self-directed Work Teams, Fisher’s (1993) research reveals significant overall cost 

benefits to the bottom line such as: increase in productivity, lower manufacturing costs, cut in 

accidents, sickness and absenteeism, lower costs/returned goods down, cut in service errors, 

and also highest quality products at lowest prices as well as doubled profit margins.   

The quality of labour/management relation improves under a commitment-based 

approach. The commitment based model allows more co-operative labour management 

relations to emerge and gives ways so that both employers and employees can benefit. The 

company puts itself in a position of being able to enjoy the creativity, originality and problem 

solving skills of its workers, having given them the information, skills, incentives and 

responsibility needed to make important decisions for innovation, quality improvement, and 

rapid response to change (Arthur, 1992).  

Macduffie (1995), Arthur (1994), Becker and Gerhart (1996), Huselid (1995) and 

others through independent studies reveal that there is a positive link between HPWS and 

firm performance. These authors define HPWS as strategically oriented human resource that 

generally includes precise recruitment and selection procedures, performance incentives 

compensation systems, and management development training systems linked to the needs of 

the business. According to Ulrich (1990, 1997) there are different combinations of HR 

practices advanced by different authors, affecting the outcomes of their research. Wyer and 
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Mason (1999) found that much depends on the management leadership style, owner/manager, 

their outside experience and skills, motivation, attitude, values and the nature of the task.  

Faye, Donna and Jaideep (1998) found that majority of organizations have still not 

implemented HPWS. Some of the reasons for resistance to HPWS are the investment of time 

and money, the uncertainty of success, an ingrained hierarchical culture which is adverse to 

change. He suggested that this negative assessment be considered valid as the existing models 

of HPWS are not comprehensive and well integrated. Godard and Delany (2000) found that 

the implementation of HPWS as a full-fledged program can be costly and difficult for many 

organisations, whereas large organisations may spread its overall expenses effectively. 

Therefore it may be worthwhile for them. Baron and Kreps (1999) observed that even if 

HPWS implementation gets successful it requires proper attention without which they can 

add towards organisation overheads.  

According to Baron and Kreps (1999) the interest of owner of the organisation in 

small firms is critical in adopting HPWS. He found that family who owns the business from 

inception and / or self-taught owner/manager are among the factors which cause resistance in 

implementing high performance work practices. Holliday (1995) observed that only few 

small business owners can spare time and invest money in management development 

therefore new HR ideas from this source is not many.  

 

2.6 Strategic HRM  

Employees play an integral role in the success of an organization and are considered 

as the backbone of an organization (Marri, Gunasekaran, and Sohag, 2007). According to 

Ishrat (2004), SMEs in Pakistan have a dilemma that still stuck in the technology, skilled 

human resources and product mix of 1960s and 1970s due to lack of capital access. Pablo et. 
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al (2009) suggested that SMEs has the potential and can improve productivity with proper 

trainings, innovation certification and easy access to credits. Pakistan Employment Trends, 

(2007) and Edward (2005) suggested that rewarding employees for achieving organizational 

performance level basically complements treating them right so as to allow them to avail 

growth opportunities and develop themselves, prosper along with the organizational growth 

and development. Rewards are for employees’ performance and also encourage them to 

continue to further improve their skills and upgrade their knowledge so as to deserve better 

from their organization. Marri, Gunasekaran, Sohag (2007) found that in Pakistani SMEs 

there is a less focus towards their employees’ interests and rewarding through incentives on 

good performance. However, authors recommended very strongly to the managers that 

employee incentives and rewards should be considered as effective tolls and utilised by the 

management to increase commitment and motivational level of their employees’ in order to 

maximise the productivity of their organizations (Seokhwa, Riki and Wei, 2007). Found that 

a few companies employing more staff, giving rewards and incentives to their employees in 

the form of providing them free health care, life insurance from company side, pension, sick 

pay and few bonuses upon achievements. On the contrary from employees’ point of view 

their major concern is with their job satisfaction and welfare. Further suggested that 

employers should utilise this tool in order to attract and employ skilled and knowledgeable 

workforce from the market in order to get sustainable competitive advantage over others and 

to maximise their market share (Marri, Gunasekaran, and Sohag, 2007).  

(Seokhwa, Riki and Wei, 2007) suggested that employees organizational citizenship 

behaviour (OCB) has a positive impact on the overall organizational performance, 

productivity, and effectiveness while operating in a competitive environment. Michael (2007) 

suggested that an organization’s maximum efficiency can be achieved by integrating the 

both; employees’ preference for a fair decision-making environment, and design of informal 
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reward system by the management. Further commented, that organizational performance can 

be achieved in a better manner if employees believed in a ‘fairer decision-making 

environment’ that they have equal contribution with their employer in terms of deciding 

organisational activities, which in-turn lead them to gain maximum enjoyment from their 

workplace and as a result, may lead them to contribute at their maximum level to their 

organization.  

The poor national performance of SMEs in Pakistan has been affected badly due to 

several factors including inadequate education system and insufficient infrastructures 

available for meeting workforce training needs (Bhutta et. al., 2007). That is the reason the 

human resource coming out of the educational and training institutes possess limited 

capabilities due to which SMEs would not be able to innovate, add value, upgrade 

technologies and derive new marketing strategies (SME Policy, 2007).    

 

 

 

 

 

 

 

 

 

 

 

 

 
Performance 
Management 

 

 
Training  

and 
Development 

 

 
Communication 

and 
Participation / 
Involvement

 
 

Rewards 
 

 
 

Staffing 
 

 
Strategic 

HRM  
(SHRM) 

Figure-1 Graphical Presentation of Strategic HRM Components 
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2.6.1 Difference between strategic HRM and traditional HRM   

Employees are considered the backbone of the company. Strategic human resource 

management (SHRM) deals with the employees related matters. SHRM is designed to assist 

companies so as to meet the needs and wants of their employees in order to achieve overall 

goals and objectives of the company at the end. Strategic HRM deals with issues such as 

Staffing, Performance Management, Rewards, Training and Development, Communication 

and Participation / Involvement. Whereas traditional human resource management addresses 

business related aspects of the company that affect employees such as provide work 

incentives, safety procedure information, and sick or vacation days and so forth (Wisegeek, 

2009; Leanne and Kate, 2004). However, according to Altaf (2006), SMEs in Pakistan 

operate along traditional lines which put them in a more vulnerable situation where 

increasing competition is faced against large and modern competitors from within the country 

and outside of the country.  

Strategic human resource management is a sensible management of people. It helps to 

develop a strong relationship between employees and the management, which is two-way in 

nature. It requires thinking and planning from a company to better meet the needs of its 

employees, and for the employees to better meet the needs of the company. This can affect 

the way things are done at a business site, improving everything from hiring practices and 

employee training programs to assessment techniques and discipline. An important feature of 

the strategic human resource management is employee development. This process instigates 

when a company starts recruiting and interviewing the potential employees. Improved 

interviewing techniques can help to pull out applicants who may not be good for the company 

(Wisegeek, 2009).  
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Table-2 HRM in the knowledge economy (Traditional HRM vs. SHRM)  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2.6.2 Strategic HRM in SMEs  

Strategic human resource management is essential in both large and small companies. 

In small companies, this may be as simple as the owner or manager taking a little time every 

day to observe, assist, and assess employees, and provide regular reviews. While, large 

HRM focus  Traditional HRM  HRM in the knowledge economy  
 
Strategy  
 
 
 
 
Recruitment 
and selection  
 
 
 
 
Training and 
development  
 
 
 
 
 
 
 
 
Workforce 
planning  
 
 
 
 
 
 
 
Performance 
management  
 
 
 
 
 
 
 

 
Develops HR strategy to align 
with business strategy Seek and 
select resources  
 
 
Describe job requirements and 
fill vacancies  
• Select from pool of applicants 
available at the time the vacancy 
is identified  
 
Develop individual skills and 
competencies  
• Plan and coordinate training 
programs  
• Provide and monitor 
professional development 
programs  
• Focus is on individual skill 
acquisition  
 
A focus on ‘head count’ – 
address current and short-term 
resource needs by organisational 
unit  
• Identify current and short-term 
resource needs  
• Develop skills to meet needs 
via training and development  
 
Monitor and modify individual 
performance  
• Reduce or eliminate undesirable 
behaviours and set desired 
behaviours to enhance individual 
performance  
• Reinforce organisational culture 
• Monitor adequate compliance 
with policies and procedures  

 
HRM contributes to business strategy development as the expert 
on strategic knowledge capabilities 
 • Knowledge acquisition, creation, and utilisation is definitional to 
business strategy  
 
Identify, attract and sustain talent  
• Seek out high calibre talent  
• Focus is on a flexible, agile workforce  
• Partner with external providers of knowledge  
• Identify alternative forms of remuneration  
 
Develop individual and organisational capability  
• Recognise the nexus between learning, knowing and  doing  
• Focus is on personalised capability development embedded in 
work  
• Build ‘time-to-capability’ by accelerating learning  
• Identify and share excellent practices  
• Facilitate knowledge networks  
• Build organisational capability by facilitating knowledge transfer 
 
 
A focus on ‘head contents’ – manage knowledge value and risk for 
the whole organisation  
• Forecast knowledge required in strategic knowledge domains for 
the medium and long term  
• Rapidly develop and deploy knowledge sets of employees 
(individuals and teams)  
 
 
 
Knowledge worker productivity  
• Manage outcomes characterised by long feedback cycles (rather 
than managing inputs and processes)  
• Retain skilled knowledge workers and key knowledge in 
strategic knowledge domains  
• Tap into knowledge worker intrinsic motivations  
• Enhance team/business unit performance  

 

Source: Leanne M. Whicker, Kate M. Andrews (2004)  
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companies may have a whole department in charge of human resources and development. By 

meeting the needs of the employees in a way that also benefits the company, it is possible to 

improve the quality of staff members. Taking the effort to provide employees with the tools 

they need to thrive is worth the investment (Wisegeek, 2009).  

 

2.6.3 Training and Development  

Marri, Gunasekaran, and Sohag (2007) observed that SMEs in Pakistan do not give 

much attention towards their employees’ development through trainings and education 

facilities either in house or outside of the company. However, Pakistan Employment Trends 

(2007) in its report has emphasised on workforce continues development through education 

and trainings either through vocational or on the job training and considered an integral part 

of competitiveness in order to meet the changing needs of the market. Concluded, that 

without an ample investment in educational and training programs sustained economic 

growth would not be possible. According to SMEDA-Pre (2007) in its pre-feasibility study 

for IT College in Pakistan, acknowledged that, in the private sector “Nicon, Informatics, 

Petromen and Infologix are among the few local IT colleges having long established histories 

of quality education running a successful venture” and “are well recognised branded IT 

colleges group dominating others” in Pakistan. However, suggested that enough is not 

enough when more quality IT and vocational training institutes in Pakistan are demanded in 

order to meet the increasing demand and challenges of the market so as to train school going 

children and the workforce to improve their capacity building. Workforce having skills in one 

trade would prefer to improve further through formal/vocational training courses (Pakistan 

Employment Trends, 2007). According to the (Enterprise Surveys, 2007) Sri Lanka in South 

Asia region been at the top with 32.55% firms were offering formal trainings in 2004 whereas 

only 6.70% Pakistani firms were offering formal trainings in 2007 (Appendix-13).  
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According to (Enterprise Surveys, 2007) 79% employees were offered formal training 

in Nepal in 2009, Bangladesh offered formal training to its employees 66.38% in 2007, 

Afghanistan offered formal training to 39.29% employees whereas Pakistan in 2007 did not 

(Appendix-14).  

 

2.7 Flexible Work System  

Monica and Esteban (2003) confirmed that companies should focus their attention on 

human resources so as to get competitive advantage on others. Therefore suggested the 

companies to adopt high involvement work (HIW) practices which will increase the workers 

motivation. Moreover, confirmed a direct relationship between influence of flexible 

leadership and innovative culture as determining factor in adoption of HIW practices in 

effective organisations. Similarly, Westerberg et al. (1997) advocated company owners and 

CEOs to acquire and develop knowledge, skills and abilities to deal effectively with the HR 

issues so as to ensure their company’s success in such a turbulent environment.      

Flexible working time arrangements are in collective agreements as practiced 

successfully in the Western Europe (Louise, T., 2004).   
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In Australia (Ref. Appendix-15), although family-friendly measures are increasingly 

on the bargaining agenda and the diversity of such practices is limited and delivery uneven. 

Survey data indicates that nearly half of all employees believe that when their youngest child 

is under five years old, most returning mothers prefer part-time work. Of those working up to 

29 hours per week, 79% are happy with their hours, and the remainder are split between those 

who would prefer either more or fewer hours, or no employment at all (Glezer and Wolcott, 

1997; Lixia and Ruth 2005).  
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Figure-2 Graphical Presentation of Flexible Work Systems Components 
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Table-3 Flexible working time arrangements in collective agreements, Western Europe  

2.8 Diversity and Equality System  

C. Kuo and I. Shu (2004) found a weak relationship between team diversity and team 

effectiveness in organizations. Moreover, authors inferred that diversity has moderator effect 

on team effectiveness, whereas job functional backgrounds, variables of age, gender, 

seniority, and education level, have negative relationship with team effectiveness.  Carmen 

and Tania et. al, (2007) emphasised on the emerging role of women in the small firms growth 

in Pakistan. Authors stressed upon ensuring women empowerment and to promote gender 

equality in Pakistani small firms in order to increase economic development, poverty 

alleviation, and more jobs creation. According to Pakistan employment trends (2007) labour 

 
Form of flexibility 
 

Provision * 
 

 
Regular flexible 
working time 
 
 
 
 
 
 
 
 
 
 
 
Time accounts 
 
 
 
Flexibilisation of 
daily working time 

 
•
•
•
•
•
•
•
•
•
•
 
•
 
•
   
•
 
•
•
•
• 

 
part-time 
school-term time 
flexitime: rostered hours vary during week 
compressed week 
4-day week 
6 x 6 hour shifts 
phased return from parental leave (e.g. short then longer part-time) 
guaranteed part-time positions for mothers until youngest child turns 12 
VTIME: voluntary reduced working time (limited period) 
multiple choice: provisions for employees to swap conditions within 
organisation 
time-autonomous work groups: block scheduling (e.g., 24 hours on/off or 
7 days on/off) 
Individualised hours banking (weekly, monthly or annualised); may 
provide that: 
a) time is accrued in advance or time credits available 
b) time may be used for extended and/or shorter leave 
flexible start and finish times with/without core hours (short/long core) 
employee self-rostering 
personalised work schedules 
interrupted working day, together with make-up time 

 

* This list does not include measures specifically related to carers’ leave (e.g., parental leave or 48/52 schemes) 
as these are a separate category of work–family balance measures to working time measures.  

Sources: Louise, T. (2004)  
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force in Pakistan is underutilized therefore in order to overcome this issue, women should be 

given extensive opportunities for quality education and trainings.  

Differences by gender: Leaders can be male or female but found that males are 

dominant when studied organizations. However country like Korea where women 

representation is 40.7 percent of the total workforce, only 7 percent women were found at the 

managerial and top decision making posts holding just a tiny proportion of the leadership 

(Yanghee, 2005). Vanessa et al. (2002) found obvious that male employees perceived being 

more empowered then female employees at the workplace. Therefore suggested to 

concentrate and put more efforts towards increasing confidence level among females so as to 

increase level of empowerment in females. According to the Pakistan Federal Bureau of 

Statistics (PFBS, 2006) women workforce ratio in the rural area is 15.9% and 9.44% in the 

urban area which is the lowest in the region. Moreover, employment-to-population rate 

increased by 5.9% of females compared to males 1.9% in 2006 and unemployment rate 

decreased by 8% of females compared to males 0.7% in 2006. This indicates that women are 

gearing up with men shoulder-to-shoulder in the employment sector in Pakistan and is a 

positive sign towards reducing unemployment in Pakistan. However, when compared the 

share of wage and salaried employees in total employment, 4% increase in males and 7.4% 

decrease in females was observed in 2006.  

