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Abstract

Small and medium enterprise development and growth have been a focus for policy makers
in the developed and developing world. The ability to assist this important sector to manage
growth has been inhibited by a lack of appropriate performance measurement instruments for
the sector. This paper illustrates the use of International Business Profile Benchmarking as
an approach to broad based and comprehensive performance measurement for the individual
sme. The approach draws on the literature to address the question of performance and
performance measurement and uses the business profile benchmarking approach to identify
the firm’s strengths and weaknesses. The necessary data to facilitate benchmarking has been
accumulated by the UK Department of Trade and Industry Small Business Service through
the Benchmark Index. The benchmarking report provides comprehensive information about
the company’s relative position among its peer group and enables opportunities for

improvement and barriers to business growth to be identified. Measurement of performance
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is the first step towards management of performance and the approach will be illustrated by
a growth project involving case study companies from Northern Metropolitan Melbourne.
Introduction

The small and medium-sized enterprise (sme) sector has attracted significant and increasing
attention from policy makers in many jurisdictions. In the developed economies, this
attention has focused on business birth rates, entrepreneurship and sme development. These
economies look to the sme sector to provide increased employment, economic development
and innovation. In the developing economies, the sme sector is seen as the source of
indigenous economic development to match the development achieved by inward investment
activity.

Hart et al. (2000) report on the impact of the work of the Local Enterprise Development Unit
in Northern Ireland. A change of policy in that organization resulted in a different approach
to the provision of financial assistance to small firms. The support agency had provided
support for a wide variety of firms and the research partitioned the firms into ‘growth’ and
‘established’ firms. The authors concluded that the policy change to focus on ‘growth’ firms
had appeared to be successful. Summon (1998) reported on the UK government’s support
through the ‘Business Links’ and a review of a number of studies of the impact on the sme
sector of the Business Links approach to sme support. The author reflects on the debate
around the role of public policy interventions in the sector and whether business start-up is a

legitimate activity for Business Links or whether they should concentrate on growth in
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established firms. The author concludes that local private sector driven ‘balanced
partnership’ models should replace public sector national programs.

Chaston (1995) reported on a ‘networking model’ for the promotion of survival and growth
of sme sector firms in the UK. The model had been transferred from the Danish
Technological Institute, and involved the concept of interfirm cooperation through the
creation of trading networks of sme sector firms. The absence of large firms to initiate and
develop the ‘trading network’ structure was seen as a barrier to development and growth of
firms in the sme sector. The model involved the engagement of a ‘network broker’, and
much of the paper is devoted to the processes involved in the development, education and
training of the ‘network broker’.

O’Gorman (2001) reports on research into the sustainability of growth in sme sector firms
and explores the debate between the ‘strategic choice of entrepreneurs’ explanation of sme
growth and the ‘industry structure’ explanation. The author then goes on to consider the
cases of two companies in the same industry sector, ‘cash and carry’ food wholesaling.
These companies served the Irish market and their growth and development over a period of
20 years was compared. The study concludes that strategic choices of entrepreneurs and
industry structures are complex and that interaction between the two ‘variables’ results in
combinations that may produce sustained growth.

Sparkes and Thomas (2001) investigated the importance of the internet developments to the
Welsh agri-food sector and concluded that, because of peripheral location on the ‘Celtic

fringe’, the development and growth of the industry will depend on the ability to take up the
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marketing opportunities presented by internet technologies. The paper concludes by calling
for intervention and support mechanisms to be deployed to enable the industry to appreciate
the marketing benefits of adopting e-commerce marketing solutions.

Choeke and Armstrong (2000) reported on the initial results of a study aimed at investigating
the reasons for ‘organisational growth’ and ‘business success’ in the sme sector. This work
eventually focused on the issue of ‘organisational culture’ as a factor influencing
performance and growth. Empirical evidence is reported from samples in Northwest
England and Scotland. The authors’ conclusions include suggestions that this research may
point to the need to revisit the policy agenda and refocus the nature of advice and assistance
initiatives to take account of the influence of ‘organisational culture’ on sme growth and
development.

McLarty (1998) looks at a particular individual case study and examines the characteristics
of that successful retail company that have enabled it to enjoy success. The paper concludes
that the presence of a marketing approach characterized by “marketing planning, the correct
marketing mix, the firm’s strategic approach and, in particular, value chain management
have led to the firm’s financial success”. Within the paper, it is noted that the ‘growth’ and
‘success’ in this particular case is also characterized by reduced turnover per employee and
reduced sales per square meter.

