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Abstract 
The main objective of this research was to discover the impact of HRM 
practices on the financial and non-financial performance of the SMEs 
in Khyber Pakhtunkhwa (KP), Pakistan. The research used a 
structured questionnaire to collect the data. Target population of this 
study was all the pharmaceutical companies of district Peshawar, KP. 
Quantitative data was analyzed by using PASW Statistics (Version. 18). 
The findings show that incentive practices, Teamwork, training 
programs, performance appraisal and employees participation in 
decisions have significant impact on the financial and non-financial 
performance of the small and medium enterprises of Khyber 
Pakhtunkhwa.  This research also shows that employees’ productivity 

has improved while employees’ absenteeism has reduced due to the 

positive perception of employees regarding HRM practices. 
 
Keywords:  HRM Practices, Financial performance, Non-financial performance, SME 
 
I.  Introduction 

Organizations all over the world have now recognized the potential of HR 
practices which are crucial for running the organization in effective and efficient way. 
Very small numbers of organizations are implementing these HR practices in letter and 
spirit and with the passage of time they have become market leaders. The study of human 
resource practices has gained importance in the literature for the last few years (Becker & 
Huselid, 1998; Huselid, 1995; Milkovich & Boudereau, 1991) and most importantly its 
impact on the firm’s performance whether financial or non-financial (Chang & Chen, 
2002; Cho & Woods, 2005). Its importance have found place in Human Resource 
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Management, Industrial and Organizational Psychology and Industrial Relations 
(Boudreau, 1991; Jones and Wright, 1992; Kleiner, 1990) 

 
Many researchers have found positive relationship between firm’s performance 

and HRM practices and there is an increasing pressure on the corporate sector to adopt 
the HRM practices to enhance performance and competitiveness of firms which employs 
millions of people. It is an admitted fact that an employees’ performance can be increased 

depending on the treatment meted out to them by the company. Returns of the HRM 
practices are significant, if investment is made in this direction. It can have a positive 
impact in decreasing turnover and increasing the productivity and performance of the 
company (Huselid, 1995). 

 
Huselid (1995) is also of the view that HRM practices positively impact the skills 

and abilities, knowledge enhancement, motivation and raise the retention of skilled 
employees. Moreover, it encourages the poor performers to leave the organization (Jones 
& Wright, 1992). Performance appraisal, internal promotion systems and incentive 
compensation system are known to motivate employees to perform better and improve 
the overall performance of the firm (Huselid, 1995). So investment in HRM will not go 
down the drain and will have to increase productivity, financial performance and lower 
the employees’ turnover. (Huselid, 1995). 

 
Many researchers have pointed out that HRM practices can be used to gain 

competitive advantage over their competitors and improve the performance of firms 
which includes planning process, training and development program, recruitment and 
selection programs, performance appraisal system, compensation policy etc (Boxall, 
2003; Chang & Chen, 2002; Huselid, 1995; Kydd & Oppenheim, 1990; Lado & Wilson, 
1994) 

 
A lot of research of research has been conducted about the efficacy of HRM 

practices in different sectors and different parts of the world but there is a scant research 
about the SMEs in Pakistan generally and Khyber Pakhtunkhwa in particular. Therefore, 
this research aims at finding out the perception of SMEs workers and its impact on the 
firms performance in the pharmaceutical companies of KP  
 
SMEs in Pakistan 

There is a tremendous growth in SMEs for the past few decades. Despite the 
globalization and increasing writ of multinationals, SMEs have survived and kept 
flourishing (Mulhern & Stewart, 2003).  SMEs are considered engine of growth, 
entrepreneurship, innovation and employment and nearly 1.2 million people have been 
employed by SMEs in Pakistan. 

 
SMEs are playing a vital role in the industrial development of many countries. 

There are 3.2 million enterprises in Pakistan, out of which 3 millions are SMEs which 
happens to be 93% of the total enterprises. It is a known fact that SMEs are contributing 
much more than other enterprises in generating employment and social development. It 
contributes 30% in the country’s GDP, employing more than 70% of country’s labor 

force, generates 25% in the export earnings and shares a 35% of the value added in the 
manufacturing. (Nenova, Niang & Ahamd, 2009). 