Carmen and Tania et. al, (2007) suggested that SMEs in Pakistan can play a vital role 

in creating women’s employment. However authors also revealed through a study of 

International Labour Organization (ILO) data of 150 women entrepreneurs that women 

entrepreneurs mostly prefer to employ women over men in the SME sector of Pakistan. 

Yanghee (2005) suggested that in order to promote women to leadership role would require 

two major changes in the system i.e. strengthening of ‘policy making’ in terms of, “maternity 
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and parental leave,  flexible work hours, and the reform of HR practices to eradicate 

discrimination” and ‘training and development opportunities for women’.   

Pay rates are different for unskilled, skilled and highly skilled labour. Pakistan 

Employment Trends (2007) found a shortage of highly skilled workforce and found by them 

a premium wage demand in the market. In 2005-2006 employed high skilled labor (major 

group 1-3) accounted for 19.9% (both sexes) from which males 21.7% and females 12.1% 

compared to 1999-2000 with 1.8% increase (both sexes), 2.4% increase (males) and 0.9% 

increase in females. However in the skilled labor (major group 4-7) females’ occupation 

profoundly increased by 8.2% in 2005-2006 compared to 1999-2000 and dominated males 

(decreased employment by 3.7%) in this group. Furthermore, found increase in real wage rate 

of high skilled professionals by 22.7% between 1999-2000 and 2005-2006 compared to 8.1% 

and 11.6% in skilled and unskilled workforce respectively.  
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2.9 Workplace Partnership  

Scott, Shumate and Blum (2008) stated that a successful leader possesses such traits 

in the workplace such as teamwork, collaboration, and excellent interpersonal communication 

skills. Study revealed that there is direct relation between the two constructs of transforma-

tional leadership and emotional intelligence in order t create and maintain trust between 

management and employees.  

 

 

 

 

 

 

 

 

 

 

 

 

 

2.10 Employee Empowerment  

Manuela and Bruce (2003) defined empowerment as a way of the managerial style 

through which managers tend to involve their employees in the organizational decision 

making process with their influence. Empowerment is about employees’ sense of 

participation, involvement and communication, which in turns plays a vital role in achieving 
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Figure-4: Graphical Presentation of Workplace Partnership Components 
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competitive advantage for companies (Bekker and Crous, 1998; Vanessa, 2002). According 

to Schoeman (1990) that empowerment is part of successful organizations in which 

employees are ensured to be given all sorts of opportunities they may require in order to 

achieve organisational goals and objectives.  

Deci et. al. (1989) defined meaningfulness as individual’s own standards about 

significance of the tasks or purpose, whereas competence is the skills and abilities of an 

individual to perform a task at some extent. However, impact is an individual’s behavior in 

order to make a difference in accomplishing the task, and self-determination is about 

responsibility of an individual’s actions.   

 

 

 

 

 

 

 

 

 

 

 

 

Peter Cappelli et. al (2010) emphasized on the dire need of developing such a culture 

within the organization where enough transparency and empowerment has to be ensured for 

its employees so that decisions could be made, ‘at the point where the decisions should be 
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Figure-5: Graphical Presentation of Employee Empowerment Components 



Role of High Performance Work Systems in SMEs 36

made’, that is by the employees, ‘where the company meets the clients’. Further commented 

that, “ideally the organization would be inverted, where the top is accountable to the bottom, 

and therefore the CEO’s office will become irrelevant.” (Josh and Sharon et. al, 2000; 

Drucker, 1983; Manz and Sims, 1987; Lawler, 1986) also emphasized on addressing properly 

to the change faced by the companies due to increasing global economic competition. Further 

proposed to react through organizational structural changes so as to improve upon its 

flexibility and efficiency, as many companies have managed to address this issue by 

introducing a culture of ‘empowerment’ i.e. semi-autonomous or self managing work teams 

which replaced their traditional hierarchical decision making management structure.   

Stephen and Alex (2008) agreed that managerial interest in employee empowerment 

and encouraging high involvement management in the service industry has been associated 

with gaining competitive advantage through improvements in service quality (Hubrecht and 

Teare, 1993). (Manz and Sims, 1987; Thomas and Velthouse, 1990; Walton and Hackman, 

1986) suggested that there are differences in terms of leadership approach in traditional 

environments and empowered environments. In traditional environments employees react as 

leaders, whereas in empowered organizations employees take decisions as necessary within 

policy matters (Josh and Sharon et. al, 2000; Conger and Kanungo, 1988).   

Stewart (1994) stressed upon decision making while defining empowerment. Further 

described employee empowerment as a sense of commitment as well as taking ownership of 

their work, based on ability to do the job with full responsibility, authority to make decisions, 

and be prepared to be judged by the final outcomes. Isaiah (2006) concluded that employee 

empowerment may influence positively on employees sense of impact and job 

meaningfulness. That may influence employee affective commitment and thereby reducing 

employees’ intent to quit due to their significant positive correlation between them. Therefore 
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organizations should cater for employees tasks contents and contexts so as to make sure to 

influence their sense of impact in the organization and to make their jobs meaningful to them.  

Manuela and Bruce (2003) presented a scheme of empowerment content considering 

‘hierarchical levels’ that collaborate in decision making process along with three dimensions 

of empowerment that represent characteristics  of the way in which collaboration takes place 

including ‘formal or informal character, the direct or indirect way, and the degree of 

influence’,  for each type of decision making as ‘operational decisions, tactical decisions, and 

strategic decisions’ which can be seen in the following table.  

  

 

 

 

 

 

 

 

 

2.11 Business Performance  

Noor and Ramayah et al. (2010) study revealed that the entrepreneurial competencies 

play a vital role in determining the success of the business especially when organizations 

working under hostile environment. Marri, Gunasekaran, and Kobu (2003) found that labor 

productivity has a direct relationship with employees’ training and development and use of 

latest computer technology to get better results. In order to welcome latest technology 

Table-4 Scheme of empowerment content  
 

 
OPERATIONAL 

DECISIONS 
 

 
TACTICAL 
DECISIONS 

 
STRATEGIC 
DECISIONS 

 
 

Problem  
identification 

For each resulting square, the following aspects should 
be studied:  

Alternatives’  
design 

 
Hierarchic levels influencing  

Alternatives’ 
choose 
 

 
Formal or informal channel  
Direct or indirect way  

Implementation 
and control 

 
Degree of influence  

Stages at the 
decision 
making 
process 

Source: Manuela and Bruce (2003), Measuring Empowerment   



Role of High Performance Work Systems in SMEs 38

utilization in the SMEs of Pakistan, that can also minimize workers resistance to accept 

change (Marri, Gunasekaran, and Sohag, 2007).  

Samuelson and Nordhaus (1989) defined labour productivity as "total output divided 

by labour inputs" which indicates the extent to which a firm’s labour force is efficiently 

creating output. Further suggested, that a primary focus on labour productivity has been due 

to its desired and crucial organisational outcome. 

Isaiah (2006) suggested that organizations should be able to realize that in order to 

achieve organizational performance objectives, employees’ morale, commitment and 

productivity plays a significant role. Edward (2005) presented a ‘virtuous spiral’ as depicted 

in the Figure (Ref. Appendix-16). According to him virtuous spiral is about organizational 

ultimate desire of being at the top with respect to maintaining higher and higher performance 

levels with attractive reward system and increasingly competent employees. With the time, 

goals are achieved, a positive performance momentum takes place that automatically feeds on 

itself and provides a sustainable competitive advantage for the organization and creates high 

performance organization as a result.  
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Figure-6: Graphical Presentation of Business Performance Components  
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2.12 Workforce Innovation  

Andrew (2008) suggested a viable solution to address today’s key challenges faced by 

most of the organisations to use ‘more-innovation’ and cater for the key factors that affect 

innovation mainly, skilled and innovative employees and leadership among other factors.  

Jörg (2007) stated that innovations play a most important role and in future survival of SMEs 

will become difficult if could not manage the renewal process properly and with a fast pace in 

order to keep abreast with the latest developments and the frequently changing needs and 

wants of the customers.  

UNDP (2007) suggested that there are several potential benefits associated with the 

implementation and utilization of the latest information and communication technologies 

(ICT) for small and medium size enterprises (SMEs) including SMEs enhanced efficiency, 

innovativeness, overall reduction in costs, and exponential reach to the local and global 

markets. Ebrahim et al. (2009) concluded that ICT is very popular and considered important 

by the SMEs but yet not developed adequately. However, Jörg (2007) suggested that 

innovation without human resources effective trainings and development would not be able to 

increase firm’s competitiveness sufficiently.  
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Figure-7: Graphical Presentation of Workforce Innovation Components  
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Jörg (2007) stated that small firms tend to have more innovative potential and high 

flexibility because of low level of organisational structure complexity, more direct contact 

with their customers, independence in terms of taking decisions and responding to any 

situation raised inside or outside of the organisation in order to meet customers’ needs and 

wants in a better manner (Beaver, 2002). According to the (Enterprise Surveys, 2007) in a 

comparison of multi countries in South Asia about inadequately educated workforce (IEW), 

Pakistan (2007) has 0.71% whereas Afghanistan had least IEW with 0.19% and Bhutan 

(2006) had 10.47% IEW which was the highest in South Asia (Appendix-17 and 18).  

Pil and MacDuffie (1996) found a relationship between past performance and 

decision to practise innovative work practice strategy. Found that organizations often tend to 

implement innovative work practices in their difficult times when faced with critical 

problems. Hanman and Freeman (1977) commented that the rate of adoption of innovation is 

inversely proportion to the to the age of the organization due to inflexibility and 

unacceptability f change when proposed in the established organizations.  This may also 

endanger an organisation, if not adapting change, thus will not be able to survive as well. 

According to Pakistan Employment Trends (2007), knowledge and skills are drivers of 

economic growth and social development and stated a positive relationship between level of 

education attainment and boost in innovation and productivity (Ref. Appendix-19).  

 

2.13 Employee Retention Ratio  

Organizations desire to hire and keep best performers. However, a recent study 

revealed that the struggle to attract top-performing and critical-skill workers is a burning 

issue everywhere. Rather it is becoming difficult to retain skilled and trained employees in 

this competitive situation (Watson Wyatt’s, 2008).  One of the many reasons, Edward (2005) 

found that as a consequence of decision taken by the majority of the US companies about 
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diminishing ‘loyalty contracts’ in early 1980s, today, massive repercussions can be seen as 

lack of availability and long term interest in the organisation of good employees. Since they 

take it as a losing proposition to stick and loyal with an organisation.  

David Rosete (2006) investigated relationship where leadership emphasises on the 

organizational values, employee performance management system found a positive influence 

on an employee’s job satisfaction and commitment with the organisation. Moreover, found 

that development of an individual at the workplace is directly proportionate to the job 

satisfaction and organizational commitment. Whereas, identified significant difference in 

value human resource performance management and organizational commitment in the study. 

Also found a weaker link between organisational values and performance management 

system with an employee’s job satisfaction.  

Isaiah (2006) found that there is a direct relationship between employees’ affective 

commitment with employees’ morale, sense of security and productivity. Isaiah (2006) found 

that there is a significant negative correlation between competence and effective commitment 

of employees because he observed that the highly skilled and capable employees tend to 

switch their job very frequently due to having several attractive offers and also look for better 

job opportunities somewhere else. Lease (1998) defined job satisfaction of an employee as 

‘global satisfaction’ or employee’s satisfaction with the core components combination of the 

job value including pay, overall growth and promotional opportunities. Warr (2007) stated 

that the job satisfaction is considered significantly essential in industrial and organisational 

psychology study. Besides, authors observed job satisfaction as a critical factor of someone’s 

satisfaction and willingness at the workplace and highlighted the fact that it is also an 

important indicator of the occupational welfare of employees (Rothmann, 2008). 
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2.14 Ownership Profile and Characteristics  

According to SME Policy (2007) trend in Pakistan is to get employment after 

completion of education at any stage therefore suggested “Pakistan is a society of 

employees”. In Pakistan entrepreneurship among youth is not found encouraged as career 

option, may be due to traditional education and social system. Found that entrepreneurship 

mostly undertaken by those who belong to such business families. That is the reason, in 

Pakistan only few enterprises being created and few businesses are overcrowded with the 

traditional areas of products/services. Therefore suggested, with the help of inclusion of 

‘entrepreneurship course’ in the curriculum, entrepreneurship among the youth can be 

developed. According to Pakistan Employment Trends (2007), found positive relationship 

between higher education attainment and increase levels of entrepreneurship. Altaf (2006) 

Figure-8: Graphical Presentation of Employee Retention Components  
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found that family owned businesses and access to third party investment tend to have higher 

level of success.  

Leadership style (LS) is taken as ownership profile and characteristics (OPAC) 

indicator in this study in order to measure its effect on the whole scenario as moderating 

factor. According to Patricia (2002), Leadership shortage is experienced at all organisational 

levels. Leaders are not born, instead leadership skills can be learned through practice. In the 

business world normally, management and leadership are considered as two different 

functions where management addresses ‘stability’ and leadership emphasizes on ‘change’ in 

the organization. William W. George et. all (2007) interviewed 125 business leaders having 

different socioeconomic backgrounds, nationalities, and religions to understand that how 

leaders become and remain authentic. They found that one does not need to be born with any 

particular skills, characteristics or traits to lead or to be a leader. They suggested that one 

does not need to be at the top of the organisation to be a leader rather anybody can actually 

learn to be an authentic leader. HKU (2003) study emphasized that it is not necessary that top 

managers should have management or leadership skills. In fact such skills can be developed 

through trainings and development programmes in order to have ‘continuous professional 

development’ in the managers who are supposed o lead the whole team or group of members 

or a company. Such realization can improve the health of the company (Beaver and 

Hutchings, 2005).  

Noor and Ramayah et al. (2010) found that entrepreneurial competencies play a vital 

role, in the success of SMEs worldwide, especially when faced with severe challenges due to 

globalization of businesses. According to Man and Lau (2005) suggested that in an 

organization’s success entrepreneurs at some decision making position have a significant 

influence. Further suggested, that entrepreneurs should be conscious about their own on-the-
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job behavior in order to operate their business successfully because it may leave a positive or 

negative impact on their business.   

Young and Dulewicz (2006) found through leadership dimensions questionnaire 

(LDQ) model that if change is faced within an organization then one of three leadership 

styles would be appropriate to address that change at a specific level. Found in the study that 

goal-oriented leadership style was significantly dominant in the organization. However, 

findings explored that in order to address change a desirable approach would be involving 

leadership style which may produce even better performance outcomes than a goal oriented 

approach leadership style. Authors interviewed 98 senior executives of the largest India based 

companies to assess how Indian leaders drive their organizations to the high performance. 

They found that Indian leaders invest in people. Unlike Western CEOs almost all of the 

Indian leaders described that their source of competitive advantage in their companies is their 

people (Peter Cappelli et. all, 2010).  

