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How to Organize Performance System in Small
and Middle-Sized Enterprises (SMES)?

Kateryna Panshyna

Abstract: This paper is devoted to possibilities and ways of
organizing performance systems in small and middle-sized
enterprises as well as constrains for applications of performance
management in the enterprises related to their scale and special
characteristics issued from it. Modern approach to performance
management systems that includes specific methods, practices
and policies which are applied to improve organizational
effectiveness in the accomplishment of mission and goals mostly
aims at large scale organizations. As for enterprises of small and
middle size, there is common opinion that performance system in
enterprises of this scale is not necessary or ineffective in the
realms of its cost. Such attitude is doubtful considering the
importance of small and middle-sized enterprises in modern
economy, including both local and national economies of any
region. This paper presents the detailed review of performance
system role in enterprises of small scope, analyses ways of such
organization on the example of two small and three middle-sized
enterprises and, as a result, gives recommendations on successful
implementation of performance system into enterprises of this
type.

Keywords. Performance Management, Human Resource
Management, Performance Management Systems, Small And
Medium-Sized Enterprises.

l. INTRODUCTION

For many years the problem of managing resources
the company with the aim of the most -effective,

accomplishment of business goals was the topintefést
for many scholars around the world. The vast mgjoof
researches in this field proved the positive refahip

between applying to performance management syshgiohs
suggestingt t

enterprise performance effectiveness,
performance work systems incorporating a range
practices such as selective hiring, extensive itrgirand
employee involvement will impact positively on busss

performance [1]. Unfortunately, most of the schelar
attention was drawn to functioning of performance

management systems in large scale enterpriseR@@jts of
these problems lie in the underestimating the odlesmall

Despite the fact that both of these assumptiongpesty
arguable (effectiveness of applying performanceesys is
revealed from practice and difference between |lagme
enterprises and small and middle-sized enterpfisssnot
only in difference in turnover and quantity of eyges but
also in recourse opportunities), human resourceagement
issues, for example selection, training and devakg of
employees and performance appraisal in small aridllgxi
sized enterprises was often ignored not only frbeotetical
point of view, but also from practical, or appliéd the
ineffective way. Nowadays, rising levels of competi
among not only large scale enterprises but alsdlantnes
and growing potential of these enterprises for
economical system (for instance, in UK small anddig-
sized businesses are accounted as 59% of privater se
employment and 48% of private sector output [Sfuiee
development of theoretical and practical studiethanfield
of organization of performance management systems i
small and middle-sized businesses, which can help
managers of such companies with solving produstivit
issues and lead to faster development of companies.

The topic of organizing performance managementesyst
in small and middle-sized enterprises is relativpborly
ggsearched area, for example, from 1984 till 198§ 47
articles on this subject were published in academic
journals [6]. On the other hand, during last decaabre
researches on this topic issued, which confirmsontgmce
and research perspectives of the researched area.

The aim of this paper is to discuss importance of

the

rPerformance systems in small and middle-sized prisess,
gfxamine perspectives of organization of performaystem

in such enterprises and suggest the effective why o
performance system organization.

Il THE STATUS OF PEFORMANCE SYSTEM
IN SMEs

Before addressing directly to the topic of the aeek, we

and middle-sized enterprises in the local and natio suggest defining the main concepts that we areggtin

economies around the world and opinions that faalsand
middle-sized enterprises performance systems

ineffective because of their cost or even unnecgshze to
small scale of the enterprise [3]. Another problerh
applying performance systems for small and middlees
enterprises is existing understanding of differsrioetween
this enterprises and enterprises of large scalethas

address in the research. The research is devotetieto

aperformance systems in small and middle-sized prises.