Sirajud Din, Zainab Bibi, Jahanvash Karim, Amir Bano      639 

 

 
Research scholars have proved that a success or failure of the firms depends on the 

efficient management of Human Resources (e.g., Huselid, Jackson, & Schuler, 1997; 
Paauwe, 2004; Schuler & Jackson, 1999) while the SMEs in Pakistan are lacking a 
systematic research regarding HRM. Majority of these firms are devoid of HR managers 
and no rules or policies are followed in this regard. These firms mainly focus on the 
operational aspect, while ignoring the HR issues. According to Bhatt and Reddy (2011), 
SMEs invest less money on the training and development of the employees. Similar is the 
case in SME sector of Pakistan. 

 
There is no consensus on the definition of SME in Pakistan, different departments 

like Federal Bureau of Statistics, State Bank of Pakistan and Provincial Labor 
Departments have their own definitions. State Bank of Pakistan (2013) have classified the 
small and medium enterprises as under on two parameters i.e. number of employees and 
annual sales turnover. 

 
Table 1: SME Definition by State Bank of Pakistan 

Category Number of 
Employees 

Annual Sales 
Turnover 

Small Enterprise *Up to 20 Up to Rs. 75 million 

Medium 
Enterprise 

Trading 21-50 Above Rs.75 million 
and up to Rs. 400 
million (All types of 
Medium Enterprises 

Manufacturing and 
Service 

51-250 

*including contract employees 
 
II.  Literature Review 

There is a lot of literature which is in favor of HRM practices and its positive 
influence on the organizational outcome and firm performance (Huselid, 1995; Huselid 
and Becker, 1994; Ichniowski, et al 1994; MacDuffie, 1995; Beer et. al., 1984; Fombrun, 
Tichy & Devanna 1984; Guest 1987). Such HRM practices can be classified in respect of 
their influence on skills and abilities of employees, motivation and the structure of the 
work (Arthur, 1994; Bailey, 1993; Cutcher-Gershenfeld, 1991; Huselid, 1995; Ichniowski 
et al 1994; Kochan and Osterman, 1994). Some dimensions of HRM practices are 
discussed below; 
 
Human Resource Planning (HRP) 

Human resource planning is defined as “the process for ensuring that the human 

resources requirements of an organization are identified and plans are made for satisfying 
those requirements”(Bulla & Scott, 1987).There is a fairly large body of literature which 

advocates the use of comprehensive HRP approaches in organizations (Walker, 1980; 
Dyer, 1983). The underlying assumption is that HRP have a positive and significant 
impact on the personnel development, employee productivity and organizational 
performance in the financial and non-financial sector (Afzal, et al., 2013). While Nkomo 
(1987) have found a positive change in the performance of the organization after the 
introduction of HRP but that change was not significant. 

 



640      Pakistan Journal of Social Sciences Vol. 34, No. 2 

 

Organizational performance can be judged by productivity and financial stability, 
but these can be achieved through proper initiation of HRP and some other factors may 
also be considered like motivation, efficiency, effectiveness, trust and satisfaction of 
employees (Cho & Woods, 2005) 
 
Staffing Practices 

In order to enhance the productivity of employees, organizations have to adopt 
different HRM practices. Staffing is one of those practices which can augment the 
performance of firms. So firms try to hire skilled personnel as well as increase the 
abilities and skills of current employees. It has been proved that firm performance is 
positively related to the selectivity in staffing (Becker & Huselid, 1998, Delaney & 
Huselid, 1996). Terpstra and Rozell (1993) have also found positive link between staffing 
practices and firm profits. 
 
Incentives Practices 

Organizations can also improve its performance by implementing incentive 
practices i.e. merit pay or incentive compensation system. Employees are fairly treated 
and rewards are provided to those who meet the specific targets. Researchers have agreed 
that incentive practices have positive impact on the overall performance of the firm 
(Gerhart & Milkovich, 1992). Incentive practices also motivate the employees; and 
without a substantial motivation, the effectiveness of even skilled employees will be 
limited (Delaney and Huselid, 1996). Moreover, a formal grievance procedure also 
motivates employees to work hard because they expect that their efforts will be fairly 
rewarded (Ichniowski, 1986; Ichniowski et al., 1994). 
 