According to Liliana et. al (2006) a relationship was found between the leadership 

styles and effectiveness in the small firms. A study of 126 top and medium level managers in 

small firms revealed that supportive leadership style was very prominent. Whereas, 

participative leadership style was found present but at a lower extent. However, instrumental 

leadership style was bit rare. Supportive and participative leadership styles had a positive 

relationship with the effectiveness in small firms and instrumental leadership had a negative 

relationship with the effectiveness in small firms. C. Kuo and I. Shu (2004) found strong 

relationship between team leadership and team effectiveness. Authors inferred that 

management by expectation and bestowed favors have negative impact on team effectiveness 

whereas transformational leadership has positive impact on team effectiveness than 

transactional leadership and paternalistic leadership styles (Bass and Avolio, 1993; Barbuto, 

1997).  
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Harker and Sharma (2000) acknowledged that in the success of small and medium 

businesses, leadership is an important factor. Furthermore, (Kolvereid, 1992) attempted to 

investigate relationship between leaders and their education, experience, industry and 

achievement motivation in order to ultimately attain small businesses growth objectives. 

Liliana et. al (2006) further suggested that in small firms in order to get maximum output 

from employees, leaders must take opinion from their employees before making decisions 

and setting up targets.  Hence, employees get motivated by participation and small firms can 

expect better performance.  Kotey and Meredith (1997) found that leaders play a vital role in 

the enterprise growth process.  
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Chapter 3 

RESEARCH METHODOLOGY 
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3.1 Theoretical Framework  

Based on the literature review, an extended HPWS model is proposed in this chapter. 

The original model was introduced by TEA and NCPP (2007). The proposed model couches 

‘Employee Empowerment’ as fifth indicator of HPWS. Whereas, ownership profile and 

characteristics (OPAC) is moderating the whole scenario from which leadership style is taken 

as indicator of OPAC only.    

The main purpose of this research is to examine the effect of HPWS on the overall 

growth and expansion of SMEs and the mediating effect of ownership profile and 

characteristics (OPAC).  

Indicators of the HPWS are Strategic HRM (SHRM), flexible work system (FWS), 

diversity and equality (DES), workplace partnership (WP), and employee empowerment 

(EE). Whereas, enhanced business performance (EBP), high employee retention ratio 

(HERR) and boost in workforce innovation (BIWI) are the indicators of SMEs overall growth 

and expansion. Only leadership style (LS) affect is taken as indicator of OPAC.  

 

 

 

 

 

 

 

 

Methodology – Summary: 

 The design of this research is based on empirical survey supplemented with secondary data 

(SMEDA and RCC as source of information regarding SMEs).  

 The SMEs stratified population was approached using convenience sampling (N=1061 out of 

1973 having 58.3% response rate acceptable using reference Yehuda (2008) through a Research 

Team and courier service. 

 A questionnaire using 5.0 Likert Scale was designed to get data on “management interpretation” 

as well as “employee perception”. 

 The analysis design included Reliability, Regression and Step-wise Regression analyses using 

SPSS Ver. 15.0. 

 

On the following page is a diagrammatic presentation of the model / theoretical framework.  
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Figure-10   Interaction between Variables (HPWS, Growth and Expansion of SMEs and Leadership Style)  
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3.2 Research Hypotheses  

On the basis of review of literature the following hypotheses relevant to the research 

objectives have been developed / derived:  

Hypothesis 1: HPWS positively influence business performance and in turn the financial performance. 

(HPWS_AVG + EBP_AVG) 

Hypothesis 2: HPWS positively influence workforce innovation and in turn the financial performance. 

(HPWS_AVG + BIWI__AVG) 

Hypothesis 3: HPWS positively influence employee retention and in turn the financial performance. 

(HPWS_AVG + HERR_AVG) 

Hypothesis 4: HPWS will enhance the overall growth of organization. (HPWS_AVG + SMEs GE_AVG) 

Hypothesis 5: Leadership style has positive influence on the SMEs growth. (LS_AVG + SMEs GE_AVG) 

Hypothesis 6: Strategic HRM has positive effect on business performance. (SHRM + EBP_AVG) 

Hypothesis 7: Strategic HRM   has positive effect on workforce innovation. (SHRM + BIWI_AVG) 

Hypothesis 8: Strategic HRM has positive effect on employee retention ratio. (SHRM + HERR_AVG) 

Hypothesis 9: Flexible Work System has positive effect on business performance. (FWS + EBP_AVG) 

Hypothesis 10: Flexible Work System has positive effect on workforce innovation. (FWS + BIWI_AVG) 

Hypothesis 11: Flexible Work System has positive effect on employee retention ratio. (FWS + HERR_AVG) 

Hypothesis 12: Diversity and Equality have a positive effect on business performance. (DES + EBP_AVG) 

Hypothesis 13: Diversity and Equality have a positive effect on workforce innovation. (DES + BIWI_AVG) 

Hypothesis 14: Diversity and Equality have a positive effect on employee retention. (DES + HERR_AVG) 

Hypothesis 15: Work place Partnership has positive effect on business performance. (WP + EBP_AVG) 

Hypothesis 16: Work place Partnership has positive effect on workforce innovation. (WP + BIWI_AVG) 

Hypothesis 17: Work place Partnership has positive effect on employee retention. (WP + HERR_AVG) 



Role of High Performance Work Systems in SMEs 50

Hypothesis 18: Employee Empowerment has positive effect on business performance. (EE + EBP_AVG) 

Hypothesis 19: Employee Empowerment has positive effect on workforce innovation. (EE + BIWI_AVG) 

Hypothesis 20: Employee Empowerment has positive effect on employee retention. (EE + HERR_AVG) 

Hypothesis 21: Leadership style has mediating effect on business performance. (LS + EBP_AVG) 

Hypothesis 22: Leadership style has mediating effect on workforce innovation. (LS + BIWI_AVG) 

Hypothesis 23: Leadership style has mediating effect on employee retention. (LS + HERR_AVG) 

Hypothesis 24: Leadership style has positive effect on HPWS implementation in SMEs. (LS_AVG + 

HPWS_AVG) 

 

3.3 Pilot Study  

The questionnaire was developed by adding constructs of HPWS, leadership style and 

SMEs growth and expansion, collected from different sources. Therefore, in order to present 

the whole questionnaire in a same style for better understanding of the respondents, few 

modifications were made in the beginning. In the second phase, questionnaire had to be 

modified once again based on the respondents’ feedback received from the pilot study. Few 

‘double barrel’ questions were separated for more clarity and to avoid ambiguity so as to get 

proper response from the respondents.  

After getting feedback, questionnaire went through the third phase of minor changes. 

A few changes were made by simplifying terms which were not clear in the items of 

constructs including training and development, performance management and reward, 

communication and participation, flexible working system, and workplace partnership.  

participants facing problems due to language barriers were a bit hesitant to get help 

for clarification therefore in the fourth phase, after making all required changes, as a final 
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resort, ‘Key Notes’ giving all important meaning and explanation of the terms used – were 

added for self understanding better results of the questionnaire.  

Two constructs of business performance / labour productivity-LP and workforce 

innovation-WI were developed as well. Multiple set of items were identified for each of the 

two constructs based on literature review. In the beginning, reliability issues were there 

because respondents were reluctant giving true information about their company’s total sales 

revenue and generated revenue by introducing new products/services, due to several tax and 

competition issues and may be due to lack of proper record keeping. Since it was important to 

measure LP and WI, therefore other than the related control variables (firm size, firm age, 

number of employees and average monthly revenue) items were developed for business 

performance / labour productivity-LP and workforce innovation-WI on a 5 point Likert Scale.  

Besides in the fourth phase, six new control variables: industry belongingness, 

experience / age of the company, company presence in the local market as well as in abroad, 

designation in the company, number of employees in the company, average monthly income / 

revenue of the company and company monthly income is disclosed to the people at home 

(e.g. wife, parents etc.) were added in the final questionnaire as well.   

 

3.4 Pre-test  

Before sending the questionnaire to a large target audience, it was sent out as a test to 

a small number of people who were the major decision makers, CEOs or owner of the SMEs. 

A pre-test was considered important so as to measure and test the extended model of HPWS 

in indigenous in Pakistan.  For the first time ever, the model was being tested in the local 

environment. After they had completed the survey, brainstorm sessions were conducted with 

the respondents to see if they had faced problems answering any questions any longer. It was 
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helpful when they explained what the question meant to them and especially when it was not 

valid to the questionnaire.  

Therefore, the questions not properly understood were even more simplified and 

modified so that people could understand exactly, what the question was about. Respondents 

mainly felt confusion in Section 2 of the questionnaire in ‘workplace partnership’, which was 

then resolved once identified in this phase by separating questions with a divider line to make 

it more meaningful. It was better to spot a few problems during the pre-test before conducting 

the main survey.  

 

3.5 Participants and the Distribution Channel  

The participants of the survey including CEO’s, employers as well as employees of 

the SMEs were having different educational background and qualification levels varied from 

under matric to graduates and from master to PhD levels. Also were witnessed different 

demographic backgrounds to achieve maximum level of reliability and unbiasedness of the 

data. The questionnaire was designed in such a manner that it covered all the factors from a 

very minute level to a major contributing one. The study covered all the SMEs based on their 

structural as well as contribution level in the market. The age groups among the employees 

have also been given importance during the survey because with different age levels, 

different experiences could be recorded at different stages that help to study the SMEs 

performance at different levels. It helps to witness the maturity levels of the SMEs. Also it 

would help developing a more elaborative and constructive view about SMEs and would help 

overcoming the problems faced by SMEs.  

Among the traditional questionnaire distribution channels including: emails; by post and 

visits, mostly door to door visits by the surveying team was used for effective data collection. 

Formal request letter forwarded along with the questionnaire is also attached (Appendix-20). 
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In this regard a survey team was built to collect data from SMEs. Initially there were three 

team members; later on that reduced to only two. Their qualification was minimum bachelor 

degree for better understanding and to explain properly to the respondents. Team training was 

emphasized for better distribution and quality data collection from employers as well as 

employees of the SMEs. Team members were trained on questionnaire sections and were 

explained in detail about each question, expected outcome and its relation in context of our 

study. For clarity, team members took part in practice sessions to fill questionnaire as per 

their understanding and later on their ambiguities were addressed. In order to gather 

maximum data from local SMEs, references of resourceful people including politicians and 

top businessmen were used effectively along with the reward system. For quality and reliable 

data collection, incentives were given to the team members on achieving targets and 

gathering quality data. Whereas, most of the SMEs managers were presented company 

calendars, company mugs and employees of the organization were given NICON brand 

company pens. Response rate was above 53.8% (out of 1973) which is considered very good 

i.e. above 52.7% as discussed by (Yehuda, 2008). Contrary to the study findings by Yehuda 

(2008) rewards and reminders in this study conducted in Pakistan were found positive.  

In addition, for verification purposes, team members also brought visiting cards as 

proof and to ensure reliability of data. Hence, random calls were made to verify the data. The 

reliability of the data is also proven from the reliability analysis as discussed in table-5 on p- 

60 i.e. above 0.7, which shows a highly reliable data in the light of study by (Srite, 2006). 

 

3.6 Main Study  

To check the reliability of the ‘high performance work system’ amended model after 

adding few new constructs and making necessary changes in the items of the constructs for 

better understanding, 100 questionnaires were filled up by managers, owners and decision 
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makers of the SMEs and employees. The latest questionnaire, after testing, proved to be 

comprised of constructs having enough reliability, justifying the local culture in Pakistan and 

thus it was finalised for further proceedings.  

 

3.7 Instrument  

In Europe, especially Ireland and UK, a lot of work has been done on high 

performance work systems. However, most of the researches were conducted in the large 

firms with a little focus on small firms (Pfeffer, 1994) and thereafter Wyer and Mason 

(1999). Small and Medium Enterprises (SMEs) were neglected mainly because of low 

response rate from the small enterprises owners, directors, managers or the major decision 

makers due to different reasons (SBP, 2004). Therefore, a need arose to either develop or to 

modify the existing HPWS model according to the SMEs research point of view. Hence 

constructs and items of the instrument were modified accordingly in the light of literature 

review as follows.  

There were three sections of the questionnaire. Section 1 included personal details and 

company profile, where suitable boxes to be selected. In addition, SMEs indicators including: 

business performance-BP, workforce innovation-WI and employee turnover / retention ratio-

ERR constructs were asked on 5 point Likert Scale in the same section. HPWS was measured 

in Section 2, whereas Section 3 was about leadership style-LS construct. HPWS and 

leadership style constructs were measured again on 5 point Likert Scale.  

Four validated instruments - measuring employee retention ratio/ turnover (affective 

commitment and job satisfaction), HPWS (SHRM, FWS, DES, and WP – Old 4), employee 

empowerment (HPWS extension) and leadership style were examined with some 

modification in the respective items of the constructs. Modifications had to be made so as to 

simplify few terms in the questionnaire for better understanding and convenience of the 



Role of High Performance Work Systems in SMEs 55

respondents keeping in view local respondent’s attitude towards giving out much information 

because of some personal reasons and confidentiality concerns.  

The constructs of HPWS were adopted, already tested in large firms, from the new 

models of high performance work systems, first published in January 2008 by The Equality 

Authority (TEA), Dublin and National Centre for Partnership and Performance (NCPP), 

Dublin (Tea and NCPP, 2008). Model of high performance work system constructs were 

modified and then extended model of HPWS was developed by adding one construct 

‘employee empowerment’ considering its importance to assess SMEs overall growth and 

expansion. Employee empowerment was added as mentioned above according to the survey 

requirements in order to reach desired results and in the light of literature review. HPWS 

constructs including: Strategic HRM, flexible work system, diversity and equality system, 

workplace partnership, were examined on a 5 point Likert Scale ranging from 1 as strongly 

disagree and 5 as strongly agree.  

Employee retention ratio-ERR was measured through affective commitment-AC and 

job satisfaction-JS. Affective commitment is measured using a scale containing six 

statements, out of the set provided by Meyer, Allen and Smith (1993) and also used by Isaiah 

(2006). Affective commitment indicated an employee, “emotional attachment to, 

identification with, and involvement in the organization and its goals” (Isaiah, 2006). 

Mahdiyar and Jennifer (2007) and Lum, Kervin, Clark, Reid and Sirola (1998) developed 

statements measuring constructs of job satisfaction, employee empowerment, and intent to 

turn over. Job satisfaction containing 3 items were more reliable so were used as part of the 

instrument and was measured on 5 point Likert Scale.  

The construct of leadership style-LS was adopted from Don Clark (1998) originally 

developed in 1998 and updated in 2002, containing 30 items measuring three dimensions 

autocratic, democratic and delegative styles of leadership. Ten Items measuring each 
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dimension. Where items (1, 4, 7, 10, 13, 16, 19, 22, 25, 28) measuring autocratic behaviour of 

the leadership i.e. authoritarian and directive style; items (2, 5, 8, 11, 14, 17, 20, 23, 26, 29) 

measuring democratic behaviour of the leadership i.e. participative style; subsequently other 

ten items (3, 6, 9, 12, 15, 18, 21, 24, 27, 30) measuring delegative behaviour of the leadership 

i.e. free reign style (Don Clark, 1998 updated 2002; EFCT, 2004).   

 Construct of affective organizational commitment-AC and employee empowerment-

EE were adopted with an established validity from (Allen and Meyer, 1990; Thomas and 

Velthouse, 1990; Meyer, Allen and Smith, 1993; Vanessa et al. 2002). Moreover, also used 

by Isaiah (2006) and were measured on 5 point Likert Scale. According to Meyer, Allen and 

Smith (1993) and Isaiah, (2006) employee empowerment construct contains 12 items 

measuring four dimensions from which first 1-3 items measuring ‘meaningfulness’, second 

items 4-6 measuring ‘competence’, third 7-9 items measuring ‘self-determination’ and fourth 

items 10-12 measuring ‘impact’ of employees in the organisation. Few modifications were 

made in the items of the constructs of AC, EE, LS, JS and ERR for local adaptation and 

better understanding. 