Talking about precise definition of SMEs as a classhave
to mention that definition varies from country twuatry and
in some cases varies by industry. We suggest glgimo
the European Union definitions, which takes int@camt
staff headcount and enterprise’s turnover. Accgrdinthis

difference only in scale. The assumption that smatlefinition, medium-sized business is the busineits @260
businesses must be managed according the saméplarinc or less employees and turnover equal or less thamition

as the large businesses are managed appears.
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euro; small business is the business with less th@n
employees and turnover equal or less than 10 miéliaro;
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Businesses with less than ten employees and terdess especially small businesses is their resource gotishs
than 2 million euro are defined as micro-busine§ges which make it difficult to manage labour force taver,

There is also wide range of performance systenmshat in turn leads to necessity of minimizing statnover.
definitions, each of them paying attention to omefew Moreover, financial constrains lead to more attentand
specific characteristics of the high performancekvwgystem. effective implementation of finance, which makesViA® in
For example, Noe et al. give very general definitid high- SMEs even more useful [13]. There are researchdmdo
performance work system (HPWS),"It is the rightpositive relationship between implementation of hhig
combination of people, technology and organizationgerformance work system and enterprise profitab[ii5],
structure that makes full use of organization ®ueses and [16], rise of labour productivity, increase of salgrowth etc
opportunities in achieving its goals”. To understatearly [17]. The other theoretical perspective is “best, fivhich
what is HPWS we should understand each of its alé&sne suggests that performance system is useful fobtisiness
On the next figure the elements of HPWS and coimest only up to definite size of the enterprise. Bairdda
between them are shown. Except for clear understgraf Meshoulam, authors of Organisational Growth and
all elements of high performance system we sholdd a Development (OGD) lifecycle model suggest thatuefice
understand that all of them in complex must work imnd, thereby, importance of implementing the penforce

accordance with business goals and lead to the aise system increases along with the enterprise sizeases.

performance quality.

Organisatio
nal
structure

Information
systems

Reward
systems

People
(selection,
training,
development)

Task design

Figure 1. High-Performance Work System

There are some arguments to support such pointe@f. v
For example, Baird and Meshoulam notice that inlsma
businesses control, hiring, communication and hal ather
elements of performance management are tend beiciaad
by owner themselves via personal interaction with
employees. Relying on this observations, some @ th
researchers, such as Chadwick et al., Kotey andeSla
believe that HPWS are not necessary and even baregau
and will not bring much benefit. On the other hamndhen
business growth, it becomes more difficult taskdamer to
control everything personally, and at the same tmme
problems connected with coordination and contrdhjctv
brings necessity of high performance work system
implementation to make sure that all the employass
treated fairly and tasks are completed fully antinre. This
opinion is supported by such researchers as Baid a
Meshoulam, Kotey and Slade, Messersmith and Guthrie
Thus, even for middle-sized businesses HPWS wilinbee
effective than for small ones. Hence, such researcs
Faems and Way didn't find much positive impact &¥PIS
on the SMEs, but noticed that costs of implementimg

There are numerous researches devoted to the defsignsystem were not covered by the financial benefits.

the performance systems. Though, most of the relsesron
this issue studied large scale enterprises, wheligés
attention was paid to small and middle-sized bisses.
Among researchers who paid attention to SMEs tlaeee
Carlston, Faems, Heneman, to results of whose nesea
we will address. Most of the researches addrefisetemall
and middle-sized enterprises as a single categdthyough
there are some researches, who choose small bssinas
the subject defining them as businesses with less 100
employees. Still, even this approach tends to a3d8MEs
as the single category.

As for issue of importance and usefulness of peréorce
systems in small and middle-sized businesses, theze
usually two arguing theoretical perspectives. Tlhest f
supports “best practice” approach, which suppolas use

of HPWS practices (such as selecting hiring, engdoy ] o
incorporating !N the process of our research we will get acqedlintith

involvement, extensive training) and

Still, issue of implementing high performance systein
small and middle-sized enterprises is arguableradully-
researched issue. Therefore, in the next part pfesearch
we will look closer at specifics of implementing
performance system in small and middle-sized erisa®
and present examples of comparatively successfiWEIP
with their analysis and will make attempt to give
recommendations on the organizing such system iE$SM
Still, it must be remembered that there is no whgreating
single precise model of HPWS which could fit eveiygle
SMEs, all the recommendations must be taken intowd
considering the specifics of particular business.