Performance Appraisal 

Previous research highlights the importance of performance appraisal in the 
organizational system. In this system, the performance of employees is evaluated and 
assessed in comparison to some fixed standards. It also helps in evaluating the 
capabilities of employees and their contribution towards the organization. We can say 
that it is an indispensable part of the organization and brings benefits to both individual 
and the organization (Singh, 2009). 

 
A research by Zhang (2012) has found that performance appraisal has positive 

correlation with employee performance but this relationship is insignificant. According to 
Sumlin (1998), performance appraisal system can impact five core outcomes i.e. 
productivity, product quality, financial performance, job satisfaction and customer 
satisfaction.  

 
Similarly Hewitt Associates (1994) conducted a research to know the impact of 

performance appraisal on the organizational success and found the significant impact on 
the productivity and financial performance. They compared those firms having 
performance management system with those who have not. It reached the conclusion that 
those companies who have such system in place have higher profits, market performance 
and better cash flows than those without such systems. They also found that the 
productivity was significantly higher in those firms who have performance management 
systems, moreover the financial performance of these companies have improved after the 
introduction of such system. 



Sirajud Din, Zainab Bibi, Jahanvash Karim, Amir Bano      641 

 

 
 
 
Training Program 

Organization can improve its performance by providing job related technical 
trainings to its employees. An improvement in the skill through trainings after selection is 
a positive sign for both employees and the firm. There is a considerable literature which 
suggests a positive link between training and firm performance (Bartel, 1994; Delaney & 
Huselid, 1996; Knoke & Kalleberg, 1994; Russell, Terborg & Powers, 1985). Zhang 
(2012) have found a positive and significant relationship between personnel development 
and employee performance.  
 
Employee Participation in Decision Making 

Research indicates that participation in decision making encourage employees to 
accept responsibility. In this process, which is also called social process, people become 
involved in the firm and want to see it work profitability (Newstrom & Davis, 2004). 
When people have share in decision making, their satisfaction increases along with 
motivation and performance (Bhuiyan, 2010; Wagner, 1994). Participation also results in 
higher and better quality of output. The motivation also tends to increase because 
employees feel to have been involved in the situation and more acceptable (Newstrom & 
Davis, 2004). 

 
A similar study conducted by Khattak, Iqbal and Khattak (2013) also found that 

employees participation in decision making have more positive and significant impact on 
the organization performance. Kuye and Sulaimon (2011) have found similar results and 
revealed that those firms who involve employees in decision making perform better than 
those whose employees’ involvement is rare or low.  
 
Team Work 

In human resource management practices, team work is one of the important 
factors which motivates employees and plays a vital role in the productivity of employees 
and organizations. Manzoor et al. (2011) has found the significant impact of team work 
on the employee performance. Similarly Chang and Chen (2002) have also found a 
positive and significant relationship between productivity and team work.  

 
According to Steven (1995) problem and team building groups are necessary for 

organizations to link strategy to operational goals. Pfeffer (1998) have described some 
advantages of team work i.e. flow of ideas becomes easy from team members which 
leads to innovative solutions, administrative costs are reduced and it also leads to 
effective achievements because team work depends on peer based work. 
 
Non-Financial Performance 

In this research we have chosen increase in productivity and decrease in 
absenteeism as the variables in the non-financial performance. Koch and McGrath (1996) 
have found the positive link between employees’ productivity and HRM practices such as 

recruitment and selection procedures. Similarly Huselid (1995) have also found that 
HRM practices results in higher productivity of employees. According to Milkovich & 
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Boudreau (1991), absenteeism is the duration or frequency of work which is lost when 
employees don’t come to work. 

 
Majority of scholars have worked to find the ways and means to minimize the 

absenteeism in the workplace. One of these strategies put forward by Hadlow (2004) is 
“involved and informed the workforce” which is similar to HRM practices of employee 

involvement and information sharing. One study conducted by Hirschfeld, et al. (2002) 
shows that those employees who perceived low performance-reward expectations tend to 
have high absenteeism rate. Similarly Al-Shuabi et al. (2013) has found that Human 
Resource practices help in minimizing the employee turnover and absenteeism. A pilot 
study conducted by Pizam and Thornburg (2000) have also reached the conclusion that 
adequate training and sufficient compensation level are also contributing in reducing the 
absenteeism and turnover. 
 
