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Abstract

This study explores the interplay between Human Resource Management (HRM) practices and economic strategies
within Pakistani business enterprises. HRM has emerged as a key determinant of organizational performance,
influencing productivity, employee satisfaction, and profitability. The economic landscape of Pakistan presents
unique challenges, such as fluctuating inflation rates, policy instability, and skill shortages, which necessitate efficient
HRM practices.

This research employs a mixed-method quantitative approach to analyze the relationship between HRM strategies
and business success, using primary survey data from 200 business firms across various industries. The study
incorporates regression analysis and structural equation modeling to determine the impact of HRM policies, including
recruitment, training, compensation, and employee retention, on economic performance indicators such as revenue
growth, profitability, and employee turnover.

Findings suggest a strong correlation between effective HRM and economic sustainability. Businesses that invest in
structured HRM frameworks tend to experience higher workforce productivity and financial stability. The study
recommends policy interventions to enhance HR practices, emphasizing skill development and data-driven decision-
making.
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1. Introduction
1.1. Background

Pakistan's business sector is characterized by a diverse economic landscape, comprising
multinational corporations, SMEs, and family-owned enterprises. The role of HRM in shaping
business sustainability has gained attention due to increasing global competitiveness and
technological advancements. HRM functions—such as hiring, training, compensation, and
retention—are critical for achieving business efficiency and economic stability (Fried & Fottler,
2018).

In the era of globalization, the business environment is incredibly dynamic, dangerous, and
unexpected. This uncertainty leads to a reduction in market share and an increase in organizational
inefficiency. The increasing emphasis on human resource management (HRM) in small and
medium-sized enterprises (SMES) is a relatively recent development. Despite the fact that SMEs
are viable empirical research subjects due to their size, growth rates, and—most importantly—
variability in the qualitative components of management practices, HR experts have paid little
attention to them (Harter & Adkins, 2017).

Because of this, HRM in SMEs has been a white spot on the map, even though Pakistan has a
unique industrial structure with a high proportion of SMEs; a long history of a well-organized and
institutionalized labor market that could serve as a basis for a more professional approach to human
resources; and, finally, a supposedly excellent foundation for future competitiveness that is
attributed to the values that define managers and employees in Pakistani companies, such as
democratic management style, which takes a moderate approach to situations in both the
workplace and in social settings (Globoforce, 2016). Instead of simply giving your employees
instructions, you should ask them what they think. It is customary to get opinions and viewpoints
from attendees of social events, including community meetings. As a democratic manager, you
will still have to give directions, but you will first solicit feedback from your staff, give them a
say, and then make decisions based on their suggestions. Although this isn't always the case,
judgments made under democratic management styles, informal organizing, flexible work
schedules, etc., are occasionally equivalent to the input. The HR sector and SMEs are both affected
in a number of ways by the lack of interest (Harter & Mann, 2017).

Like everywhere else, Pakistani SMEs are impacted by the current global economic crisis. The
expansion of SMEs was hampered by Pakistan’s rising prices. The significance of small and
medium-sized businesses, or SME, is recognized in both developed and emerging economics.

Numbers show how important SMEs are, as they typically make up more than 99 percent of all
firms in almost every country. Since SMEs are crucial to lowering poverty through job creation,
they are especially important for developing countries. In the past, HRM research has mostly
focused on large corporations (Aydogmus & Ergun, 2022).

This is simple to understand. As the number increases, direct communication and monitoring are
no longer adequate methods of coordinating activities. This also holds true for HR; in most small
SMEs, the owner or manager is in charge of all HR-related duties, therefore it's clear that managing
employees becomes more difficult as the business expands (Cortet & Nijland, 2016).
The owner/manager then starts thinking about delegating HR responsibilities to outside parties,
which will inevitably lead to additional formalization. Actually, due to their size, the demands of
institutions such as the government or banks, and the need to manage intense competition, owners
and managers believe that some level of HR formalization is required.
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1.2. Importance of HRM in Economic Growth

The effectiveness of HRM directly affects economic outcomes by improving employee
performance, reducing turnover rates, and enhancing innovation. In the Pakistani context,
economic challenges such as inflation, exchange rate volatility, and skill mismatches necessitate
strategic HRM interventions. Furthermore, many scholars appear to agree that certain HR
formality is also required to attract better customers and employees for the company's long-term
growth and success (Alos & Gomex, 2017).

Given all of these considerations, it would seem that HR formality is crucial for SMEs;
nonetheless, it is significant that only a small number of studies have demonstrated that formal HR
is actually used in SMEs. After weighing the importance of this issue and the several calls for this
focus, we decided to look into it more. The following research question has been developed in
order to understand the realities of HR formality for SMEs. How closely do Pakistani SMEs
engaged in manufacturing follow HR procedures?

We discuss our findings in the conclusion to answer our main research question after carefully
analyzing the results of the exploratory studies and the research methodology. We also go into
great detail about the implications for future studies at the intersection of HRM and SMEs and
how to simplify this context so that we can understand the mechanism that helps us examine HRM
in SMEs accurately (Wen & Liang, 2022). Therefore, it is clear that retention is one of the biggest
problems small and medium-sized firms face.