English language was found to be a barrier for better understanding in the beginning 

as few terms were not clear hence were defined at the end of the questionnaire. Hence, 

respondents in the process did not encounter any problem as assistance was available to them. 

Confidentiality of the information provided was ensured to them. Data gathering was not only 

difficult process from SMEs in Pakistan (Bhutta et. al., 2008), but it also involved financial 

factors. Surveying team was hired not only this but also had to spend amount on gift 

vouchers, pens ,calendars etc. in order to convince the respondents as well as to sow a 

goodwill gesture for their kind response and time they spared for the survey from their busy 

schedule especially the decision makers at the management level. This was all possible 

because the researcher belonged to a well-known and well-connected business family. 
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In-depth 
Model 

Step-Wise 
Regression 

(H6 – H23) 

(SMEs G&E_AVG) 
 
 
 Enhanced Business Performance    

(EBP_AVG) 
o Sales Revenue-SR (Sales_R) 
o Profit Margins (Profit_M) 
o Market Share (Mkt_Shr)  
o Labour Productivity-LP (Prod)  

 
 Boost in Workforce Innovation  

(BIWI_AVG) 
o New Product / Services (New_Prd) 
o New Services (New_Ser) 
o Idea Generation (New_Idea) 
o Problem Solving Attitude within Firm 

Policies (Prob_Solv)  
 

 High Employee Retention Ratio  
(HERR_AVG) 

o Affective Commitment (Aff_Com) 
o Job Satisfaction (Job_Sat) 

 

 

3.  Diversity and Equality System  
(DES_AVG) 

 Equality training (Eq_Tr)  
 Diversity training (Div_Tr)  
 Formal written policy (FWP)  
 Equal opportunity based on  

o Recruitment Selection (Rec_Sel) 
o Promotion (Prom)  
o Pay rates (Pay_Rate)  

2.  Flexible Working System  
(FWS_AVG) 

 Family friendly working arrangement  
o  Reduced Working Hours (Red_WH) 
o  Increased Working Hours (Inc_WH) 

 Job sharing (Job_Shar) 
 Flexible timings (Flex_Tim) 
 Ability to change shifts (Chng_Shft)  

4.  Workplace Partnership  
(WP_AVG) 

 Trust between management and 
employees (Trust)  

 Employee awareness and concern  
about company (Emp_Awr) 

 Company awareness and concern 
about employees (Com_Awr)  

1.  Strategic HRM  
(SHRM_AVG) 

 Staffing (Staff)  
 Training and Development (Tr_Dev) 
 Performance Management & 

Rewards (Pm_Rew) 
 Communication & Participation / 

Involvement (Com_Part)  

5.  Employee Empowerment (EE)  
 
 Employee empowerment (EE) 

Ownership Profile and 
Characteristics (OPAC) 

 Leadership style  
(LS_AVG)  

o Autocratic (LS_Auto) 
o Democratic (LS_Demo) 
o Delegative (LS_Delg)  

HPWS  SMEs  
Growth / Expansion 

Figure-11:      Details of the HPWS, SMEs Growth & Expansion And OPAC (Leadership Styles) 

NOTE: In this model, HPWS indicators / Constructs’ Items and Leader ship Style Constructs’ Items are included to check their effect on SMEs 
G&E Constructs Averages i.e. on (EBP_AVG, BIWI_AVG and HERR_AVG). Whereas HPWS Constructs Averages (e.g. SHRM_AVG) were used 
in the previous HPWS Model in Fig-10 (Simple Regression Model) and in Table-7 on pg-69.  
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Chapter 4 

DATA ANALYSIS AND INTERPRETATION 

 

 Reliability  

 Descriptive Data  

 The Comparison of SME and HPWS  

 Regression Analysis 

 Step-Wise Regression Analysis 

 Effects of Strategic HRM on Enhanced Business Performance 

 Effects of Flexible Working System on Enhanced Business Performance  

 Effects of Diversity and Equality System on Enhanced Business Performance  

 Effects of Workplace Partnership on Enhanced Business Performance  

 Effects of Employee Empowerment on Enhanced Business Performance  

 Effects of Strategic HRM on Boost in Workforce Innovation   

 Effects of Flexible Working System on Boost in Workforce Innovation   

 Effects of Diversity and Equality on Boost in Workforce Innovation   

 Effects of Workplace Partnership on Boost in Workforce Innovation   

 Effects of Employee Empowerment on Boost in Workforce Innovation   

 Effects of Strategic HRM on High Employee Retention Ratio   

 Effects of Flexible Working System on High Employee Retention Ratio   

 Effects of Diversity and Equality on High Employee Retention Ratio 

 Effects of Workplace Partnership on High Employee Retention Ratio  

 Effects of Employee Empowerment on High Employee Retention Ratio  

 Effects of Leadership Style on Enhanced Business Performance   

 Effects of Leadership Style on Boost in Workforce Innovation    

 Effects of Leadership Style on High Retention Ratio    

 Results at a Glance  
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Data Analysis and Interpretation 

This Chapter provides an overview of the descriptive and inferential data. The 

descriptive data provides the details of age, gender, qualification, designation, nature of 

business, average income, number of employees and age of the company. At analysis gear 

regression techniques have been employed i.e. simple regression model and step-wise 

regression technique. The simple regression gives the ideas as to how the SMEs factors 

(dependent) are affected by the HPWS factors (independent) and by introducing Leadership 

Style (moderating variables), then what would be the outcome (Ref. Fig-10, p-48). On the 

other hand, step-wise regression helps in understanding the in-depth and dependence of the 

independent and the dependant variables and their constructs (Ref. Fig-11, p57). The 

inferential plan using step-wise regression also touches upon the analysis of the performance 

of each factor individually, including its constructs, as well as their comparison.  

 

4.1 Reliability 

Reliability test provides confidence to the empirical findings being in agreement with 

proposed constructs. The basic measure of reliability is Coefficient Cronbach’s alpha. SPSS 

version 15.0 is used to measure the internal consistency of constructs. The Alpha values 

should be greater than 0.7and 0.5 for new constructs (Srite, 2006). Croncbach’s alpha can be 

written as a function of the number of test items and the average inter-correlation among the 

items. If the average inter-term correlation is low, alpha will be low. As the average increases 

alpha also increases (holding the number of items constant).The level of reliability checked 

through Cronbach Alpha using various item scales and varying number of items is presented 

below: 
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Table-5 Consolidated Reliability Statistics (Cronbach Alpha)  

Category Scale Used (Items) Cronbach Alpha 

SHRM 4 0.709 

FWS 5 0.753 

DES 6 0.577 

WP 3 0.820 

EE 12 0.887 

EBP 4 0.791 

BIWI 4 0.721 

HERR 2 0.619 

LS 3 0.876 

Source: Developed / derived from field data 

  

Except for the  constructs DES  and HERR no other value has been found less than 

0.7 whereas the values 0.577 and 0.619 respectively stand acceptable as it pertains to the new 

construct for which questionnaire was  modified to adjust the indigenous environment (Srite, 

2006). 

 

4.2 Descriptive Data  

The demographic details and descriptions of the data are as under: 

Table-6 Demographic data at glance 
 Frequency Percent 

Age 

 

 

Valid 

  

  

0 1 .1 

under 20 67 6.3 

20 - 29 392 36.9 
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Age 

 

 

Valid  

  

  

  

  

 

 

30 - 39 

 

Frequency 

352 

 

Percent 

33.2 

40 - 49 143 13.5 

50 - 59 77 7.3 

above 60 29 2.7 

Total 1061 100.0 

Mean  2.86 Variance 1.284 

Gender Valid 

  

Male 931 87.7 

Female 130 12.3 

  Total 1061 100.0 

Mean .12 Variance .108 

Qualification  Valid 

  

  

  

  

  

  

  

under Matric 420 39.6 

Intermediate 172 16.2 

Graduation 210 19.8 

Masters 219 20.6 

M.Phil / Ph.D 18 1.7 

Diploma 18 1.7 

Others 3 .3 

Total 1060 99.9 

Missing  1 .1 

Total 1061 100.0 100 

Mean  2.35 Variance 1.797 

Designation 

 

 

 

 

 

 

Valid 

  

  

  

 

  

  

0 1 .1 

Supervisor 188 17.7 

Manager 138 13.0 

Senior Manager 37 3.5 

Director 36 3.4 

CEO 61 5.7 

Others 595 56.1 
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Designation  

  

 

7 1 .1 

 

Total 

Frequency 

1057 

Percent 

99.6 

Missing  4 .4 

Total 1061 100.0 100 

Mean  4.35 Variance 4.371 

Decision Maker Valid 

  

  

Yes 622 58.6 

No 406 38.3 

Total 1028 96.9 

Missing System 33 3.1 

Total  1061 100.0 

Mean  0.39 Variance 0.239 

Business Nature 

 

Valid 

  

  

  

  

  

0 238 22.4 

Service 767 72.3 

Manufacturing 12 1.1 

Others 8 .8 

7 1 .1 

Total 1026 96.7 

Missing System 35 3.3 

Total  1061 100.0 

Mean  0.80 Variance .271 

Average income 

Monthly 

 

 

 

 

 

 

 

Valid 

  

  

  

  

  

  

  

  

0 1 .1 

below 25000 134 12.6 

25000 - 49000 49 4.6 

50000 - 99000 34 3.2 

100000-149000 17 1.6 

150000 -199000 30 2.8 

above 200000 727 68.5 

7 65 6.1 

Total 1057 99.6 



Role of High Performance Work Systems in SMEs 63

 

Average income 

Monthly 

Missing System 4 .4 

 

Total 

 

 

Frequency 

1061 

Percent 

100.0 

Mean  5.08 Variance 3.545 

No of 

Employees 

Valid 

  

  

  

  

  

  

  

  

0 1 .1 

less than 10 715 67.4 

10 - 24 83 7.8 

25 - 39 54 5.1 

40 - 54 31 2.9 

55 - 99 55 5.2 

above 99 99 9.3 

7 1 .1 

Total 1039 97.9 

Missing System 22 2.1 

Total  1061 100.0 

Mean  1.97 Variance 2.890 

Company Age Valid 

  

  

  

  

  

  

0 1 .1 

Under 5 295 27.8 

5 – 9 265 25.0 

10 - 14 190 17.9 

15 - 19 88 8.3 

Above 20 180 17.0 

Total 1019 96.0 

Missing System 42 4.0 

Total  1061 100.0 

Mean  2.60 Variance 2.060 

Source: Developed / derived from field data  

 

The mean age group 20-30 years in which 43.4% respondents lie indicates, that  very 

few people have age group above 60 i.e. 2.7% .While the ratio of male versus female is  
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87.7:12.3. Variance (1.797) for qualification indicates higher percentage (39%) for under-

matric with a percentage of 39% and with declining average for master level 20.6% as well 

for M.Phil/ PhD 1.7%.Very high variance (4.371) for designation indicates higher percentage 

of variations in ranks due to qualification and training skills. Supervisory, manager and senior 

managerial level make 37.8%, CEO’s 5.7% while 56.1% are workers with qualifications 

under-matric. 

58.6% are directly or indirectly involved in decision making whether at higher level 

or at individual level during their job. 39.5% were not in any way involved or have the power 

to exercise their decision during their work. 3.1% of all failed to comment on their status of 

job. 72.3% of the SMEs are involved in providing services to their costumer. These services 

may be technical and non-technical help to the costumers.  The manufacturing sectors lack 

SMEs in the market with 1.1% of the total. 22.4% were confused to tell whether they are 

involved in service sector or manufacturing as they had very least knowledge about the 

business nature. 

The variation among the income levels 3.545 is also notable. 68.5% have income 

level above 200000 .While 12.6% below 25000 and the rest lying between 25000-200000. 

6.1% respondents didn’t disclose their income level. Also from the analysis high percentage 

of company had number of employees under 10 with 67.4%. Only 9.9% of the companies had 

99 and above while 21% lie in 10-99 range, which clearly shows that companies are small in 

size with a very few staff.  

The age of SMEs in the market shows that 27.8% vanish within 5 years, while 925% 

make up to 9 years. 8.3% reach a level of 15-19 years. Only 17 out of 100 companies make 

above 20 years in market. However, looking at the age of the company, it can be predicted 

that “higher the age, lower the survival of the company”. That is with the increase in age of 

the SME, less number of companies remain exist in the market. During our survey 4% did not 
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disclose about the age of the company. From the analysis we see that very few SMEs make 

their positions strong in the market .These strong and developed SMEs have staff number 

more than 100. the reason behind less age of the company or not making a long period in the 

market  that most of the SMEs are handled by less qualified Managers with untrained staff 

and having less knowledge about market workings. Also they are available with less bank 

loans in fact in Pakistan SMEs are not provided with bank loan facility. 

 

4.3 The comparison of SME and HPWS  

The questionnaire designed for comparison of SMEs and HPWS consists of 

dependent, independent and moderating variables. The SMEs are taken as dependent 

variables which comprised of three constructs: enhanced business performance, boost in work 

force innovation and high employee retention ratio. While the HPWS is the independent 

variable consisting of four factor i.e. strategic human resource management, flexible working 

system, diversity and equality system, workplace partnership and employee empowerment. 

Similarly we introduce the moderating variable leadership style to check the relative change 

in performance due to addition of moderating variable. All these constructs further contain 

items as discussed below:  

 

SMEs are taken as dependent variable with factors contributing namely: 

1 Enhanced Business Performance 

o Sales Revenue SR(Sale_R) 

o Profit Margins (Profit _M) 

o Market Share(MKt_Shr) 

o Labour Productivity-LP(Prod) 
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2 Boost in Workforce Innovation 

o New Product /Services (New_Prd) 

o New Services (New_Ser) 

o Idea Generation (New_Idea) 

o Problem Solving attitude (Prob_solv)  

 

3 High Employee Retention Ratio 

o Affective Commitment (Aff_Com) 

o Job Satisfaction(Job_Shar) 

 

HPWS is taken as Independent Variable with the factors contributing namely: 

1 Strategic HRM 

o Staffing (Staff) 

o Training and Development (Tr_Dev) 

o Performance management and rewards (Pm_Rew) 

o Communication and participation /involvement (Com _Part) 

 

2 Flexible working System (FWS_AVG) 

o Family friendly working arrangement 

o Reduced working  hours (Red_WH) 

o Increased Working hours (Inc_WH) 

o Job sharing (Job_Shar) 
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o Flexible timings (Flex_Tim) 

o Ability to change shifts (Chng_Shft) 

 

3 Diversity and Equality System (DES_AVG) 

o Equality training (Eq_Tr) 

o Diversity training (Div_Tr) 

o Formal written policy(FWP) 

o Equal opportunity based on  

o Recruitment selection (Rec_Sel) 

o Promotion (Prom) 

o Pay rates (Pay_Rate) 

 

4 Workplace Partnerships (WP_AVG) 

o Trust between management and employees (Trust) 

o Employee awareness and concern about company (Emp_Awr) 

o Company awareness and concern about company (Com_Part) 

 

5 Employee Empowerment (EE) 

o Employee Empowerment (EE) 

 



Role of High Performance Work Systems in SMEs 68

Moderating variable further consists of following items: 

Leadership Style (LS_AVG) 

o  Autocratic/ Directive (LS_Auto) 

o Democratic/Participative (Ls_Demo) 

o Deligative /Non directive (LS_Delg) 
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4.4 Regression Analysis 

 

Table-7 Analysis of HPWS Constructs_AVG (independent) with SMEs Constructs_AVG 

(dependent) variables 

 EBP_AVG BIWI_AVG HERR_AVG 
 
 
SMEs GE_AVG

SHRM_AVG (0.333) (0.195) (0.215) (0.216) 

[10.795] [4.235] [3.226] [24.816] 

FWS_AVG (0.107) (0.141) (0.253) (0.193) 

[0.447] [1.789] [4.690] [38.6] 

DES_AVG (0.088) (0.108) (0.173) (0.120) 

[-1.559] [-0.164] [0.694] [27.261] 

WP_AVG (0.083) (0.216) (0.389) (0.308) 

[1.851] [4.077] [8.712] [27.923] 

EE (0.067) (0.198) (0.310) (0.255) 

[-1.373] [2.049] [2.894] [20.994] 

HPWS_AVG 

(0.215) (0.203) (0.295) (0.216) 

[17.465] [25.093] [23.402] 
[15.616] 

 

LS_AVG 

(0.036) (0.177) (0.252) (0.260) 

[1.170] [5.846] [8.473] [15.616] 

 

 

LS_AVG 

SHRM_AVG FWS_AVG DES_AVG WP_AVG EE HPWS_AVG 

(0.146) (0.127) (0.179) 
 

(0.244) 
 

(0.334) 
 (0.237) 
 [7.936] 

Source: Developed / derived from field data   

(Pearson correlation), [t], R*, F** 
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The above table describes the overall analysis of the HPWS factors (independent 

variables) to the SME factor s (dependent variables). The significant values explain that 

Strategic HRM (SHRM) with r=0.333, t=10.795 is helping the dependent variable EBP_AVG 

more than BIWI_AVG and HERR_AVG with r=0.195, 0.215 and t=4.23, 3.226 respectively. 