Financial Performance 

Organizational performance is very broad idea. It can include both financial and 
non-financial performance. Different scholars have tried to know the impact of HRM 
practices on the financial performance of the firm. Financial performance may include 
sale growth rate, return on investment, return on asset, return on equity, market share and 
economic performance. Researchers like Delery and Doty (1996) and Huselid et al. 
(1997) have also investigated the effect of HRM practices on the financial performance 
of the firms. 
 
Hypothesis 
After going through the literature review, we are able to present the following hypothesis; 
H1. Dimensions of HRM practices significantly explain variance in employees’ 

productivity (non-financial performance). 
H2. Dimensions of HRM practices significantly explain variance in employees’ 

absenteeism (non-financial performance). 
H3. Dimensions of HRM practices significantly explain variance in sales growth rate 

of firm (financial performance). 
 
III.  Research Methodology 

This study proposed a conceptual framework to analyze the relationship among 
variables. 
 
3.1  Conceptual Framework 
Following is the conceptual framework designed by the researchers 
 
 
 
 
 
 
  
 
 
 

HRM Practices 
 HR Planning 
 Staffing Practices 
 Incentives Practices 
 Performance 

Appraisal 
 Training Programs 
 Team Work 
 Employee 

Participation in 
Decision Making 

Non-Financial Performance 
Increase in Employee 
Productivity 
Reduction in Employee 
Absenteeism 

Financial Performance 
Sale Growth Rate 
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Figure 1. Conceptual Framework 
i. Construct Measurement 
 
Independent Variables 

In this study, our main independent variable is HRM practices. The researchers 
identified seven different practices of HRM. These are HR Planning, Staffing practices, 
Incentive practices, performance appraisal, training program, team work and employee 
participation in decision making. Five point Likert scale has been used for these practices 
ranging from strongly disagree (1) to strongly agree (5). 

 
Dependent Variable: 

We have one dependent variable i.e. firms performance. It has been further divided 
into two constructs i.e. financial performance and non-financial performance. Non-
financial performance has two contents which are increase in employee productivity and 
reduction in employee absenteeism while financial performance has been judged by sales 
growth rate. In the questions related to dependent variable, respondents were requested to 
judge their firm performance in comparison with competitors ranging from very low (1) 
to very high (5). 
 
ii. Design of Questionnaire and Sampling 

There are 25 pharmaceutical companies operating in district Peshawar, Khyber 
Pakhtunkhwa. Three pharmaceutical companies were selected by conducting simple 
random sampling and all employees of these three companies (about 80) were considered 
for data collection, out of 80 questionnaires 60 filled questionnaires were returned, which 
happens to be 75%. Questionnaires were distributed among the common employees to 
know their perceptions about the different HRM practices exercised in their respective 
firms and its impact on the financial and non-financial performance.  General Managers 
and frontline managers (supervisors) were kept out of the survey, because they were 
supposed to give biased responses which will have skewed our findings. 

 
The 27-item questionnaire developed by Sang (2005) was adopted to measure the 

HR practices, financial and non-financial performance of the firms. It was divided into 
two parts i.e. HRM practices and Performance of the firm. 

 
HRM Practices: 

The respondents were asked to respond to these items on five point likert scale 
ranging from 1 to 5 (Strongly disagree to strongly agree). HRM practices included items 
about HR Planning (four items), Staffing Practices (four items), Incentives Practices (3 
items), Performance Appraisal (3 items), Training Program (three items), Team Work 
(three items) and Employee Participation (four items). The combined Cronbach alpha of 
these seven variables was 0.762 which is satisfactory. 

 
Firm Performance: 



644      Pakistan Journal of Social Sciences Vol. 34, No. 2 

 

Firm performance was further divided into financial and non-financial 
performance. It was also developed on five point likert scale ranging from 1 to 5 (Very 
low, low, undecided, high, very high). Non-financial performance included items about 
Employee productivity (one item) and employee absenteeism (one item) while financial 
performance included sales growth rate (one item). The combined Cronbach alpha for 
these three items was 0.714 which was also satisfactory. 