When their salaries are marginally higher, employees have good reasons to switch companies.

The lack of appropriate HR practices, particularly in small firms, is a result of Pakistani culture,
and workers are paid the same from the moment of employment until they are let go or retire.
Because of this, the SME sector's salary growth is lagging well behind the rate of inflation. It is a
source of dejection and contributed to their lower productivity at work. The entire economy of
Pakistan has suffered as a result of this situation (Nasisri, & Visutsak, 2022).

How can we change the situation? Organizational ability to manage human resources and perform
HR tasks.

There are no working security cameras. The problem has been reported to HR. It was difficult to
convince the top executives that HR had no responsibility for these matters. Since employees there
used to disregard HR, it first seemed that setting up an HR department would be impossible. Other
departments take up the responsibilities of the HR department when it is not there. When HR is
established, conflicts arise because people think HR is trying to take away their power.
They don't realize that HR will actually benefit from this (Ort & Effron, 2018).

This government has recognized the importance of Regarding this sector in the national economy
by approving laws that will implement certain measures for the expansion of this sector.

A well-structured organizational framework comprising plans for promotions, employee perks and
wages, suitable pay structures, and proper grading would be provided to them. Top executives,
owners, directors, and employees in other departments need to be more knowledgeable about
human resources. Most Pakistani organizations' upper management suddenly realizes that setting
up an HR department is the solution to all of their problems. Following the hiring of the HR
manager, the HR specialist enters. First of all, there are two pressures on him or her (Hansen,
2018).
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A few forward-thinking Pakistani businesses also have HR departments, but they are usually
combined and lack clarity. Hiring, training, and development are among the HR-related
responsibilities that are increasingly being outsourced. Numerous companies employ various
Western HR methods without considering the infrastructure, size, or cultural peculiarities of the
company. However, the main issue is that HR complaints seem to be the same everywhere. HR is
evolving rapidly. These days, more and more companies are looking for HR managers to handle
their human resources and issues. More people are coming into the field. In response to market
need, institutes have also suddenly emerged to provide a range of HR courses. distinct
organizations have distinct perspectives on human resources. In several organizations, HR
personnel faced resistance from both senior management and ex-employees. resistance from
higher-ups who don't understand the true function of human resources. Senior management used
to forward all issues to HR, regardless of whether they were related to HR or not. When production
doesn't meet expectations, there is an HR problem (Gallup, 2018).

1.3. Research Gap

Despite the growing emphasis on HRM, limited research explores its direct impact on economic
indicators within Pakistani enterprises. This study aims to fill this gap by providing empirical
evidence using a quantitative approach.

2. Research Questions

1. How do HRM practices influence the economic performance of Pakistani business enterprises?

2. What role do training and development programs play in workforce productivity and financial
performance?

. How does employee compensation impact organizational profitability?
. What are the key HRM challenges faced by businesses in Pakistan?

. Research Objectives

= w b~ W

. To analyze the relationship between HRM practices and economic outcomes in business
enterprises in Pakistan.

. To assess the effectiveness of training programs in improving business performance.
3. To evaluate the impact of compensation structures on profitability.
4. To provide recommendations for optimizing HRM strategies in the Pakistani business sector.

N

4. Literature Review

A variety of subjects related to human resource development and its consequences are also covered
by SME policies, including inadequate and general education as well as underutilized, poorly
targeted training facilities. Furthermore, SMEs frequently hire employees (including owners) from
technical training centers or universities, neither of which are aware of or equipped to handle the
needs of SMEs. This situation limits SMESs' capacity to innovate, provide value, update technology,
and develop novel marketing strategies (Witchel & Daurer, 2022). According to the most recent
Economic Census of Pakistan (2005) for Establishments conducted by the Federal Bureau of
Statistics (FBS), there are around 3.2 million economic establishments in Pakistan. Roughly 78%
of the workforce not working in agriculture is engaged by small and medium-sized enterprises,
which account for 90% of all private businesses and employ up to 99 individuals. SMEs accounted
for more than 30% of the GDP, 25% of export earnings, and 28% of manufacturing value addition.
Pakistan faces several challenges in managing its human resources. Businesses are finding it more
difficult to differentiate themselves in a highly competitive market. the one asset that can give a
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company a competitive edge over rivals. This competitive edge helps the company hold onto and
increase its market share. The strategic function of human resource management has been
acknowledged by the world over time. Companies today recognize the value of having a robust
human resources department that can increase overall business productivity. The human resources
department handles both core and auxiliary functions. Unfortunately, Pakistan has paid little
attention to human resource management. The following queries are being raised by developed
markets as we keep renaming our personnel departments as "Human Resources. Our situation is
different from that of developed countries since multinational firms control the HR sector here
(Essen, 2020).