IIl. THE PROBLEMS OF PERFORMANCE SYSTEM
IN SMEs AND THEIR ROOTS

performance system into business organization jncase aPproach to organization of high performance worktem

will bring its benefits to the enterprise perforronanf2].

It is said that due to labour intensity of smaltaniddle
enterprises (which is often higher than in largsihesses)
they require appropriate HPWS [14]. The other isthat
confirms
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importance of HPWS for middle-sized and

in five successful small and middle-sized entegwisn US,
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Trying to evaluate their experience and form commomore complicated structures and more complicatetthoos

principles of organization such system in SMEs. of managing.

Relying onto positive perspective of using HPWS in
SMEs, we have to admit that there are some probleens IV. HOW TO SOLVE PROBLEMS OF
can face in process of constructing performancéensysn PERFORMANCE SYSTEM IN SMEs?

such kind of enterprises.
The first and main restriction is financial. Finaic

resource in small enterprises is so constrainedahtimes as for lack of knowledge in the designing and agififig

they cannot foord hiring HR manager, which meames tperformance system, one way is that HR speciadist lwe
I_ack O.f capability to_ deve!op performance sylster_d-ase hired to design and control HPWS, which is oftem to
financial ways of stlml_JIauon employees, W_h'Ch e1sus expensive decision for small enterprise. The ottey is for
problem on the way oflmplemenpng HP.WS n SMES_'_ wner to develop his knowledge in this area. Emgbsy
Also, the .prolblem (I:Ian bgddr:ldden n thesspe;?lﬁc? Ghemselves can be good help here. As we noticedrdef
communication in small or middie enterprise. Srsadle of ) pysiness is all about personal interacti@ngstting
business makes performance system of a more pdzrsogavice and ideas from employees can be both goddoahe

character,fwhli:h .reqw;es spIeC|aI caugousnTsslot-h iof designing HPWS and one of its elements. Financia
process of selection of employees and evaluatirgr t restriction in small businesses leads to the neéd o

performance. The main point here is that it takiésrtenot _concentration on the non-financial ways of rewamt a

to make HPWS too bureaucratic as for small emli*H':mcreating of the most ergonomical methods of coridgall
personal contact and cha_nce to be heard may be mgrg necessary procedures, such as selectionigagtd.
|m£ortzntthan formakIJqufestlc()jns_. lowing. d fork o For middle-sized business the best way to manage
nother ssue to be face IS slowing down fork ®orc performance system is too invest in hiring spesiah the
turnover, -in (_)ther words, keeping the emp_loyeesthe area, even the HR-team of one can be enough fodlesid
company which becomes one of the main reasons QEed business in case of good HPWS organizatioomake

implementing HPWS into SMEs "?"0”9 With the negd %he organizational structure and process of dagisiaking
organize employees of the developing businessitfihg is balanced, clear and logical department (or ratheam

lthgt due to the Smf”‘:: scop;_e SM_EIS ::annot af:‘jor? taons_structure must be created allowing owner of theinmss
abour turnover without financial loses and losas 'except for direct communication, apply to the

producti.vity which can be f_atal for small enterpris .. communication with teams representatives. The poc#
Also, it should be mentioned that process of oujagi selection now must be conducted not only by theesvai
high-performance system inside sector of SMEs can che business or HR there is the one. but it must e
different dependently whether it is small or mideieed coordinated with the employees to be involved enwlork.
enterprise. The reason for such difference is thase In the next part of our research we suggest locple
enterprises are npt only different in their sizZieeyt also ir]to the question of factors that can make perfoicea
stand on the different stages of development. _Sm%lystem successful and applicable. Pfeffer presesesen

ent.erpris.es usgally 90 thrc_>ugh the process ofalit, ¢ ors that make HPWS successful, which may bedbme
while middle-sized enterprises are on the stagethef basis of our enterprise review [22]

