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THE INFLUENCE OF HUMAN RESOURCES ON THE GROWTH AND 

DEVELOPMENT OF A SMALL ENTERPRISE

Gordana Nikolić, Ph.D.1

Oliver Momčilović, Ph.D.2

Abstract: The world we live in is one of organization. Inside a business organization there 
are numerous factors which affect its success, and a particularly crucial factor among them 
is human resources. People are also the ones who determine strategic management in an 
organization (of a company) through which they carry out their strategy. For an organization 
to stay competitive, creativity and innovation of its carriers are very important. Innovations 
are one of the best ways for companies to create new values for money. Innovative management 
therefore represents creative, educated and highly professional administrative personnel. 
Due to the financial crisis we have been facing these past few years, growing importance is 
attached to managers as vital parts of human resources in an organization. Their reaction 
to the business crisis in a company leads the company out of the crisis. The success greatly 
depends on the manager’s education hence reminding us again of the importance of human 
resources in an organization. The financial crisis the world was struck by in 2008 caused the 
biggest global economic crisis since World War II. 

Key words: business organization, business environment, knowledge management, human 
resources
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1. INTRODUCTION

The human factor is the part of the company which makes it unique and thereby innovative 
and competitive. The world we live in is one of organization and therefore a small company 
(enterprise) is a small organized subject operating by a specific set of rules. In a business 
organization there are many factors affecting the success of its business activity and one that 
is especially important are the human resources. For an organization to be competitive it is 
very important to be creative and innovative, bringing forth the human factor. Innovations are 
one of the best ways for companies to create new values for money. Innovative management 
therefore represents creative, educated and highly professional administrative personnel. Due 
to the financial crisis we have been facing these past few years more importance is being 
attached to managers as a vital part of human resources in an organization. Their reaction to 
the business crisis in a company leads the company out of the crisis.

Investing in human resources becomes more crucial when operating small companies. 
It is no longer necessary to simply own superior technological or structural resources when 
compared to the competition. Considering the growing significance of human resources more 
attention is paid to human resources management and motivational techniques for improving 
work efficiency. Hence, the hypothesis in this thesis is: People are the source of innovative 
knowledge and creativity which affect the growth and development of a business 
organization all for the purpose of achieving profit.
 

2. BUSINESS ORGANIZATION OF SMALL COMPANIES

Organization is a feature of a complex system whose parts are interconnected and 
functionally coordinated so they act as a whole. Good coordination of the system is especially 
important in work organization. Work organization functions with the goal of its members 
achieving mutual goals.

2.1. COMPANY AS AN ORGANIZATION

The word organization derives from an Ancient Greek word “organon” meaning weapon, 
tool, devices but also creation of organization.3 Under the notion of organization, one implies a 
set of people or societies ranging from small to large assemblies. First recorded mentioning of 
organization takes us back to Greece. Ancient Greeks developed constitutions, city-states and 
tried to establish convenient organizational forms of management.4 One of the first examples 
of Greek organizations is the introduction of scales and standards in agricultural industry and 
commerce. Plato, a well-known philosopher, describes the caste system in his work. The caste 
system is based on work division and efficiency of specialized individuals. A company is a 
special form of organization. Considering that a company is an economical subject, it has its 
own economic system but it is also a human organization. Company organization, unlike work 
organization, is not always the same. Considering the company is flexible, work organization 
quantitatively and qualitatively varies through different time periods. The changes that take 
place are the result of progress in science, technology and engineering. Company organization 
covers coordination of manufacturing factors in the process of work and other functions and 
organizational units such as work preparation, purchase, sales and other.

3  Žugaj, M., Šehanović, J. & Cingula, M.: Organizacija, TIVA, Varaždin, 2004., pg. 56.
4  Sikavica, P. & Novak, M.: Poslovna organizacija, Informator, Zagreb, 1999., pg. 79.
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SCHEMATIC 1: Types of enterprises by size

Source: made by the author based on information from: Buble, M., Kružić, D.: 
Poduzetništvo, RRiF plus, Zagreb, 2006., str. 79.