Despite its unique cultural setup, large and highly educated and English-fluent workforce, liberal
privatization and investment policies, and strategic geographic importance (the gateway to the
Central Asian Republics, bordering China and Russia in the North and adjacent to India on its
eastern borders), Pakistan has largely gone unnoticed in management research. However, the
findings of a tiny amount of HRM research suggest that HRM is the way of the future and holds
promise for Pakistani workers. Employees aspire to HRM because they recognize its significance
(Khilji 2000). SMEs make up the vast majority of Pakistan's economy. The Small and Medium
Enterprises Development Authority (SMEDA) is the only recognized managerial body in Pakistan
that has jurisdiction over small business management (Benlian & Hess, 2018).

4.1. Theoretical Framework of HRM

HRM theories such as Human Capital Theory, Resource-Based View, and Institutional Theory
provide insights into how HR strategies contribute to business success.

4.2. HRM Practices in Business Enterprises

A review of international and Pakistani studies shows a strong correlation between HRM and
business performance. Key HRM components include:

e Recruitment & Selection: Strategic hiring improves workforce quality.
e Training & Development: Employee skills enhancement leads to productivity gains.
o Compensation & Benefits: Competitive pay structures improve retention and motivation.

4.3. Economic Practices in Pakistan’s Business Sector
Pakistan’s economic structure influences business performance through factors such as:

o Government Regulations & Labor Laws
« Inflation & Wage Dynamics
o Skill Development & Employment Trends

4.4. Empirical Studies on HRM and Economic Growth

Previous research from global economies demonstrates a positive link between HR investments
and financial outcomes. However, country-specific challenges in Pakistan, such as informal labor
markets and bureaucratic hurdles, require localized HRM strategies.
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5. Methodology
5.1. Research Design

A gquantitative research design is used to assess the impact of HRM practices on economic
indicators.

5.2. Data Collection

Data is collected from 200 business enterprises using structured surveys and company financial
reports.

5.3. Model & Estimation Techniques
The following regression model is employed:

Y=BO+B1X1+p2X2+P3X3+cY = \beta 0 + \beta 1 X 1 + \beta 2 X 2 + \beta 3 X 3 +
\epsilonY=P0O+B1X1+p2X2+P3X3+e¢

Where:

e Y = Business Performance (measured by revenue growth & profit margin)
e Xi = HRM Practices (Recruitment, Training, Compensation)

e X: = Economic Variables (Inflation, Market Conditions)

o Xs = Employee Satisfaction (Turnover Rate, Productivity)

e g=Errorterm

5.4. Tools for Analysis

o Descriptive Statistics

« Correlation Matrix

e Regression Analysis (OLS)

« Structural Equation Modeling (SEM)

6. Data Analysis & Interpretation
6.1. Descriptive Statistics
The dataset comprises data from 200 firms. Key descriptive statistics include:

e Average firm size: 150 employees
e Mean annual revenue: $10 million
o Average employee turnover rate: 12%

6.2: Correlation Matrix

Variable HRM Practices Profitability Employee Satisfaction
HRM Practices 1.00 0.68 0.72
Profitability 0.68 1.00 0.55
Employee 0.72 0.55 1.00

Satisfaction
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The positive correlation suggests that businesses with strong HRM frameworks experience higher
profitability and employee satisfaction.

6.3. Regression Analysis

Profitability=2.5+0.75(HRM)+0.42(EconomicFactors)+0.60(EmployeeSatisfaction)+eProfitabilit
y = 25 + 0.75(HRM) + 0.42(Economic Factors) + 0.60(Employee Satisfaction) +
\epsilonProfitability=2.5+0.75(HRM)+0.42(EconomicFactors)+0.60(EmployeeSatisfaction)+e
« HRM practices significantly impact profitability (p-value < 0.01).

o Employee satisfaction has a positive influence on business growth.

6.4. Structural Equation Modeling (SEM) Results

The SEM model confirms that HRM strategies lead to improved financial performance through
enhanced workforce productivity and satisfaction.

7. Conclusion and Recommendations
7.1. Conclusion

The study establishes a strong relationship between HRM practices and economic performance in
Pakistan. Businesses investing in employee development and competitive compensation structures
achieve better financial stability and reduced turnover rates. The results of the study show that few
of the Pakistani SMEs examined are now incorporating at least some elements of HRM into their
operations. The employment system decreases lifetime employment and salary, provides
incentives and competitive procedures, and allows enterprises greater latitude in hiring their own
staff. However, the company under investigation continues to give employment training
comparatively little weight. Furthermore, there is room for improvement in the field of
performance reviews. Performance assessments ought to focus on promoting staff members
according to their credentials, training, and education rather than GM's personal opinions,
connections with subordinates, or duration of service.

7.2. Recommendations

1. Skill Development Initiatives: Government-private sector collaboration for training programs.
2. HRM Digitalization: Adoption of Al-based HR analytics.

3. Policy Reforms: Implementation of standardized wage policies.

4. Performance-Based Compensation: Linking employee incentives to productivity.

This research provides a data-driven foundation for enhancing HRM strategies in Pakistan’s
business sector, contributing to economic growth and enterprise sustainability.
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