development. Thus, the implementation of HPWS MeetSriq first one is worker's security. Employee mustshre

dllf:ferenr: reqwre”ments. . f t busi . about their future. If stuff is not afraid of logjrtheir job,
_For the small enterprises figure of business owser they are able to think constructively and make pogsible
important not only because of his role_ of top-mmagut contribution to enterprise development. The oth&sué
also due to the fagt that usua}lly on this phasemérprise important for building successful performance systes

deve_lopment _he is responsible for all the performan selective employment. Right people with right dfieditions
detalls_, including performance system. The probhme_|5 must be employed at right position. On Pfeffer snigm,

that this sphere of management requires more kiugelén only enterprise with right personnel can achievecess on

thzn ?u&rr:essjg(\;\?ner}s squped W'th'h_ it | the market. After the employment important role in
s for the middle-sized companies, their speciatuee is performance system creation plays training. In

that it becomes too dlffICU!t for themto be oyvrumntrolled, circumstances of professional growth provided e
since too many responsibilities lies on him. Theosel tend to be more loyal to employer and feeyl more
issue here is that middle-sized enterprise requives ;. o\ tin business development.

methqu of task designing and control a”‘?' _evenqsmof Next one is decentralized decision-making. Neegub
selection of workers now would be more difficuihce for considerable part of responsibilities for decisians the

the successful development and functioning of theiress employees, thus, they will understand clearly, hiwir

Itl IS |r_np;)rftant to f;ln% ba_llance betwge(r; centrallt_zratt_hat 'S" work relates to the other employees work and hoafféct
classical for small businesses and decentralizatfan is company's performance. Moreover, Pfeffer suppokas t

inevitable for b|gger_ enterprises. The _other_ p_rnb_lef this strategy could remove unnecessary hierargrerda
performance system in middle-sized business ignmdition

sharing, since it becomes more difficult to supglgch
employee with up-to-date information. Generally, e
problems of implementing performance system to the
middle-sized enterprise in comparison to small ciseis HIJMH

Few ways of solving problems of HPWS in SMEs exist.
Talking about the specific problems of small entisgs,
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from the enterprise organization. The other issustatus of the basic principles of performance system iis th
differences reduction. Employees feel they have mom company. By the way, this enterprise is good exangil
aim as long as they feel status equality. It leadsreation business owner successfully taking responsibibtytfuman
of communication channels. Continuing the topic ofesource management [24].
employees equality, the other factor is nformatiwaring. The other business that goes the path is middéssiz
Provision employees with up-to-date information e®mk company (currently it has only 67 employees, initigdd

them feel devoted towards the business they work on
Performance-related compensation is the last buthe
least factor to organize HPWS. Profit also canris¢rument
of performance system designing if employer usaseco
ways of such stimulation, for example, award foghhi
qualifications, percentage out of earning etc.
These factors are supposed to be general for eisespof

co-founders of the enterprise) from California edll
Chubbies, specializing on production of men’s shorhe
key to their performance management organization is
company's culture. In the process of hiring people,
management pays attention not only to the profaasio
qualities, but also to personal characteristicthefcandidate,
emphasizing that personal interaction inside teaand

any scale. We suggest discussing and analyzing ehchbetween them is very important for the company.vifigp

them in terms of its usefulness for HPWS in SMEs.

V. HOW TO DESIGN PERFORMANCE SYSTEM IN
SMEs?

In this part of the paper we present examples sigthéng
high performance work system in five enterprisesnflUSA
(two small and three middle-sized enterprises) erake
attempt to analyse applicability of the suggesteay/svof
solving problems of performance system and facwfrs
creating successful HPWS.