Hence SHRM has more significant effect on enhancing the business performance through 

trained staff, better communication skills and their participation can be enhanced by 

performance rewards. Second in order is HERR_AVG that benefits from SHRM factor while 

the BIWI_AVG remains the last. It means that boost in workforce innovation is least 

dependent on SHRM factor.  

The Effect of FWS_AVG over the SMEs factor help concluding that  flexible working 

system with a friendly environment helps developing a high employee retention ratio .As 

both r value and t i.e. r=0.253 and 4.690 respectively are showing better result,(respective r 

and t values of BIWI _AVG and EBP_AVG).  Boost in workforce innovation is second factor 

that is influenced by FWS _AVG after   HERR _AVG, while it has least effect on EBP_AVG. 

Diversity and equality system is affecting HERR_AVG more that BIWI _AVG and 

EBP_AVG respectively as observed by their respective values of r and t. Similarly workplace 

partnership also has the most significant effect on HERR_AVG than BIWI_AVG and 

EBP_AVG.  

Employee empowerment EE factor also indicates that it has maximum effect on 

HERR_AVG i.e. Employees are more satisfied with their job, hence show a better 

commitment to the task assigned. Based on the analysis it can be said that in most of the 

cases HERR_AVG from the SMEs factors is mostly influenced by the different HPWS factors.   

To reconfirm the observation, to analyze the performance and to check the variability 

in the over all performance of the SMEs some moderating variables like Leadership style 

(LS_AVG) were introduced. High employee retention ratio is influenced most by the change 
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in leadership style and it greatly influences that affective commitment and jobs satisfaction 

level of the employees. While leadership style also boosts some innovation in work force by 

giving new ideas ,introducing new products ,better working condition with a change in 

polices that help them to solve problems more effectively and making the process simple . 

Enhanced Business performance is the least factor that is influenced by leadership style 

which means that profit making and sales revenue are less influenced by bosses as it depends 

on market situation. However, leadership style has a positive relationship with HPWS 

implementation in SME.  

 

4.5 Step Wise Regression Analysis 

With Stepwise regression the highest level of correlation (R-Square) with 

performance has been computed to the extent of required two variables with the highest R 

Square value are found. In the next step it goes with three variables and so on to find the 

highest R square value. The criteria of entering and removal of the variables in stepwise 

regression is as follows: 

For entering values Stepwise  

Criteria: Probability-of-F-to-enter <= .050 

 

For Removal values Stepwise 

Criteria: Probability-of-F-to-remove >= .100 
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4.6 Effects of Strategic HRM on Enhanced Business Performance 

Strategic HRM comprised of following factors namely: 

o Staffing (Staff) 

o Training and Development (Tr_Dev) 

o Performance management and rewards (Pm_Rew) 

o Communication and participation /involvement (Com _Part) 

 

Table-8 Significance of SHRM (independent variable) Items over EBP_AVG  

               (dependant variable)  

 
 
SHRM  
Items 

r t F β Partial 

Correlations 

Sig. 

Staff 0.278 9.427 88.867 0.278  .000 

Tr_Dev 0.274 6.324 66.063 0.198  .000 

Pm_Rew 0.255 5.301   0.191 .000 

Com_Part 0.215 3.793   0.116 .000 

Source: Developed / derived from field data.  

 

Analysis shows that Staff has more effect on EBP_AVG, (r = 0.278) and Training and 

Development (r=.274) significantly contribute to the Enhanced business performance. F 

value (88.867) represents the ratio of the two mean square values and evaluates the 

performance. Greater F statistics shows that the independent value has significant effect on 

the dependent variable. Staff also has greater β value than Tr_Dev. They have 8% of variation 

in their values. While the difference in F values is 22.804 and t statistics of Staff is also better 

than the other variable. 
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This study develops and validates the hypothesis that Enhanced business performance 

is affected by strategic human resource management. Staff with better training and 

development will help enhancing the business performance. While other factors like Pm_Rew 

and Com_Part hold the least effects. Improved training and development helped the 

management to enhance performance management and rewards as both factors are nearly 

collinear. Their partial correlations are 0.191 and 0.161 with the dependent variable 

respectively.  

 

4.6.1 Effects of Flexible Working System on Enhanced business Performance 

Factors contributing Flexible Working System are as under: 

o Family friendly working arrangement 

o Reduced working  hours (Red_WH) 

o Increased Working hours (Inc_WH) 

o Job sharing (Job_Shar) 

o Flexible timings (Flex_Tim) 

o Ability to change shifts (Chng_Shft) 

Table-9 Significance of FWS (independent variable) Items over EBP_AVG (dependant 

variable) 

 
FWS 
Items 

r t F Β Partial 

Correlation 

Sig. 

Flex_Tim 0.132 4.322 18.679 0.132  .000 

Job_Shar 0.129 2.408 11.886 0.087 0.069 .025 

Red_WH -0.003 -2.546 10.125 -0.087 -0.066 .011 

Inc_WH 0.072 1.184   0.036 .000 

Chng_Shft 0.117      

Source: Developed / derived from field data.  
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Reduced working hours (Red_WH) with r = -0.03 is inversely related to EBP_AVG 

showing that reduction in working hours can affect business performance badly. While 

increased working hours (Inc_WH) with   r=0.072 is also not contributing much to the 

performance. While flexible working (Flex_Tim) with r=0.132 environment for the staff is 

contributing the most with job sharing (Job_Shar with r=0.129). The partial correlation of the 

independent variables shows that Red_WH is negatively affects all the factors .While Job 

_shar factor is significantly contributing to the performance keeping in view that Flex_Tim is 

constant. Relatively large F values are not found here. 

Reduced working hour is negatively affecting the business performance of the SME. 

The employees offered with option of flexible working hours and job sharing had some effect 

in enhancing the business performance.  The reason of reduced working hours in Pakistan in 

due to acute shortages of power and energy crisis. Companies have to spend more on energy 

recourses, while some do not have finances to arrange for alternate energy from generators 

.Hence they had to adjust the timings for the workers. These reductions in working hours 

affect the production process and cost of the product also. All these factors go against the 

local producer as cost of local made products goes high while imported products become 

cheaper for the consumer. 

 

4.6.2 Effects of Diversity and Equality System on Enhanced Business Performance 

Factors contributing diversity and equality system namely are as : 

o Equality training (Eq_Tr) 

o Diversity training (Div_Tr) 

o Formal written policy(FWP) 

o Equal opportunity based on  

 Recruitment selection (Rec_Sel) 

 Promotion (Prom) 

 Pay rates (Pay_Rate) 
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Table-10         Significance of DES (independent variable) Items over  

EBP_AVG (dependant variable) 

 
DES 
Items 

R t F β Partial 

Correlation 

Sig. 

Eq_Tr 0.181 5.980 35.758 0.181  .000 

Rec_Sel -0.139 -3.765 25.190 -0.114 -0.115 .000 

Pay_Rate -0.093 -2.315  -.075 -0.092 .004 

Prom .022 1.024   -0.004 .021 

Div_Tr 0.136 1.290    .000 

FWP 0.151 3.220    .000 

Source: Developed / derived from field data. 

 

Equality training (Eq_Tr) with r = 0.181 is the major contributing factor of 

DES_AVG to the dependent variable EBP_AVG .While other factors like Rec_Sel and Pay 

_Rate with r = -0.138 and -0.093 respectively are adversely affecting the business 

performance. These two factors are in negative relation with the dependent variable. 

Maximum F value being 35.758, shows major contribution of Eq_Tr in Enhanced business 

Performance. Partial correlation justifies the claim that Rec_Sel and Pay _Rate are putting a 

negative impact on  performance of the business (values -0.092 and -0.004).The β value of  

Eq_Tr  being 0.181 more significant than other variables . 

Equal training opportunities for both male and female workers is necessary and it 

helps in improving the working conditions and performance. During the study it was 

observed that the biased selection process and diverse pay rates are affected the performance 

badly. Factors like age, race and geographical background were the factors dominating in 

biased decision. Undermine are the factors like qualification, and experience. Hence people 
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belonging to particular area prefer to hire people from that locality and provide them with a 

better pay relative to others in competition. This results in lack of equal opportunities for all 

the members to excel in their work and they show less concern about the company progress. 

It results in low promotion rates .Un equal opportunities result in chaos among workers 

which affects their performance. 

 

4.6.3 Effects of Workplace Partnership on Enhanced Business Performance 

Workplace partnership consists of following factors 

o Trust between management and employees (Trust) 

o Employee awareness and concern about company (Emp_Awr) 

o Company awareness (Com_AWR) 

 

Table-11         Significance of WP (independent variable) Items over  

EBP_AVG (dependant variable) 

 
WP 
Items 

r t F β Partial 

Correlation 

Sig. 

Com_Awr 0.092 3.002 9.014 0.092  0.003

Emp_Awr 0.052 -0.237  -0.007 .000 

Trust 0.044 -0.121  -0.004 .000 

Source: Developed / derived from field data. 

Com_Awr with r=0.092 amongst the factors in the group is the most contributing 

factor. Trust deficit between the management and the employee and lack of awareness of 

employees and concerns about the company both as whole have negative impact on the 
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business performance. The negative partial correlation values -0.004 and -0.007 validate the 

fact. F value being large indicates that company is not much aware about employees. 

The awareness of the company towards employees’ welfare helps to perform the 

business better .This helps company to understand problems faced by the employees at 

workplace. But a lower value calculated indicates that most of the companies are less aware 

about the employees’ health and bother least about their working policies. 95% and above 

employees working in SMEs do not have heath and life insurance policies is the fact that 

sufficiently explains the companies’ awareness regarding employees. While the SMEs do not 

facilitate employees in terms of insurance or any allowance in case of accident or casualty at 

workplace. Further that labor laws are not fully practiced. Not only the company but the 

employees are unaware about labor laws and their rights at the workplace. This lack of 

knowledge develops a situation of lack of trust among employees and the company 

management resulting uncertainties about their job. This psychological pressure on the 

employee affects his performance at workplace. While the management on the other side 

trying to boost production without addressing the factors results this confusion. 

 

4.6.4 Effects of Employee Empowerment on Enhanced Business Performance 

 

Table-12 Significance of EE (independent variable) Items over EBP_AVG  

(dependant variable) 

 r t F Sig. 

EE 0.067 2.182 4.761 0.029 

Source: Developed / derived from field data. 
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Relationship of EE with EBP_AVG is positive but very weak one. F value is also very 

small in EE. Employee Empowerment has least effect on the performance because it is 

exercised to a limited number of people and remains at managerial and supervisory level. 

Since the number of employees in SMEs on average lie between 10 to 15, therefore factors 

like biasedness are evidently seen in practicing and delegating the power of decision. 

Based on the above analysis so far one may conclude that business performance can 

be improved with staff having better training and development facilities available equally to 

all without any discrimination. Selection not based on merit and qualification results in 

unequal pays and low promotion rate. Employees do not trust the management because they 

feel insecure and see any opportunity to excel in their career. Similarly reduction in working 

hours puts both the production and employees on stress.  

 

4.7 Effects of Strategic HRM on Boost in Workforce Innovation 

Strategic HRM comprised of following factors namely: 

o Staffing (Staff) 

o Training and Development (Tr_Dev) 

o Performance management and rewards (Pm_Rew) 

o Communication and participation /involvement (Com _Part) 
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Table-13 Significance of SHRM (independent variable) Items over BIWI_AVG  

(dependant variable) 

 
SHRM  
Items 

r t F β Partial 

Correlations 

Sig. 

Com_Part 0.171 5.641 31.819 0.171  .000 

Tr_Dev 0.146 3.220  0.110 0.082 .002 

Pm_Rew 0.138 3.684  0.126 0.072 .000 

Staff -0.016 -3.115  -0.141 -0.095 .001 

  Source: Developed / derived from field data 

 

Com_Part and Tr_Dev with r values 0.171 and 0.146 are significant in above table. 

Introducing new product and services are affecting Staff performance. The r=-0.016 values 

indicate that staff has problems in adapting to new environments. While effective 

communication and participation with improved training development programs help the 

organization in boost in workforce innovation. F values are not significantly having large 

affect on the dependent value.  The variation among the β value of Com_Part and Tr_Dev is 

6.1%. 

In conclusion it may be said that with improved communication skills and training 

development programs for the staff can help boost workforce. Staff performance can also be 

boosted by providing them a chance to develop their skills and communication. Training on 

new apparatus and keeping the staff up to date helps in enhancing the business. While lack of 

interest of company in these factors affects the overall performance of the staff. With less 

trained staff it is very difficult to adapt new ideas and implement new polices. 
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4.7.1 Effects of Flexible working System on Boost in Workforce Innovation 

Factors contributing Flexible Working System are as under: 

o Family friendly working arrangement 

o Reduced working  hours (Red_WH) 

o Increased Working hours (Inc_WH) 

o Job sharing (Job_Shar) 

o Flexible timings (Flex_Tim) 

o Ability to change shifts (Chng_Shft) 

 

Table-14 Significance of FWS (independent variable) Items over BIWI_AVG  

(dependant variable) 

 
FWS 
Items 

r t F β Partial 

Correlation 

Sig. 

Chng_shft 0.158 5.207 27.109 0.158  .000 

Flex_Tim 0.108 0.841   .026 .000 

Red_WH 0.060 0.520   0.016 .000 

Inc_WH .010 -0.855   -0.026 .000 

Job_shr 0.03 -1.689   -0.052 .000 

Source: Developed / derived from field data. 