 
Table 2: Construct Validity of HRM Practices 

Variable 1 2 3 4 5 6 7 
HRPlanning 1       
Staffing Practices .405* 1      
Incentive Practices .417** .354* 1     
Performance 
Appraisal 

.443** .374* .352* 1    

Training Programs .419** .349* .363* .380* 1   
Team Work .402* .341* .491** .385* .316* 1  
Employee 
participation in 
decision making 

.411* .379* .383* .557** .331* .333* 1 

HRM Practices .717** .393* .705** .658** .703** .663** .415* 
** . Correlation is significant at 0.01 level (2-tailed) 
*   . Correlation is significant at 0.05 level (2-tailed) 
Pearson correlation was applied to know about the dimensions of HRM practices 
(Table.2) which shows positive inter-correlations between its different dimensions.  
 
Table 3. Construct Validity of Firm Performance 

Variable 1 2 3 4 
Employee productivity 1    
Decrease in Absenteeism .380* 1   
Sales Growth Rate .401* .612** 1  
Financial Performance .579** .687** .797** 1 

** . Correlation is significant at 0.01 level (2-tailed) 
*   . Correlation is significant at 0.05 level (2-tailed) 
 

Table 3 shows the inter-correlation between the different dimensions of firm 
performance which is also positive. It shows that the construct validity of the instrument 
is acceptable. 

 
Kaiser-Meyer-Olkin Measure of Sampling Adequacy test was performed. Table-4 

shows the KMO value in the table is (0.750). According to Kaiser (1974) the, KMO value 
is acceptable if higher than (0.5), in case KMO value is smaller than (0.5), either the 
sample size or some variable(s) is inadequate. 

 
Table 4: KMO Test 

 
iii. Data Analysis Procedure 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 0.750 
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For statistical purposes PASW Statistics version (18) was used to test the 
hypothesis. Regression Analysis was applied to know the effect of independent variables 
on dependent variables. The study used primary data for analysis. A questionnaire was 
distributed among the employees of Pharmaceutical companies to get perception of 
employees about the prevailing HRM practices and its impact on the financial and non-
financial performance of SMEs. 
 
 
 
IV.  Analysis and Results 

Table 5. Regression Analysis conducted on three dependent variables 

No R2 IVs 
Beta 
Values  

DV  
F Statistic Sig 

1 .788 

1. HR Planning  
2. Staffing Practices 
3. Incentives Practices 
4. Performance Appraisal 
5. Training Programs 
6. Teamwork 
7. Participation in Decision    
Making 

.064 

.176 

.285* 

.455* 

.184 

.336* 

.309* 

Employee 
Productivity 

16.968* .000 

2 .502 

1. HR Planning  
2. Staffing Practices 
3. Incentives Practices 
4. Performance Appraisal 
5. Training Programs 
6. Teamwork 
7. Participation in Decision    
Making 

.001 

.129 

.299* 

.511* 

.130 

.505* 

.275* 

Reduction in 
Absenteeism 

4.613* .001 

3 .212 

1. HR Planning  
2. Staffing Practices 
3. Incentives Practices 
4. Performance Appraisal 
5. Training Programs 
6. Teamwork 
7. Participation in Decision    
Making 

.260 

.350 

.427* 

.362* 

.324* 

.184* 

.490* 

Sale Growth 
Rate 

2.226* .027 

 
Increase in Employee Productivity 

Table 5 shows that R2(coefficient of determination or explained variance) is 0.788. 
It shows that 78.8% variability has been caused in the employees’ productivity by the 7 

items of HRM practices. It also shows that slop is not equal to zero with an F statistics 
16.968 and significance level of 0. It means that there is a significant relation between 
employee productivity and HRM practices. 

 
Table 5 provides us betas (or beta weights) which can be compared for the relative 

importance of each independent variable. This table shows that Incentive practices, 
performance appraisal, team work and employees participation in decision making has 
significant impact on the perceived employees’ productivity. 
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From the above tables we can easily conclude that employees’ productivity can be 

increased in the firm if the employees are appraised for their performance, employees are 
involved in the decision making, incentives are offered and work is performed through 
teams. 

 
Reduction in Absenteeism 

Table 5 shows that 50.2% variability in reducing the employees’ absenteeism has 

been caused by the 7 items of HRM practices. This table shows that β is not equal to zero 

having F statistics equal to 4.613 and significance level of 0.00. 
 