The first company, which approach to performancsesy
organization we looked into is Hindle power — mildized
business (only 75 employees) manufacturing battdrimm
Pennsylvania. Their moto is “Workers are not thpemse —
they are value”. Such approach has something tevitio
most of the mentioned factors. Firstly, companyests in
training and development of the personnel, whictkesa
employees and employer mutually interested in edhbbr.
Moreover, one of the parts of training in this camp is so
called “Professional Manufacturing team”, where kevs
are offered to make their contribution to manufdoty
process effectiveness, which shows successful tigbeo
third factor. The other thing that Hindle power dae make
employees feel appreciated is that there is nalfiime of
work for employees. If they are needed by theiriligs —
they are free to go with their own responsibilibyrhake up
their presence to 97% of required, which makes eyaas
feel more comfortable and stimulates them to usekiwg
time efficiently. Thus, in 2013 year, for exampt®mpany

got 15% revenue growth, even in conditions of glob

economical decrease.

The next company that worth close attention is bmal

enterprise Amy’s Ice creams from Texas. This comadso
relies on the personal involvement of employeeficé&i
company does a lot of work for local charities, &gpes
are offered to choose charities to support, andl@yaps
who get the most involved in such work get bonused
stimulates their interest. Special attention mustplid to
manner of selection employees. Since marketing cambr
requires energetical, bright and full of fun attiéu to
customers, Amy created her
employees by giving them creative tasks that hdips
understand if this particular person will make maihthe

team. Serious contribution to Amy’s business maké&&'99est

position of personal involvement. It is not only mav of a
business selects employees herself, being acqdaard
have ability to communicate freely with any of themakes

Retrieval Number: B0175043218

own way of selectin

9

this position, performance system here is not ictstt by

the office hours, great attention is paid to offrwo
communication between employees. The other fadtat t
finds its expression here is reduction of statufedinces
and information sharing. Co-founders of the company
the equal members of the team with the same work
conditons and requirements as any of their
employees [25].

The example of the different idea of organizing
performance system is Blur — powerhouse production
company which is also based in California. It isddbé-
sized company, comparatively big — it consists 5ffall-
time employees and constantly changing number
temporary project-base employees. In spite of @soss
scope, company has only one HR manager who suotigssf
coordinates work. It became possible thanks to viled-
designed HPWS and confirms the thought that HR teim
one is enough for middle-sized enterprise. The fpecial
feature is that temporary employees here treatededisas
full-time ones, which creates good base for comptmy
continue cooperation with them in case of necesdihe
other feature is great attention that is paid tedbacks.
After each project every team that was involvedwiork
hold meetings to discuss successful and disappginti
results of the work. Moreover, at these meeting oy
team supervisor gives feedback to the employedsthieve
is also process of brainstorming to make list ofwne
workflows, techniques and approaches that couldrong
work results and make working process more contitata
EIor employees, which is the example of well-orgadiz
information sharing [25].

The last enterprise which HPWS development is worth
attention is SpotCo — ad agency from New York which
faced performance systems lack on the stage ofjtsaiall
enterprise with 40 employees. At this point foundéthe
agency couldn’t control all the aspects of entegpri
performance himself, therefore he made decisiomvest
into creating HPWS. In this company the main prastito
use are the meeting of the employees with theiragers
and further feedback to the business owner, chéorcthe
wner of the business to take pert in such meetngsten

o employees opinions and share his ideas with ity

for every employee to make their own contributiomd a

of
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Ideas on methods of work. Thus, more sense of thiee fact that most of the researches and recomrtienddo
equality among the employees was achieved, which hthe issue are oriented at large-scale enterprisence,

good outcome for the enterprise. Since, the busiries
connected with creativity, HPWS which
impression of total formalism made great succes3piotCo
creating the team of leaders looking forward tcegrises
success rather than the team with one leader f&6jve can
see HPWS is different in every single enterprisg auainly
based on the type of the enterprise, industryiitvslved in
and even the message it sends to society.

Taking into account all the received information wan
say that all the general principles of HPWS orgatiin and
all the factors of creating successful HPWS can
successfully attached to organization of such gyste
small and middle-sized businesses. But, excepttifem,
there are some peculiarities of organization ofqrarance
system in the enterprises of small scope, whichwile
present next:

The first that can help is versatility. Small-schlesiness
requires not just well-trained employees but alspleyees
who understand full cycle of companies productiad aan
make full contribution to it, as it can be seennirélindle
power experience.