 

 Chng_Shft and Flex_Tim with r =.158 and r=.108 respectively are the major 

contributors in this Model. This simply means that if the employees are facilitated in timing 

and change of shift for working then there is a positive effect on Workforce innovation 

(dependent variable).The relative large value of F statistic (27.109) of independent variable 

Chng_Shft  indicates that it explains the variation better than the other independent variable to 

the dependent variable BIWI_AVG the partial correlation of the independent 
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variables.Model1 shows that Inc_WH and Job_Shar are nearly collinear as both are negative 

values and multiple of each other i.e. -0.026 &-0.052 respectively.  

In conclusion it may be said that if the allowing worker for change of shifts suitable to 

them and flexible timing have good impact on workforce innovation. Increased working 

hours with no option of job sharing has a negative impact on the employee performance. 

 

4.7.2 Effects of Diversity and Equality on Boost in Workforce Innovation. 

Factors contributing diversity and equality system namely are as: 

o Equality training (Eq_Tr) 

o Diversity training (Div_Tr) 

o Formal written policy(FWP) 

o Equal opportunity based on 

o Recruitment selection (Rec_Sel) 

o Promotion (Prom) 

o Pay rates (Pay_Rate) 

 

Table-15 Significance of DES (IV) Items over BIWI_AVG (DV)  

 
DES 
Items 

r t F β Partial 

correlation 

Sig. 

Div_Tr 0.174 5.766 33.242 0.174  .000 

Eq_Tr 0.157 2.280 25.190 0.079 0.070 .015 

Rec_Sel 0.026 2.370 19.707 0.077 0.031 .033 

FWP .021 -1.408 16.181  -0.043 .018 

Pay_Rate -0.061 -2.426   -0.074 .000 

Prom .010 -1.329   -0.0041 .000 

Source: Developed / derived from field data   
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The correlation coefficients of   Pay_Rate have negative values while Prom has the 

least value. The most significant value among all the independent variable is Div_Tr with r= 

0.174 Div_Tr has relatively large value of F Statistic among  other independent variables 

hence  better represents the explained variation on independent variable to the dependent 

variable BIWI_AVG. The regression coefficient of the independent variable Eq_Tr is most 

significant of all with β= .174 and contributing the most to enhance the workforce innovation 

quality. The difference in β values is 7.9% in both the variables.  

Diversified training programs with an equal opportunity for both the gender helps to 

improve the Workforce. While the biasedness in selection process due to race, location or 

other factors and with insignificant pay rate the over all performance goes down. The less pay 

rates do not motivate the employees to boost the workforce. 

 

4.7.3 Effects of Workplace Partnership in Boost in Workforce Innovation 

Workplace partnership consists of following factors:  

o Trust between management and employees (Trust) 

o Employee awareness and concern about company (Emp_Awr) 

o Company awareness (Com_Awr) 

 

Table-16 Significance of WP (independent variable) Items over BIWI_AVG  

(dependant variable) 

 
DES 
Items 

r t F β Partial 

Correlation 

Sig. 

Emp_Awr 0.196 6.513 42.425 0.196  .000

Trust 0.184 3.266 24.019 0.095 0.71 .020

Com_Awr 0.150 2.331  0.133 .036 .000

Source: Developed / derived from field data  
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Employee awareness about new ideas, services and products of the company helps 

boosting the workforce as is clearly visible through Emp_Awr having r value 0.196 relatively 

better than other independent variables. While the Trust factor is also very important to attain 

awareness towards the company .As both management and employees are satisfied with each 

other the F statistics 42.425 is much better than F value of Trust 24.019, hence gives better 

explained variation of the independent variable  to the dependent variables. Emp_Awr   Has 

more significant β value than the other independent variables. 

Awareness of the employees about the company product and with management 

decision and policies thus develops a long term trustworthy relationship and helps boosting 

the workforce innovation. 

 

4.7.4 Effects of Employee Empowerment on Boost in Workforce Innovation 

 

Table-17 Significance of EE (independent variable) over BIWI_AVG  

(dependant variable) 

 r t F β Sig. 

EE 0.198 6.564 43.089  .000 

Source: Developed / derived from field data. 

 

Employee empowerment has some impact on the Workforce .This may be true for the 

managerial level and supervisory work that demand powers to exercise in order to complete 

certain tasks. F statistics 43.089 is not a large value to impact the explained variation of the 

independent variable to the dependent variable. Still it has some significance in certain some 

specific cases. EE has a positive β value which is not very large in magnitude but still 
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meaningful. Employee empowerment is important in boosting workforce but with a limited 

scope particularly for the managerial and supervisory levels. 

In nutshell the above analysis shows that employee empowerment and trust are the 

most important factors as without any trust between management and employees, the 

company will not disclose its policies to the staff, no written policies and important decision 

by the management leading to mistrust. These decisions can influence the training 

development as well as the selection methods. Less confidence in selection methods with 

biased promotions reduce the innovation process. The creativity of the employee to improve 

problem solving attitude is important for SMEs. Employee empowerment at the grass root 

level helps boosting the performance as the things go systematic. The formal written policies 

enhance employee awareness and trust. The two as a result improve communication and 

participation of the employees. 

 

4.8 Effects of Strategic HRM on High Employee Retention Ratio 

 

Table-18 Significance of SHRM (independent variable) Items over  

HERR_AVG (dependant variable) 

 
SHRM 
Items 

r t F β Partial 

Correlations 

Sig. 

Com_Part 0.122 3.995 15.960 0.122  .000 

Tr_Dev 0.115 2.290 3.464 0.077 .070 .022 

Pm_Rew 0.106 2.095   0.064 .000 

Staff 0.028 -0.766   -0.024 .000 

Source: Developed / derived from field data 
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The independent variables Com_Part and Tr_Dev with r=0.122 and r=0.115 

respectively are the more significant than other independent variables. F statistics in 

Com_Part and Tr_Dev are significant but the F value is very small .It Shows that the 

independent variable has less effect on the dependent variable. It is observed that partial 

correlation among Tr_Dev and Pm_Rew  is significant  .While Staff is -0.024 negatively 

affects the dependent variable.  

Communication and participation along with equality training for both male and 

female are helping in high employee retention .Employees will have greater commitment 

with their jobs and will be more satisfied. 

 

4.8.1 Effects of Flexible Working System on High Employee Retention Ratio 

 

Table-19 Significance of FWS (independent variable) Items over HERR_AVG  

(dependant variable) 

 
FWS 
Items 

r t F β Partial 

Correlation 

Sig. 

Red_WH 0.225 7.511 56.420 0.225  .000 

Flex_Tim 0.211 4.267 18.167 0.140 0.130 .000 

Chng_Shft 0.156 3.236   0.099 .000 

Inc_WH 0.135 2.339   0.072 .000 

Job_Shar 0.132 1.899   0.058 .000 

Source: Developed / derived from field data 

 

Red_WH and Flex_Tim   with r =0.225 and r=0.211 respectively are significantly 

contributing independent variables amongst  all other independent variables .F statistic 
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(56.42) in Red_WH is greater than Flex_Tim .The difference in F statistics is 38.253. A great 

value of β also indicates that reduced working hours help affective commitment with 

employee and company. The partial correlation values are collinear with each other. 

Reduced working hours with flexible timings help in greater affective commitment 

and job satisfaction. Moreover when the working hours are increased, the employees are 

under pressure and their performance level reduces. 

 

4.8.2 Effects of Diversity and Equality System on High Employee Retention Ratio  

 

Table-20 Significance of DES (independent variable) Items over HERR_AVG 

(dependant variable) 

 
DES 
Items 

r t F β Partial 

correlation 

Sig. 

Rec_Sel 0.196 6.520 42.508 0.196  .000 

Eq_Tr 0.132 5.422 36.522 0.163 0.164 .000 

Div_Tr 0.116 4.056   0.124 .030 

FWP 0.070 2.060   0.100 .040 

Prom 0.059 0.294   0.009 .000 

Pay_Rate 0.017 -1.923   -0.059 .000 

Source: Developed / derived from field data 

 

Rec_Sel and Eq_Tr are significant in relation with the dependent variables. Their t 

values are 6.520 and 5.422 respectively which are better than the other independent variables. 

The F value of Rec_Sel and Eq_Tr are 42.508 and 36.522 respectively. Both are not very 
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large values but affect the overall performance of SMEs. Pay_Rate has the least r value and 

also has a negative partial correlation with dependent variable.  

The above observation suggests that HERR_AVG is highly dependent on recruitment 

and selection process relative to other factors. Better recruitment of qualified, trained and 

experienced staff can help in more commitment compared to untrained and less qualified 

staff, which is wastage of resources. The recruitment equality and training programs for all 

the employees help in improving the commitment level. When the employees get equal 

chance of training in their respective fields, then they seem to be more satisfied with their job 

hence show a greater commitment to complete the tasks assigned to them. 

 

4.8.3 Effects of Workplace Partnership on High Employee Retention Ratio 

 

Table-21 Significance of WP (independent variable) Items over HERR_AVG 

(dependant variable) 

 
WP 
Items 

r t F Β Partial 

Correlation 

Sig. 

Trust 0.395 14.005 196.145 0.395  .000 

Com_Awr 0.308 4.412 109.516 0.144 0.134 .000 

Emp_Awr 0.294 1.355   0.042 .000 

Source: Developed / derived from field data. 

 

Trust and Com_Awr with r =0.395 and r=0.308 indicate strong relation with 

dependent variable relative to other independent variables. F statistics 196.145 and 109.516 

are very significant values and better represent the explained variation with the dependent 
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variable. This means that Trust and Com_Awr are very important factors for High Employee 

Retention Ratio. Significantly good β values also validate the above facts. 

Emp_Awr and Com_Awr are not very strongly related with each other as their partial 

correlation tells thereby showing the lack of communication or awareness affecting the 

dependent variable in performance.  

Based on the above analysis it may be concluded that trust among the management 

and the employees is the most important factor that helps maintaining high employee 

retention ratio. Greater the trust on management policies by the employees help them become 

more aware about he company rules and regulations .While the employee awareness helps 

them to show their commitment towards the job. 

 

4.8.4 Effects of Employee Empowerment on High Employee Retention Ratio 

 

Table-22 Significance EE (independent variable) factors over HERR_AVG (dependant  

variable) 

 r t F Β Sig. 

EE 0.310 10.6 112.351 0.310 .000 

Source: Developed / derived from field data 

 

Relationship of independent variable with dependent HERR_AVG is showing a 

positive and relatively strong relation. The larger F statistics 112.351 are significantly 

describing the variation of dependent with the independent variable. 

Employee empowerment helps the employees to have a greater affective commitment 

with the firm .Employees have job satisfaction and hence they work with more commitment 

and innovation with the firm. 
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Analysis so far made indicates that mistrust always leads to policy confusion among 

employees creating insecurity about their job.  Trust results in and has direct relation with job 

commitment and satisfaction level towards the job. The mistrust among the employees may 

be due to many factors like lack of education among employee, inconsistent policies of the 

company, lack of employee empowerment or their financial position. All these affect the 

company. Also SMEs have very small life span or maturity level and that may influence the 

employees. 

 

4.9 Effects of Leadership Styles on Enhanced Business Performance  

 

Table-23 Describes the effects of leadership style (moderating variable) over  

EBP_AVG (dependent variable) 

Source: Developed / derived from field data. 

 

Ls_Demo with   r=0.121 and with a small F value 15.681 is not much affecting the 

business performance. While we see that among the three independent factors Ls_Demo is the 

dominating one. 

 

 

 
LS 
Items 

r t F β Partial 

Correlation 

Sig. 

Ls_Demo 0.121 3.960 15.681 0.121  .000 

LS_Delg 0.019 -3.277 13.283 -0.144 -0.144 .000 

LS_Auto 0.016    -0.11 .000 
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4.9.1 Effects of Leadership styles on Boost in Workforce Innovation 

Table-24 Describes the effects of leadership style (moderating variable) over 

BIWI_AVG (dependent variable) 

 
LS 
Items 

r t F β Partial 

Correlation 

Sig. 

Ls_Demo 0.206 6.859 47.042 0.121  .000 

LS_Delg 0.147   -0.144 -0.004 .000 

LS_Auto 0.167    0.042 

Source: Developed / derived from field data. 

 

Ls_Demo with   r=0.206 and with a relative better F value 47.042 is performing better 

than the other two factors. The partial correlations are not strong with the dependent 

variables. The most affecting factor on dependent is Ls_Demo. 

 

4.9.2 Effects of Leadership Style on High Retention Ratio 

Table-25 Describes the effects of leadership style (moderating variable) over  

HERR_AVG (dependent variable) 

 
LS 
Items 

r t F β Partial 

Correlation 

Sig. 

LS_Auto 0.244 8.186 67.013 0.244  .000 

LS_Delg 0.229 2.499 36.795 0.108 0.077 .000 

LS_Demo 0.195    0.048 .013 

Source: Developed / derived from field data. 
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LS_Auto has r=0.244 slightly more than LS_Delg i.e. r=0.229. LS_Auto  has a slightly 

better relationship with the dependent variable. F statistics of LS_Auto (67.013) is 

significantly large than F value of LS_Delg (36.795) showing greater significance on the 

overall performance of the dependent variable. β values and t statistics of LS_Auto are better  

in the above table than the other independent variables. The partial correlations are positive 

but least in magnitude.  

It can be concluded from the overall analysis that of all the independent variables 

LS_Delg is more effective than the others. But its magnitude of effect is not very large on the 

SMEs performance .Therefore introduction of moderating variables does not affect the 

overall performance of the SMEs and creating any significant big difference.  
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4.10 Results at a Glance  

Table-26  
Hypothesis Inferential Measure  Level of Significance Status  

H1 Simple Regression 0.05 Supported 

H2 Simple Regression 0.05 Supported 

H3 Simple Regression 0.05 Supported 

H4 Simple Regression 0.05 Supported 

H5 Simple Regression 0.05 Supported 

H24 Simple Regression 0.05 Supported 

H6 Step Wise Regression 0.05 Supported 

H7 Step Wise Regression 0.05 Supported 

H8 Step Wise Regression 0.05 Supported 

H9 Step Wise Regression 0.05 Supported 

H10 Step Wise Regression 0.05 Supported 

H11 \Step Wise Regression 0.05 Supported 

H12 Step Wise Regression 0.05 Supported 

H13 Step Wise Regression 0.05 Supported 

H14 Step Wise Regression 0.05 Supported 

H15 Step Wise Regression 0.05 Supported 

H16 Step Wise Regression 0.05 Supported 

H17 Step Wise Regression 0.05 Supported 

H18 Step Wise Regression 0.05 Supported 

H19 Step Wise Regression 0.05 Supported 

H20 Step Wise Regression 0.05 Supported 

H21 Step Wise Regression 0.05 Supported 

H22 Step Wise Regression 0.05 Supported 

H23 Step Wise Regression 0.05 Supported 

Source: Field Data 
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Discussion and Conclusion 

Based on the data analysis the fate of the hypotheses developed has been discussed in 

this section. The level of confidence in this study is 95% or p<0.05.Following Hypotheses 

were developed to measure the performance of SMEs on enhanced business performance, 

boost in workforce innovation and high employee retention ratio. 

 

5.1 High Performance Work Systems and SMEs Growth and Expansion  

Following hypothesis were developed to measure the effect of high performance work 

systems (HPWS) on the business performance, employee retention, workforce innovation and 

on the overall organisation’s growth and expansion.  

Hypothesis 1:  HPWS positively influence business performance and in turn the 

financial performance 

Hypothesis 2: HPWS positively influence employee retention and in turn the financial 

performance 

Hypothesis 3: HPWS positively influence workforce innovation and in turn the 

financial performance 

Hypothesis 4: HPWS will enhance the overall growth of organization 

Hypothesis 5: Leadership style has positive influence on the SMEs growth 

Hypothesis 24: Leadership has positive impact on HPWS implementation in SMEs 

The Hypotheses were tested using simple regression. It was found that each has 

positive effect on the performance of SMEs. Their magnitude of impact though small but was 
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found positive and the significance level for all the hypotheses found was less than p<0.05. 