The most common division of enterprises differentiates small, medium and large 
companies. The notion of a company is tied to the entrepreneur and the basis of the company 
is entrepreneurship.5

Enterprises are divided into large, medium and small enterprises. There are various 
definitions, but most often medium enterprises are those that hire 50 to 250 employees, large 
ones have over 250 employees and small ones under 50 employees. Micro enterprises hire less 
than 10 employees.

2.2. BUSINESS ENVIRONMENT

A company, other than depending on its own management depends also on the 
environment where it is situated. A business environment can be defined as a totality of factors 
which, with their activities, affect the company’s business so the management needs to take 
them into account while making business decisions. Business environment can be divided into 
interior and exterior environment. 

Business environment consists of government organizations which pass laws, social 
organizations, competition, professional associations, buyers and consumers who decide what 
to buy. It consists of share-holders, unions, creditors and suppliers. They all influence the 
business environment significantly resulting in the need for the business of a company to 
adjust based on the demands and information from its environment. A portrayal of a business 
environment can be seen in Schematic 2.

5  Ibidem, pg. 659.
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SCHEMATIC 2: Business environment

Source: made by author based on the information from: Sikavica, P. & Novak, M.: 
Poslovna organizacija, Informator Zagreb, Zagreb, 1999.

An enterprise has an interior and exterior environment. Interior environment is made by 
the company’s organizational structure, organizational culture and its organizational resources. 
Exterior environment consists of two items: business environment and general environment. 
The exterior environment is not under any sort of influence made by the company. Moreover, the 
company needs to adjust itself and cannot affect the changes that go on. General environment 
consists of politically-legal, socio-cultural, economical and natural-technological environment. 
To sum up, it is the social environment that surrounds the company and every individual and 
affects them considerably.  

3. COMPANY’S EXTERIOR AND INTERIOR FACTORS

3.1. COMPANY’S EXTERIOR ENVIRONMENT

Exterior factors of an organization or environmental factors are those a company 
must respect and adjust to because it cannot exert meaningful influence upon them. The 
growth of competition, changes in: buyers’ expectations; the labor market; the work force 
structure;  employees’ expectations; along with the increase of regulative measures by national 
governments aimed at preserving their market along with life conditions, contribute to the 
environment becoming a more prominent factor in shaping organizational structures. Hence 
the company must adequately respond to all those environmental aspects if it wants to survive. 
Stable environment implies slow environmental changes and in such conditions, centralized 
organizational structure, management, decision making, and leadership is the best option. In 
general, business environment can be both stable and unstable. Stability and instability of the 
environment refers to how quickly changes happen in an environment.
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Institutionalized conditions are exterior factors that cover the entire socio-economic 
system and are found in the legislative and macroeconomic measures of a state. It is a factor 
the business systems can’t influence but have to adjust to. It is in everyone’s interest for those 
conditions to be made stable and continuous so that time and energy are not wasted on constant 
harmonization of strategies and organizational structure and changes in the institutionalized 
business conditions.

Integration processes have influence on company’s organizational strategy selection that 
by its choice then becomes or does not become a member of various groups. This process is 
followed by the adaptation of a strategy that matches the goals of an existing overall strategy. 
Functions of a company then become sub functions of this larger group until certain functions 
disappear completely so that certain tasks are preformed on a group level and no longer on the 
company level. Culture of a company is synchronized with the culture of the group a company 
is integrated into. Very often the language of such an international organization becomes the 
company’s official language as well.

Another exterior factor of an enterprise is the market. The buyer is dominant and the 
economy follows his needs. This is a widely accepted notion, but 30 years ago this fact was not 
as emphasized as it is now. Business system strategy, especially the commercial, productive 
and developmental strategy is defined so that they satisfy and meet the expectations of the 
costumer. 

Important factor of an organization is the development of science and technology. 
These include new products, new production processes, and new scientific, technological 
and mechanical insights. In the event that these novelties do exist and are available on the 
market they become one of the factors of an organization both for the company and other 
companies around. To maintain their own competitiveness companies are forced to apply are 
technological, technical and scientific achievements and that requires certain changes in the 
strategy for achieving goals.