The other issue especially important for small besses
is personal employee’s attitude to the business.tBsmall
size of the enterprise, personal
relationship becomes important factor in compasucess,
since each of the employees plays important role
enterprise existence and is close to the image hef
company, as it is clearly seen from Amy's Ice creand
Chubbies examples, where company culture plays goéa
in performance organization.

Continuing topic of personal involvement into thesimess,
role of the enterprise head-manager (owner) isfabtor in
small and middle-sized enterprise HPWS.
admitted that in small and middle-sized enterpriz&sonal
authority of the finder of the business (not onlgr f
employees but also for customers) makes greatibatiom
to the success of the business and its developideng. the
brightest examples is Amy’s Ice creams where naitleo
owner is not just name, but brand.

The last two features that seem to be importantha

HPWS in SMEs is “terra incognita” for modern resdars.

leaves first In the first part of the article the literaturette issue was

covered. It was revealed that there is the debaés the
necessity of HPWS in small and middle-sized eniteegrat
all, since some of the researchers suggest that thelirect
dependence between size of the company and efeets
of high performance work system implementation.l,Sti
most of the researchers the same as the articleoraut
support the idea of designing performance systemsiwall
companies without giving any practical advice on it
beAfter the literature review we could notice someimma
problems of HPWS organization in SMEs. The issues a
financial restrictions of the SMEs abilities; laok abilities
to organize professional support of HPWS; personal
character of small businesses; need in skilled eyagls and
slowdown of their turnover; requirement in morefidiflt
organization structure and thorough informationristgain
middle-sized enterprises.

The next two parts of the paper were devoted to the
exploration of ways of solving the problems in theand
practical features of HPWS in small and middle-dize
businesses on the example of real American enseprivVe
should admit that organizing HPWS in small and rdedd

communication argized enterprises is comparatively difficult pracekie to

high level of personalization of such businesseghsre is

imo ideal scheme to be implemented.

t However, after addressing five examples of such
companies we can present the next list of the reménts

to the successful high performance work systemMES
which includes such points as selective employnibat
must be compliant not only with the professional
requirement, but also with the company’s culturd aacial

It must bmessage, and training to develop employees and thei

loyalty to the employer. Training can also bring small
business such pleasant feature as versatility vigiom of
the enterprise with skillful multi-functional workewho can
make more contribution to the enterprise’s devekmm
Generally, the attention to worker's feeling of wgéy is
very important in small enterprises, the same asitige
personal employee’s attitude to the business asitiyE

process of organization performance system for SMEsage of the enterprise head-manager (owner) ake#uker

particularly are involvement into operational dewis
making process and mutual feedback. For small bases

involvement into process of making decisions majp hesized enterprises,

employees feel themselves as the part of the teaprpve
communication and quality of task fulfillment. Heréndle

of the team.

Considering the personal character of small anddieid
it is very important to make heac
employee feel not only respect to the management or
gratitude for their professional development, inecessary

power makes good progress, developing staff andingak to make such system which makes employees feeltidavo

them partly responsible for production improvemes.for

mutual feedback, in small enterprises it is imparta pay

attention to every employee, not only in terms \dleating

their work, but also as the possible source of sdéa

further development of the enterprise and its HPWS
particular.

VI. CONCLUSION

In this paper we made attempt to research the iguest
organization of high performance work system in Isienad
middle-sized enterprises. This research is impordare to
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to the enterprise success. To some extend the Ilgrofvt
personal responsibility can help with this taskusth
decentralized decision-making with the involvemeinthe
Employees into operational decisions making prodsss
helpful. The other positive factors here are allowb
stimulating communication between employees and
management, full and quick information sharing, unailt
feedback between employees and managers differences
reduction.
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Taking these principles into account it is possilbde 21. B.Kotey, P. Slade, P. “Formal human resource memagt practices
construct useful and productive performance sydtanthe

future success of small or middle-sized enterprise.
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