Hence H1, H2, H3, H4, H5 and H24 are accepted / upheld.  

 

5.2 Strategic HRM and SMEs Growth and Expansion  

Following hypothesis were developed to measure the effect of Strategic HRM 

(SHRM) on the business performance, employee retention, and workforce innovation as 

stated above in the chapter 3 of this study.   

 

Hypothesis 6: Strategic HRM has positive effect on business performance 

Hypothesis 7: Strategic HRM has positive effect on employee retention ratio 

Hypothesis 8: Strategic HRM   has positive effect on workforce innovation  

 

SHRM has significant effect on all the three factors of SMEs. The significance level 

for EBP is .000 in table-8 and in BIWI is .002 as shown in table-13. While in HERR_AVG we 

had 0.02 for its factor Tr_Dev in table-18. Hence SHRM has the most effect on HERR _AVG. 

All the hypotheses are accepted because other indicators were also found positive in all three 

cases as discussed previously. 
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5.3 Flexible Work Systems and SMEs Growth and Expansion  

Following hypothesis were developed to measure the effect of Flexible Work System 

(FWS) on the business performance, workforce innovation and employee retention as stated 

above in the chapter 3 of this study.   

 

Hypothesis 9: Flexible Work System has positive effect on business performance 

Hypothesis 10: Flexible Work System has positive effect on workforce innovation 

Hypothesis 11: Flexible Work System has positive effect on employee retention ratio 

 

In table-9 FWS_AVG factor Job_Shar and Red_WH .025 and .011 significance levels 

respectively measured against business performance which is less than 0.05. In case of 

workforce innovation significance level of FWS was measured .000 as table-14 indicates. 

While in case of employee retention FWS_AVG has .000 level of significance. All the values 

lie within the accepted level of confidence .Hence the above hypotheses are upheld. 

 

5.4 Diversity and Equality and SMEs Growth and Expansion  

Following hypothesis were developed to measure the effect of Diversity and Equality 

System (DES) on the business performance, workforce innovation and employee retention as 

stated above in the chapter 3 of this study.   

 

Hypothesis 12: Diversity and Equality have a positive effect on business performance 
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Hypothesis 13: Diversity and Equality have a positive effect on workforce innovation 

Hypothesis 14: Diversity and Equality have a positive effect on employee retention 

ratio 

 

From table-10 Pay_Rate and Prom are most significant factors of DES_AVG that 

affect business performance with 0.04 and .021 level of significance respectively. Their 

positive contributions verify our hypothesis 12. From table-15 Eq_Tr, Rec_Sel and FWP are 

the significant factors of DES_AVG contributing with 0.015, 0.33 and .018 level of 

significance over the workforce innovation. Hence has a positive effect on workforce 

innovation validating our hypothesis 13. Similarly analysis of  DES_AVG  with employee 

retention shows that DES_AVG factors Div_Tr and FWP have .04 and .03 level of 

significance while the rest factor are also lie within acceptance region as mentioned in table-

20. Thus confirming our hypothesis is valid in all respects. 

 

5.5 Workplace Partnership and SMEs Growth and Expansion  

Following hypothesis were developed to measure the effect of Workplace Partnership 

(WP) on the business performance, workforce innovation and employee retention as stated 

above in the chapter 3 of this study.   

 

Hypothesis 15: Work place Partnership has positive effect on business performance 

Hypothesis 16: Work place Partnership has positive effect on workforce innovation 

Hypothesis 17: Work place Partnership has positive effect on employee retention 



Role of High Performance Work Systems in SMEs 98

Com_Awr in table-11 is the most significant factor of WP_AVG with.003 level of 

significance. The other factors also lie in acceptance region .Hence Hypothesis 15 is upheld. 

In table-16 Trust has 0.02 level of significance, that supports hypothesis 16.Similarly in case 

of hypothesis 17 all the WP_AVG factor’s significance (.000) lies in acceptance region as 

shown in table-21. 

 

5.6 Employee Empowerment and SMEs Growth and Expansion  

Following hypothesis was developed to measure the effect of Employee 

Empowerment (EE) on the business performance, workforce innovation and employee 

retention as stated above in the chapter 3 of this study.   

 

Hypothesis 18: Employee Empowerment has positive effect on business performance 

Hypothesis 19: Employee Empowerment has positive effect on workforce innovation 

Hypothesis 20: Employee Empowerment has positive effect on employee retention 

 

Table-12 shows that employee empowerment has .029 level of significance over 

business performance. In case of workforce innovation and employee retention its value is 

.000 respectively as shown in table-17 and table-22. Hence hypotheses H18, H19 and H20 

are upheld. 
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5.7 Leadership Style and SMEs Growth and Expansion  

Following hypothesis were developed to measure the effect of Leadership Style (LS) 

on the business performance, workforce innovation and employee retention as stated above in 

the chapter 3 of this study.   

 

Hypothesis 21: Leadership style has mediating effect on business performance 

Hypothesis 22: Leadership style has mediating effect on workforce innovation 

Hypothesis 23: Leadership style has mediating effect on employee retention 

 

Significance of leadership on business performance and workforce innovation was 

observed .000 in table-23 and table-24. While the factor Ls_Demo of LS_AVG is contributing 

with 0.013 level of significance over employee retention. There are other factors contributing 

to EBP_AVG, BIWI_AVG and HERR_AVG and all have positive effect regardless of 

magnitude. Thereby validating hypotheses H21, H22 and H23. 
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5.8 Conclusion 

The analysis helps concluding that all the HPWS (independent variable) have affected 

all the SME (dependent variable) constructs which may vary in magnitude in each case. 

Among HPWS constructs strategic human resource management has affected 

enhanced business performance the most among all the other three constructs of SMEs. 

Flexible working system helps developing innovation process and attaining required job 

satisfaction level. Similarly workplace partnership and diversity and equality both enabled to 

enhance business performance and boosting the innovation process .The most contributing 

effect of these two factors is that they helped in attaining high employee retention ratio. 

Better workplace and equal opportunity available to all the employees have boosted 

satisfaction level towards the job and has helped raising commitment towards their company. 

The employee empowerment factor has an overall positive effect on the performance 

of the SMEs. But since the SMEs in Pakistan mostly lie with the employee number under 10 

i.e. 67.4% therefore employee empowerment has not much to contribute as a factor that can 

bring about a big change. 

It was also witnessed that by introducing  leadership styles (as moderating variable) it 

was expected that autocratic behavior would be dominant however surprisingly the results 

show that democratic behavior was dominant i.e. democratic behavior has affects on 

enhanced business performance and boosting workforce innovation. While autocratic 

behaviour has only affected high employee retention ratio better that the democratic 

leadership style. It was observed that overall in the SMEs democratic leadership style has 

been dominant.  
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6.1 Recommendations 

Recommendations for the government policy makers and decision makers of the 

SMEs in the light of findings in table 7-26 from p-69-92 have been separated under two 

headings so as to improve the performance level of SMEs in Pakistan at two levels i.e. 

Recommendations for government policy makers and Recommendations for the decision 

makers in SME’s i.e. Owners, senior managers and managers of the company.  

 

6.1.1 Recommendations for government policy makers  

Based on our findings in the report where HPWS is affecting SMEs growth and 

expansion, recommendations for government policy makers are proposed to improve SMEs 

growth and expansion through HPWS implementation .Since the larger the value of r (i.e. 

closer to 1) the more positive effect it will have on SMEs performance.  

Government policy makers are suggested to assist SMEs in formal written policies 

which in result will help in transparent recruitment selection (Rec_Sel) as its values in table-

10 are negative. Therefore, showing negative impact on the enhanced business performance 

(EBP_AVG) of SMEs.  

Government policy makers are advised to set a minimum wage rate which is 

acceptable by the SMEs as well as should be justified to the employees in order to meet their 

basic needs and wants w.r.t their qualification and skill based trainings. Since in table 10 

Pay_Rate is found having adverse effect on the business performance.  

Top management training programs should be introduced by the government to 

improve senior managers and CEO’s know how about their company awareness that what 

nature of services they should be offering and what should be their internal company 
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concerns about employees because they are the people who deliver services and having direct 

contact with the customers and thereby directly creating an image in the eyes of customers 

based on the discussion about Com_Awr in table-11 shows a positive impact on SMEs 

growth and expansion, the dependent variable.  

Furthermore, to attract new emerging markets government should facilitate SMEs in 

organizing workshops and seminars and provide them with a platform to boost innovative 

ideas and new products and services. In order to increase skill based quality employment in 

the SME sector, Tax Holidays shall be introduced to such SMEs when employees get 

relevant trainings and receive national and international certification. Such continuous 

trainings will thus contribute towards Enhance Business Performance (EBP), Boost in 

Workforce Innovations (BIWI) and Higher Employee Retention Ratio (HERR).  

 

6.1.2 Recommendations for the decision makers in SME’s i.e. Owners, senior managers and 

managers of the company 

SHRM has more significant effect on enhancing the business performance through 

trained staff, better communication skills and their participation. Therefore, it can be 

enhanced by continuous performance rewards to the employees upon achieving set targets.  

Strategic human resource management is the backbone of the SMEs. Analysis show 

that better trained staff with development and training has improved the communication 

process among the employee and the management which helps in enhancing business 

performance. All have positive effect on sales and revenues.  

With strong SHRM we can have a proper workplace with affective policies and rules 

of business both for employees and management as well. This helps in boosting the trust level 

among the employees and the management as the lack of trust factor was clearly seen in our 
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analysis. Through this not only will enhance the commitment level towards their job but also 

will enhance employee awareness towards their company.  

Not only strong management policies can develop trust in employees but can also 

have facility of bank loans. Because one of the major reasons bank do not give leverage to 

SMEs is that they lack proper paper work as well as do not have rules of business to follow. 

Since the option of flexible working system has been limited in SMEs and no options 

of job sharing available puts the employees under stress as result they under-perform. Low 

commitment and lack of innovation process and problem solving attitude are one of the 

reasons of unavailability of flexible workplace partnership. Flexible working conditions with 

a systematic backup available for all the employees may help improving their performance 

level.  

As the size of SMEs vary from 1-100 but mostly in Pakistan SMEs lie in range of less 

than 10. Most of them have less than 5 years age. This bad performance is influenced by 

biased selection based on ethnical, racial and demographic factors with no equal 

opportunities available for employees .We can also see a lot of variation in income levels all 

these factors  create a trust deficit environment hence affecting the overall business 

performance.  

Promotions should be based on performance and qualification levels also the wage 

level should be decided according to work experience and education level. Because an under-

matric at a managerial post as compared to a master degree holder does not have potential to 

make polices and influence his decision. Since, in Pakistan low educational level in SMEs is 

one of the major reasons of the down fall. 
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There are no policies and rules for employee empowerment that directly relates with 

trust level with the management. No health, educational or accidental insurance facilities 

available .All these factors directly or indirectly affecting the SMEs performance and 

innovation process ultimately the products fail to attract costumers leading cuts in sales .The 

company fails to cover its production cost thus goes to a close.  

Though leadership style has a limited scope in SMEs as witnessed in the analysis so 

far made but it cannot be ignored.  SMEs are expected to have delegative style rather than 

democratic as the analysis shows reason being the small size of the company. Delegative 

style can help improving trust factor, and commitment level towards the job. Committed and 

satisfied employees in the end of the day can satisfy the costumer more efficiently to those 

who are working under stress.  

 

6.2 Limitations of the Study  

Due to paucity of time, this research is being conducted through same questionnaire 

designed from the perspective of management, decision makers who are responsible for 

HPWS model implementation and the employees who are experiencing such implications in 

their respective organizations. For in depth analysis a separate set of scale for management 

and employees is highly desired.   

The study was limited to the local SMEs firstly due to uncertainty and security 

threats, and secondly management, owners of SMEs and employees in other cities would 

need little bit more guidance in filling up questionnaire, thirdly the required response rate was 

high in this area because of social and political networking.    
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Leadership Style as moderating factor is tested in this model due to time constraints, 

ignoring other OPAC indicators.  

Since people are not aware of the benefits of research and considered as a futile 

exercise, therefore, a few did not respond seriously while providing information in the 

questionnaire.  

Even with all the above limitations, this study is a true contribution in the literature of 

High Performance Work Systems on a macro level and particularly in Pakistan on a micro 

level. The HPWS (extended) model is tested first time in SMEs and especially in Pakistan.  

 

6.3 Practical Implications  

To increase awareness among employers/owners/managers and the key decision 

makers in the SMEs to implement this HPWS (extended) model efficiently in order to 

achieve organizational goals and objectives and thereby maximizing overall growth and 

expansion.  This study further enables the decision makers to take necessary steps so as to 

explore and address the changing needs and wants of their human resource, which is directly 

proportion to the overall growth and expansion.  

 

6.4 Originality and Uniqueness  

This research is the only one of its kind because of its focus on the SMEs growth and 

expansion through the complex human resource issues addressed through HPWS constructs. 

This study is also unique in a way as it has been tested first time in Pakistan and especially 

from the SMEs perspective where employee’s viewpoint and perception has been considered 
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at the top priority and also considered directly related with the overall growth and expansion 

of the company.  

In addition, this study has extended the original HPWS model with additional 

constructs including Employee Empowerment as independent variable and Leadership Style 

as moderating variable. Employee Empowerment is the fifth indicator of HPWS in the model. 

Moreover, this study looked in depth the vital acceptance and use of this extended HPWS 

model by the SMEs major decision makers, who are responsible in implementing this model 

especially in Pakistan. This study has tested empirically the relationship between all the 

constructs.   

The model itself becomes unique with the extension of Employee Empowerment and 

with the moderating factor as Leadership Style which stimulates the whole scenario. 

 

6.5 Future Research  

HPWS model can be studied, once applied successfully in the SMEs, separately from 

the employees’ perspective in but with a few changes in the questionnaire, that is only from 

the employee point of view. Since employees would then be the best judge to experience 

change due to implementation of HPWS model in their organization, therefore employee’s 

response and participation in the future research would give a better insight about the 

effectiveness of the HPWS model implications.  

The future study can / may include SMEs from other cities of Pakistan as well. Since, 

cultural differences can also play vital role in assessing HPWS extended model in detail. One 

can test other OPAC indicators as well to see its mediating effect on HPWS and on the 

overall growth and expansion of SMEs.  
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Using the same data sets one can study leadership style and its effects on SMEs, 

which can be taken as a complete separate and in-depth study for further research based on 

new developed model of HPWS and SME’s growth and expansion in Fig-10 and Fig-11.  

Improvements in strategic HRM in order to increase SMEs growth and expansion can 

be taken separately as future research topic.  

Aspects of HR and leadership in SMEs of different sizes and ages can be studied 

separately. In addition, more moderating factors can be included in the same model to test 

effects on the implementation of HPWS in SME’s thereby effecting on SME’s growth and 

expansion.  

Do successful SMEs that possess HPWS structure having higher organizational 

performance than the organizations that do not?  

Ownership Profile and Characteristics (OPAC) can also be included more factors in 

this moderating variable (MV) other than the leadership style to check how the whole 

scenario can be affected in the HPWS and SMEs model. 