3.2. COMPANY’S INTERIOR ENVIRONMENT

Interior environment is the company’s whole inner environment. It encompasses the 
company itself and can therefore be influenced and manipulated. All processes and events 
crucial for company’s survival and development take place in the interior environment. Interior 
environment consists of the organizational structure, culture and resources. Organizational 
structure creates a unity of connections and relations between and inside the company’s 
resources. Organizational structure has three functions: decreasing interior and exterior 
uncertainty, enabling the company to perform various activities with some adjustments to the 
current environmental influences and making sure all the company’s activities are successfully 
coordinated. Organizational culture encompasses stances, values, norms, beliefs and viewpoints 
that most employees have in common. Every manager must develop, improve and nurture 
their company’s unique organizational culture and consequently, create a positive image 
for the company itself. Organizational resources refer to natural and manufactured goods, 
human knowledge and abilities that the company uses during utilization and manufacturing. 
Organizational resources can be classified and divided into physical resources, human resources, 
informational resources and financial resources. Physical resources are all available material 
assets of a company. Human resources are made by people who are in fact the most valuable 
capital of a specific company. Human resources contain and preserve the numerical, vocational 
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and professional structure of employees and their work specifications. This is connected to, 
and affects, all other resources. Informational resources are made by informational systems 
that provide collecting and processing all relevant information from the environment. Last, 
but not the least, financial resources represent financial assets that are necessary for running a 
business.

4. FEATURES OF A SMALL ENTERPRISE

The first mention of a small business can be found 4.000 years ago in of bankers who 
loaned money with a fitting interest. Small companies earned recognition in the Egyptian, 
Greek, Phoenician and Babylon culture.6 During the 1980s, the boom of companies resulted in 
many small companies growing intensively and becoming corporate. Today, small companies 
are founded in various industries, but are particularly successful in fields of service, commerce 
and manufacturing.7

 
The most common criterion for defining a small company is the number of employees. 

Accordingly, small companies are those that hire up to 50 workers and can be further divided 
into very small (micro) companies and small companies. The difference is in the number of 
employees, as micro companies hire from one to nine employees and small companies from 10 
to 49.8 There are more than 19 million small companies in Europe and they make up 98,8 % 
of business subjects in total.9 The structure of small business in the European Union (EU-27) 
is shown in Table 1.

6   Buble, M., Kružić, D.: Poduzetništvo, RRiF plus, Zagreb, 2006., pg. 75.
7  Ibidem, pg. 76.
8  Ibidem, pg. 79.
9  Ibidem
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TABLE 1: The structure of small business in the European Union (2011)

MICRO
ENTERPRISES

SMALL 
ENTERPRISES

Number of enterprises 19.058.000 1.424.000

Number of enterprises (%) 92% 7%

Total number of employees 39.630.000 27.652.000

Total number of employees (%) 30% 21%

Number of employees per enterprise 2 19

Staff expenses (billions) 578 772

Source: European SMEs under Pressure, Annual report on EU small and medium – sized 
enterprises, European Commission, 2012, pg. 27.

Small and micro enterprises make a significant percentage of the total number of 
businesses in the European Union. With 92%, micro enterprises are most dominant ones, 
leaving small enterprises with a 7% share in the market. The remaining 1% represents medium 
and large enterprises. In numbers, EU-27 has 19.058.000 micro enterprises and 1.424.000 
small enterprises. They hire 51% employees (30% micro and 21% small enterprises). 
Numerically, micro enterprises hire almost 40.000.000 employees and small ones hire a little 
less than 28.000.000. Staff expenses in a micro company are, as expected, lower than in a 
small company. They have a total amount of 578 billion Euros in micro enterprises and 772 
billion Euros in small companies. The average number of employees in a micro enterprise is 
two, while in a small enterprise the average number is nineteen.

4.1. ADVANTAGES AND DISADVANTAGES OF A SMALL COMPANY

Small companies have both their weaknesses and strengths, as any other. Some of the 
advantages of running a small business are:10 quick application of innovations, higher return 
rate than large enterprises, hire more than large enterprises, create new openings, more easily 
accessible to women and deliver their products to large enterprises for the lowest prices. But 
there also some disadvantages, such as:11 high failure rate and lack of management expertise.

Some main characteristics and differences between large and small companies are show 
in the Table 2.

10  Siropolis, N.C.: Menadžment malog poduzeća: vodič u poduzetništvo, MATE, Hrvatska obrtnička komora, Zagreb, 
1995., pg. 11-16.
11  Ibidem, pg. 16-19.
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Table 2: The difference between a large and small enterprise

LARGE ENTERPRISE SMALL ENTERPRISE

Economy of volume Production in small quantities.