From the above table5 we can easily conclude that employees’ absenteeism can be 

reduced in the firm if the employees are appraised for their performance, teamwork is 
introduced, employees are involved in the decision making and incentives are offered. 
 
Sale Growth Rate 

Table 5 shows that 21.2% variability in the perceived sales growth rate has been 
caused by the 7 items of HRM practices. We can see that β is not equal to zero having an 
F statistics 2.226 and significance level of 0.027.  

  
From table 5 we can easily conclude that sales growth rate of the firm can be 

increased in the firm if the employees are appraised for their performance, training is 
provided, incentives are offered, work is carried out through team, and employees are 
involved in the decision making. It also shows that employees’ participation in the 

decision making has the highest contribution in increasing the sales growth rate of the 
firm. 
 
V. Discussion 
 
Impact on Non-financial performance 

This research has proved that HRM practices have positive impact on the financial 
and non-financial performance of the SMEs in Pakistan. Productivity has seen significant 
variation caused by incentives, appraisal, team work and employee participation in 
decision making. Our results are consistent with the previous research. Chang and Chen 
(2002) have also confirmed the significant impact of appraisal and training on 
productivity. Huselid, Jackson, and Schuler (1997) have also proved the effectiveness of 
HRM practices on productivity. Similarly Huselid (1995), Richard & Johnson (2001), 
Wan, Kok, and Ong (2002), MacDuffie (1995) and Pfeffer (1994; 1998) have also 
concluded in one way or the other that HRM practices are likely to impact the 
productivity of employees.  

 
This research has also revealed the significant impact of some HRM practices on 

the absenteeism. We have found that Incentives, appraisal, teamwork and employees’ 

participation in the decision making are highly expected to reduce the absenteeism of the 
employees in the SMEs of Pakistan. Our findings have also been substantiated by Sang 
(2005) and Al-Shuabi (2013), who found that HRM practices reduce the absenteeism of 
employees and increase their productivity. Pizam and Thornburg (2000), who conducted 
a research on hotel managers, found that absenteeism was decreased by training and 
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compensation level. Lawler (1996) have also stressed the importance of employee 
involvement or participation in reducing the absenteeism of employees. 

 
Overall the results show that non-financial performance of SMEs has been 

improved by incentive practices, performance appraisal, team work and employee 
participation in decision making. 

 
Impact on Financial Performance 

This research has also found a significant impact of HRM practices on the sales 
growth rate (financial performance). Among the different independent variables 
incentives, appraisal, training, teamwork and employee participation in decision making 
were the highest in bringing the change in financial performance. Previous studies like 
Delery & Doty (1996) and Hyde et al. (2008) have also found the impact of incentives 
and appraisal on the financial performance. Similarly Sumlin (1998), Hewitt Associates 
(1994), Huselid (1995) and Hyde et al. (2008)findings are similar to our findings who 
found that performance appraisal have positive impact on productivity and financial 
performance. 

 
The perception of employees about the company’s HRM practices greatly 

contributes toward the financial and non-financial performance of the company. Among 
all these HRM practices, the employee participation in decision making, incentive 
practices, teamwork,  training programs and performance appraisal have the highest 
impact on the financial and non-financial performance of SMEs.  

 
Our study concurs with Kundo (2003) who considers training as an important 

HRM practices because it increases organizational performance. SMEs should consider 
spending on the training and development of the employees to increase the financial 
performance and improve the organizational ability to respond in a timely manner to the 
dynamic environment. 

 
Our study has established that performance appraisal and employees’ participation 

in decision making has significant impact on both financial and non-financial 
performance of SMEs, which is substantiated by Sang (2005) who also found that a fair, 
comprehensive and customers focused appraisal system enhances financial performance.  
 
VI.  Implications for Researchers and Practitioners 

From the results mentioned above, it is evident that HRM practices have positive 
impact on the financial and non-financial performance of the SMEs in Khyber 
Pakhtunkhwa.  If SMEs want to improve their performance, they will have to implement 
HRM practices in letter and spirit. It should improve the participation of employees in 
decision making and training programs be designed to make employees more efficient 
and effective.  
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