 

6.6 How Far Objectives Have Been Met? 

 The application of the HPWS model in Pakistani SMEs has been tested using regression 

and step-wise regression (objective met)  

 The exact nature of the relationship between HPWS with overall SMEs Growth & 

Expansion and Leadership Styles has been established successfully (objective met) 

 Scientific knowledge acquired helped developing awareness material for Pakistani SMEs 

to utilise HPWS model in their companies for achieving better results (objective met) 
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APPENDICES 

Appendix-1 

Figure: Pakistan export performance  

 

(Source: Pakistan Country Assistance Strategy, FY 03-05, annex II, p5, World Bank, 
2003)  

 

Export of Goods & Services in constant 1995 US$ (Index 1970 = 100) 

1970        1975     1980   1985            1990         1995 
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Appendix-2 

Figure: Top concerns of firms in Pakistan, India and South Asia - multi-country comparison  

 

Source: Enterprise Surveys: PAKISTAN – 2007, Updated 2009 by The World Bank  

 

 

Appendix-3 

Table: Obstacle - Corruption in Pakistan  

Corruption in Pakistan  Pakistan Region 
All 

Countries

% of Firms Expected to Pay Informal Payment to Public Officials 
(to Get Things Done) 

27.23 34.68 27.53 

% of Firms Expected to Give Gifts to Get an Operating License 12.65 20.73 16.16 

% of Firms Expected to Give Gifts In Meetings With Tax Officials 58.79 30.63 17.20 

% of Firms Expected to Give Gifts to Secure a Government 
Contract** 

30.00 31.39 27.94 

% of Firms Identifying Corruption as a Major Constraint*** 59.30 33.77 36.56 

Source: Enterprise Surveys: PAKISTAN – 2007, Updated 2009 by The World Bank  

Electricity                      Corruption  Crime, Theft & Disorder       Access to Finance               Tax Rates                    Access to Land           Political Instability                   Customs                       Inadequately                            Tax  
                             & Trade Reg               educated workforce           Administration 

Constraints 
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Appendix-4  

Table: Obstacles – Informality in Pakistani Firms  

Informality in Pakistani Firms  PakistanRegion All 
Countries

% of Firms expressing that a Typical Firm Reports less than 100% 
of Sales for Tax Purposes 

7.57 36.26 53.10 

% of Services Firms Competing Against Unregistered or Informal 
Firms 

12.45 34.85 55.94 

% of Firms Formally Registered when Started Operations in the 
Country 

.. 93.68 89.58 

Number of years firms operated without formal registration .. 0.74 0.99 

Source: Enterprise Surveys: PAKISTAN – 2007, Updated 2009 by The World Bank  

 

 

Appendix-5    

SME Definitions used by various institutions in Pakistan and abroad 

SMEs are classified based on industries (services, manufacturing), number of employees, total assets 

and sales per annum (Ayyagari et. al., 2007). Therefore, SMEs are defined in different ways by SMEDA (2005), 

by different institutions in Pakistan as well as by other countries in the world as well as in the European Union 

as shown in the following tables (O’Regan and Ghobadian, 2004; European Commission, 2005).   

Table: SME Definition by SMEDA for Pakistani firms  

Small and Medium Enterprises are defined as follows, as approved in SME Policy 2007 by The Federal 
Government of Pakistan in line with the economic development of Pakistan and the eligibility criteria may get 
modified dependent upon the best situation of that time.  

Enterprise Category 
Employment Size 

(a) 
Paid Up Capital 

(b) 
Annual Sales 

(c) 

Small and Medium Enterprise 
(SME) 

 Up to 250 
Up to Rs. 25 
Million 

Up to Rs. 250 
Million 

Source: SMEDA (2005), SME Policy (2007)  
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Appendix-6    

Table: SME definitions used by various institutions in Pakistan  
Institution Small Medium 

SME Bank Total Assets of Rs. 20 million Total Assets of Rs. 
100 million 

Federal Bureau of 
Statistics Less than 10 employees N/A 

Punjab Small 
Industries Corporation 

Fixed investment. up to Rs. 20 million 
excluding land and building N/A 

Punjab Industries 
Department Fixed assets with Rs. 10 million excluding cost of land 

Sindh Industries 
Department 

Entity engaged in handicrafts or manufacturing of consumer or 
producer goods with fixed capital investment up to Rs.10 million 
including land & building 

State Bank of 
Pakistan (SME 
Prudential 
Regulations) 

An entity , ideally not being a public limited company, which does 
not employee more than 250 persons ( manufacturing) and 50 
persons (trade / services)   and also fulfills one of the following 
criteria: 
(i) A trade / services concern with total assets at cost excluding 
land and buildings up to Rs 50 million. 
(ii) A manufacturing concern with total assets at cost excluding 
land and building up to Rs 100 million. 
(iii) Any concern (trade, services or manufacturing) with net sales 
not exceeding Rs 300 million as per latest financial statements. 

Source: SMEDA (2005). Presentation on 10th May. Retrieved March 2010, Source: 
http://www.authorstream.com/Presentation/Ulisse-39346-SME-Pakistan-Small-Medium-
Enterprises-PakistanSMEDA-Sector-in-Education-ppt-powerpoint/  
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Appendix-7  

Table: SME Definitions in selected Asia Pacific Economic Cooperation (APEC) member 
countries 
 

Enterprises exporting up to US$2.5 Million a year are considered small by the State Bank of 
Pakistan.   

Country Sector Employment Other Measures

Australia 
Manufacturing Less than 100 employees
Services Less than 20 employees

Canada 
Manufacturing Less than 500 employees
Services Less than 50 employees

China Varies with 
Industry Usually less than 100 Employees    

Indonesia    Less than 100 employees

Japan* 

Manufacturing Less than 300 employees ¥100 million assets
Wholesaling Less than 100 employees ¥30 million assets
Retailing-
Services Less than 50 employees ¥10 million assets 

Korea 
Manufacturing Less than 300 employees    
Services Less than 20 employees

Malaysia Varies (for SMI) Less than 75 employees (Different 
for Bumiputra Enterprises) 

Less than RM 2.5 
million 

Philippines    Less than 200 employees P 40 million assets

Singapore 
Manufacturing    less than S$12 million 

fixed assets 

Services    Less than 100 
employees 

USA   Less than 500 employees    
Source: SMEDA (2005), Hall (1995); for Japan*, Witton (1999), SME Policy in Thailand: 
     Vision and Challenges-Ramon C. Sevilla and Kusol Soonthornthada  
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Table: Some of the major advantages of SMEs.   
 
Advantages  References 
  
Able to respond quickly to customer requests 
and market changes, customers focused  
 
 
Flexible and fast-response to change, easily 
adaptive to new market conditions, dynamic in 
behavior, developing customized solutions for 
partners and customers  
 
Quick decision making process (decisions are 
made by an individual or a small number of 
people, or a single individual)  
 
Strongly correlated and inter-related with 
respect to innovation and entrepreneurship  
 
 
More extensive use of external linkages for 
Innovate.  
 
Non bureaucratic processes, flat and flexible 
structures  
 
 
Strong inter and intra-firm relationships, 
managing a great amount of information  
 
Good at multi-tasking  
 
Capable of going international early and 
rapidly  
 
Productive  
 
Knowledge creating  
 
Creating astute alliances, networking  

(Abdul-Nour et al., 1999; Canavesio and Martinez, 2007; Huang 
et al., 2004; Jones and Macpherson, 2006; Levy and Powell, 1998; 
Mahemba and Bruijn, 2003; Schatz, 2006; Wu et al., 2007).  
 
(Abdul-Nour et al., 1999; Aragon-Sanchez and Sanchez-Marín, 
2005; Davis and Sun, 2006; Deros et al., 2006; Levy and Powell, 
1998; Mezgar et al., 2000; Narula, 2004; Nieto and Fernandez, 
2005; Sarosa, 2007; Schatz, 2006; Starbek and Grum, 2002).  
 
(Axelson, 2005; Deros et al., 2006; Lawson et al., 2006; Schatz, 
2006).  
 
 
(Bodorick et al., 2002; Chew and Yeung, 2001; Gray, 2006; 
Gunasekaran et al., 1999; Huang et al., 2001; Robles-Estrada and 
Gomez-Suarez, 2007; Sharma and Bhagwat, 2006)  
 
(Barnett and Storey, 2000; Hoffman et al., 1998; Laforet and 
Tann, 2006).  
 
(Axelson, 2005, 2007; Deros et al., 2006; Haga, 2005; Levy and 
Powell, 1998; Massa and Testa, 2008; Schatz, 2006; Sharma and 
Bhagwat, 2006).  
 
(Carbonara, 2005; Chen et al., 2007).  
 
 
(Axelson, 2007; Schatz, 2006).  
 
(Gassmann and Keupp, 2007).  
 
 
(Beck et al., 2005).  
 
(Egbu et al., 2005; Levy et al., 2003).  
 
(Dijk et al., 1997; Karaev et al., 2007; Kearney and Abdul-Nour, 
2004; Massa and Testa, 2008; Partanen et al., 2008)  

Source: Ebrahim et. al (2009), Virtual R & D teams in small and medium enterprises.   
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Appendix-9  

Figure: The New Threshold (Art. 2)  

    The new SME definition: User guide and model declaration 
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Appendix-10  

Figure: % of Firms Identifying Labour Skill Level as a Major Constraint - Multi-Country  

    Comparison  

 

Source: Enterprise Surveys: PAKISTAN – 2007, Updated 2009 by The World Bank  
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Table: SME Development Vision 2015  
 

“SME led economic growth resulting in poverty reduction, creation of jobs  
and unleashing the entrepreneurial potential of the people of Pakistan”  

 
Threshold on taxation and 
density regulations rationalized  

  

   

Manufacturing SEs increase 
their share from 5.5% to 7% 

 GoP -SMEs have Developed mutual 
Cooperation & Trust 

   
   
Share of Micro Enterprises in 
Employment  decreases by 7%  

 GoP Facilitates Access to sustainable 
BDS in all areas of country 

   
   
SMEs increase  
their share in value added  
to 40% 

 SMEs get access to  
qualified HR,  

Markets & Technology 
 SME Vision 

2015 

 

Share of  
Women ownership  
in SMEs increases to 6% 

 SMEs have access to Support Funds 
across Pakistan 

   
   
   
No. of Start-up Enterprises by 
University Graduates 
increases to 6% 

 GoP is continuously documenting 
statistics on SME Development and Int'l 

Benchmarks 

 
 

 
   

SMEs observing their basic 
responsibilities for social & 
corporate compliance  

 GoP is delivering reliable periodic 
reports on SME development including 

details on funding and efficiency of 
system  

 
Source: SME Policy (2007). SME Led Economic Growth – Creating Jobs and Reducing Poverty: 
Turn Potential into Profit, SMEDA, SME Policy Recommendations, Section III, P. 13, Source: 
http://www.smeda.org/projects/SME-policy-development.html  
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Appendix-13 

Figure: % of firms offering formal training - multi-country comparison   

 

Source: Enterprise Surveys: PAKISTAN – 2007, Updated 2009 by The World Bank  

 

 

Appendix-14  

Figure: % of employees offered formal training - multi-country comparison  

 

Source: Enterprise Surveys: PAKISTAN – 2007, Updated 2009 by The World Bank  
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Appendix-15  

Table: Actual versus preferred working hours, Australian women  
 

 

 

 

 

 

 

 

 

 

 

 

Appendix-16  

Figure: Virtuous Spiral  

 (A Positive relationship between high performance, attractive reward system and competent employees) 
 

 

 

 

 

 

 

 

 

Source: Edward ( 2005). Creating high performance organizations   

 
 Actual versus preferred working hours, Australian women  
  
Hours in paid work  Happy with  Prefer more  Prefer fewer  Prefer no 
per week  hours (%)  hours (%)  hours (%)  paid work (%) 
 
Women with youngest child 0–4 years   

   

1–14 hours                               79  15  3  3  
15–29 hours                             79  5  8  8  
30–34 hours                            70  0  30  0  
35 + hours                               50  0  43  8  
 
Women with youngest child 5–12 years  

   

1–14 hours                             69  31  0  0  
15–29 hours                           75  13 7  4 
30–34 hours                           70  7 19  4 
35 + hours                             56  
 

2  35  7  

    
Sources. Glezer and Wolcott 1997, 3. Data is from the Australian Family Life Course Survey, of 2000 respondents aged 
25–50 years, conducted by Australian Institute of Family Studies, 1996. 
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Appendix-17  

Table: Workforce  

 

Workforce Pakistan Region 
All 

countries

% of Firms Offering Formal Training* 6.70 16.86 34.53 

Average Number of Seasonal/Temporary, Full-Time Employees 11.51 13.37 8.15 

Average Number of Permanent, Full Time Employees 32.48 93.52 54.70

% of Firms Identifying Labor Regulations as a Major Constraint*** 6.39 10.75 11.56 

Source: Enterprise Surveys: PAKISTAN – 2007, Updated 2009 by The World Bank  
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Figure: Inadequately educated workforce -multi-country comparison  

 

Source: Enterprise Surveys: PAKISTAN – 2007, Updated 2009 by The World Bank  
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Appendix-19  

Table: Innovation and Technology  

Innovation and Technology Pakistan
       

Region 
All 

countries 

% of Firms With Internationally-Recognized Quality Certification 9.63 9.50 16.09

% of Firms with Annual Financial Statement Reviewed by External 
Auditor 

19.41 54.39 46.65 

% of Firms Using Technology Licensed from Foreign Companies * 2.70 5.01 14.53

% of Firms using its Own Website 94.68 35.47 34.04

Source: Enterprise Surveys: PAKISTAN – 2007, Updated 2009 by The World Bank  
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Appendix-20 

QUESTIONNAIRE  
 

Role of High Performance Work Systems in SME’s 
 

PhD Research Scholar:      Supervisor: 

Syed Kashif Ejaz           Professor Dr. M. Iqbal Saif  

(FUIEMS) 
Pakistan  

Dear respondent,  

This study is being conducted to assist Small and Medium Enterprise (SMEs) to take 
advantage through ‘High Performance Work System’ (HPWS). For SMEs overall growth and 
expansion at large, this research will contribute by identifying several critical factors involved 
in: Enhanced business performance, High employee retention ratio and Boost in workforce 
innovation through the effective use of HPWS model along with a moderating factor of 
Leadership Style. This is a very interesting survey of its kind. At the end, if you like, you may 
find out your own Leadership Style, help is provided. Otherwise, mention your details, the 
researcher will email you later on. This questionnaire will be used for PhD thesis and for 
other relevant research articles to be published in the world renowned academic journals.  

Kindly fill up the questionnaire. It is not mandatory to mention your name and 
organisation/workplace. It is strictly for academic purposes and no information will be 
revealed. In case you get interested in findings and results of the research being conducted 
please note down your details below so that the same could be provided to you.   

However, at the end few important terms used in this questionnaire been explained. Please 
consult if felt necessary.  

‘With your help, the results of this study may give a new direction to the SMEs in Pakistan, 
so to yours.’ 

Thanks for your cooperation.    

Note-1: Please fill up all yellow-highlighted fields and tick/click the relevant yellow-highlighted boxes         below.  
Note-2:  EMPLOYER/Manager shall fill this questionnaire keeping in view his/her own style of doing things, 
whereas EMPLOYEE shall fill this questionnaire as per his/her observations about the following in the 
organisation.   
 
 
Kind regards,  
 
 
Syed Kashif Ejaz  
PhD Scholar 
e:  kashif@nicon.edu.pk  

 
Respondent Details 

Name:       
 
Cell No:       
 
E-mail:       
 
Business name:       
 
Time taken to fill this questionnaire:  
Start time:           End time:       

Thanks!
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NOTE:  

Page 2 to 11 taken from the attached Questionnaire.  
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