Global orientation Regional orientation

Nonflexible organization Flexible organizational structure

Decentralized Centralized

Mostly formalized organization Less formalized organization

Vertical complexity Vertical simplicity

Horizontal complexity Horizontal simplicity

Complex organization Simple organizational structure

Source: Sikavica, P. & Novak, M.: Poslovna organizacija, Informator Zagreb, Zagreb, 
1999.

A small company manufactures in small quantities while a large enterprise uses the 
economy of volume. Large enterprise is globally oriented while a small one is regionally 
oriented. In fact, it is not even possible for a small company to be globally oriented since 
they do not possess the capacity to manufacture such a high amount of products and services. 
When it comes to the organizational structure, the effect of a nonflexible organization may be 
found among large enterprises, while in small ones achieving flexibility is easier. Considering 
the fact that a large enterprise already has its norms, its organization is formalized while with 
the small companies, it is less formalized. A small enterprise has vertical simplicity because it 
has fewer workers, large enterprises are vertically complex. It is the same case with horizontal 
complexity and simplicity. Considering the fact that a small enterprise has fewer employees 
and a small market share, it has a simple organizational structure while a large one has a 
complex organizational structure.

4.2. THE STRUCTURE OF SMALL ECONOMY IN CROATIA

In the period of 1990 - 2000, Croatia entered the transition stage. During that time, there 
were many liquidations and company bankruptcies because the transformation of societal 
companies and their privatization was not implemented successfully. In addition to that, there 
was no transparency of the process.12 It all helped the deindustrialization of the economy and a 
decrease in employment. Also the numerous economical subjects had been close. The change 
in the structure of the Croatian economy was under the influence of many exterior and interior 
factors that made the change in the owner structure significantly difficult and implied a lasting 
crisis. The exterior factors were the war and the destruction it caused, while the interior ones 
reflected in the change of business conditions, the loss of the ability to export goods and etc.13 
12  Ibidem, pg. 168.
13  Ibidem, pg. 172.
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It was not until 5 years ago that the number of small companies significantly increased.

The Law for encouraging small companies established characteristics that define the size 
of companies in Croatia.14 Micro companies have less than 10 employees and small companies 
less than 50. In Croatia, companies are defined by the Accountancy Law and the Law for 
encouraging small companies.15 Entrepreneurship and small economy contribute significantly 
to the local development through encouragement of social stability and contribution to local 
budgets.16

When it comes to classification of original information on small entrepreneurs in Croatia, 
they are considered as such if they do not cross two out of three following criteria:17

a) Balance number after a loss in counter value of 1 million Euros,
b) 12 month income, before putting balance together, in counter value of 2 million Euros,
c) Yearly number of employed is 50.

Table 3 displays the number of registered subjects.

TABLE 3: The number of economically active entrepreneurs of a small company

1991. 2001. 2011.

Number of subjects 14 641 56 173 89 539

Number of employed 136 266 271 240 386 692

Source: State resours made by author

Twenty years ago, i.e. around 1991., the total number of small companies summed 
up to 14 641 of them registered in Croatia. Back then, small companies, or more precisely 
their owners, hired around 135 000 people. Ten years later in 2001 the number of registered 
small companies increased by 50% and resulted in a total number of 56 173 small companies. 
The increase in the number of business had to result in the number of employed, as logic 
would impose. However, even tough inn 2011 there were more than 89 000 small companies, 
or approximately 39 000 more than 20 years before, the number of employed within small 
companies decreased and fell down to the total number of 386 692 workers.

Table 4 shows the number of small companies and the share they had as part of total 
number of registered businesses in Croatia and what is their share in general profit after taxes.

As shown in Table 4, the structure of the total number of registered economical subjects 
in Croatia was mostly made of small enterprises, their share being 98%. Accordingly, the 
remaining 2% were made up of large and medium enterprise.. As for the number of employed 
14  Zakon o izmjenama i dopunama Zakona o poticanju razvoja malog gospodarstva, „Narodne novine“, 63/2007.
15  Zakon o poticanju razvoja malog gospodarstva, „Narodne novine“, 29/2002., 63/2007.
16  Buble, M., Kružić, D. op.qt., pg. 183.
17  Bendeković, J.: Učinkovitost poslovanja u sektoru prometa Hrvatske, Ekonomski pregled, Hrvatsko društvo ekonomista 
c/o Ekonomski institut, Zagreb, Vol. 53, No. 7-8., 2002., pg. 707
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in year 2009, small companies hired a total of 47,52% or 422 720 employees. Additionally, 
small companies contributed by bringing in 41,90% of the overall profit coming from all 
small, medium and large enterprises.

TABLE 4: Structure of small companies in Croatia (2011)

Small enterprises
Number of enterprises 89.539

Structure in % 98%
Number of employed 386 692

Structure in % 47.52%
Share of profit % 41.90%

Source: Izvješće o malim i srednjim poduzećima u Hrvatskoj - 2012, CEPOR, Zagreb, 
prosinac 2012.

Recession has recently strongly affected Croatian economy and it seems as tough there is 
no way out of the crisis yet. After a modest growth in 2011, the first trimester of 2012 was marked 
by a decline in gross domestic product by 6,7%. Personal consumption also decreased in time 
of recession and in 2012 declined by 9,4%.18 However, the state’s expenses have increased as 
the decline in personal consumption deepened. Furthermore, the decline in investment activity 
which resulted in a 12,7% decrease in 2012 also indicates that recession has struck Croatia 
heavily. Manufacturing has also decreased, as has the volume of construction work. Croatia’s 
international debt marks a constant growth and is already well over 40 billion Euros. This debt 
has grown by 3,7% by the end of 2012. Gross domestic product, in the second trimester of 2012 
was 2,5% less compared to the same period the previous year. Construction has also decreased 
and is 17,2% less than in 2012. Unemployment rate jumped to 16,4%, compared to 14,9% in 
2012.. For Croatian economy to be able to grow and create new positions, human resources 
must be taken seriously as an important component of our nation’s intellectual capital and as 
an important asset for raising competitiveness of our national economy.19

5. CONCLUSION

Investing in people and human capital is essential not only for the development 
of the organization, in which they operate, but also for the entire national economy and 
beyond. Creativity and innovation in an organization are the key elements which will ensure 
organization’s competitiveness. Facing the financial crisis over the past few years, managers 
have established themselves as an essential part of human resources within an organization. 
Their swift reaction to the crisis within the business is becoming more and more important. 
Success largely depends on the education of the managers this section, once again, stresses the 
importance of human resources within the organization. Each company’s management must 
provide a lasting and successful business in a complex system of relationships established 
between the realization of the interests of businesses on one hand and business environment 
on the other. 

18  Izvješće o malim i srednjim poduzećima u Hrvatskoj - 2012, CEPOR, Zagreb, prosinac 2012.
19  Sundać, D. & Fatur Krmpotić, I.: Vrijednost ljudskoga kapitala u Hrvatskoj – Usporedba s odabranim europskim 
zemljama, Ekonomski pregled, Zagreb, Vol. 60., No. 7-8., 2009., pg. 315.
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After surviving the war and its’ lasting negative effects, the Republic of Croatia entered 
the period of transition. The change in the structure of the Croatian economy has been under 
the influence of external and internal factors. They have significantly wounded the transition 
to the revised ownership structure and resulted in a long-term crisis. Since then, and up until 
two years ago, the number of small companies has increased.

A company is an independent, economical, technical, societal unity owned by subjects. 
The purpose of its existence is to produce goods or services for the needs of the market by 
using appropriate resources and bearing business risk to gain profit and other economical 
and societal goals. Every company’s management must permanently and successfully ensure 
business within a complex system of relations that are established between interests of the 
company on one side and the environment of the company on the other. 

Apart from depending on its own management, the company also depends on its 
environment. Business environment can be divided into internal and external environment. 
Internal environment includes the organizational structure of the company, the organizational 
culture and its organizational resources. External environment consists of two items: the business 
environment and general environment. External factors of the organization or environmental 
factors are those that a company must respect and adapt to, because they have very little or 
no effect on the company. Internal environment is part of the overall business environment, 
which is located in the company itself and therefore is fully leveraged. All the key processes 
and events essential for the survival and the development of the company are taking place in 
the internal environment. 
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