Vickers and North (2000) examine the role of a particular intervention, ‘regional technology
initiatives’ on sme sector firms in the English regions. The aim of these initiatives was to

enable innovation and technology transfer in the regions and thereby encourage economic
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development. The initial ideals involved long term strategic partnerships for innovation and
technology transfer. However, the reality was that many smes really wanted short-term
problem solving assistance rather than to avail themselves of long term innovation and
technology transfer opportunities.

Thus, a number of researchers have reported on work in the sme sector and have sought to
diagnose the extremely important areas that sme managers may look to for success.
Policymakers have also been involved in interventions to encourage sme development and
growth. This activity has been a widespread and global phenomenon.

The various views and perceptions relating to the research reported here indicate that there
are many different interpretations that the readers and users of the research might reasonably
draw about sme growth and development. Amid this work, there are papers by Chrisman
and McMullan (2002) and Gibb (2000) that present the opportunity to pause for thought.
Chrisman and McMullan (2002) provide their most recent contribution to a public debate
with Dr William C Wood about the evaluation of US programs which provide assistance to
companies in the sme sector. This is a debate which has been ongoing since 1994. Gibb
(2000) argues that there has been a growth of ignorance, which paralleled the growth in the
volume of research and publication around entrepreneurship, enterprise and small and
medium enterprise growth and development. The author goes on to argue that many UK
government policies and initiatives have been based on myths and that little, if any,

evaluation is made of many of the activities which are supported by government and others.
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The picture, therefore, is one of some confusion and uncertainty about the appropriateness,
cost effectiveness and advisability of intervention in the sme sector. This research reports on
a set of case studies which seeks to illustrate interventions which address the specific
requirements of individual owner managers who have indicated that they wish to achieve
‘improved performance’ and growth in their sme company.

However, the areas of performance measurement and performance management are complex
and developing. Neely, Gregory and Platts (1995), Neely et al. (1997), White (1996), Neely
(2000) and Medori and Steeple (2000) follow Skinner (1969) and others in between in
expressing concern about the measurement of performance in manufacturing firms. Much of
the debate centres around the development and deployment of systems that encompass non-
financial measures of performance. The challenge in the large scale enterprise sector is to
develop, establish and review a performance measurement system which is aligned to
corporate strategy and objectives.

Hudson, Smart and Bourne (2001) sought to develop and apply a strategic performance
management system that is suitable for the sme sector. The authors conclude that there are
‘substantial barriers to strategic PM (performance management) system development in
SMESs’. These authors sought to link theory to practice by applying the ‘Cambridge process’
in one sme sector firm. The process was not completed as a result of the firm’s managers’
perception that ‘the process was unsuitable to address the company’s immediate needs’.

This is similar to the conclusions of Vickers and North (2000) reported above.
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The work reported here seeks to address these issues by benchmarking across a wide range
of financial and non-financial measures and following this process with detailed in-company
work to assist in surfacing current strategy issues and linking those with operations.
Research programme

The research programme sought to establish whether international business profile
benchmarking could be used to provide a set of measures of performance for the sme and,
thereby, guide the identification of opportunities for those firms. The performance
measurement approach was designed to pinpoint areas that might provide opportunities for
growth and also identify areas where performance improvement was a prerequisite for any
growth. The program consisted of a pilot study of companies in Northern Metropolitan
Melbourne. The process involved identifying companies that expressed a wish to participate
and recruiting them to the program. They were then asked to provide financial and
management data that was required to carry out the business profile benchmarking process.
Thirty-two companies agreed to participate, of which eighteen were able to assemble the
necessary data and each received a report. The report of the business profile benchmarking
instrument was contextualised for the company and discussed with the sme owner
manager(s). This enabled the participants to clarify any of the information that the
instrument was providing. Thereafter, participants attended a seminar on how to interpret
the report in the context of their particular company and its trading environment. Six of the

companies were provided with intensive support to link the measures to current strategy and
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operations level measures and thereby develop a performance measurement and management
system linked to their current strategy.

The United Kingdom Benchmarking Index

The input data requirements for the generation of the company’s profile consists of several
elements that have been derived from, for example, Management Today’s Best Factory
Awards. Pilcher (1998) provides more detailed background to the instrument. The
instrument has been updated since this research was completed and, as a result of the
internationalisation of the databases, the instrument is now called ‘The Benchmark Index’.
The Data Requirements

Financial Revenue and Costs Data: Home Turnover, Export Turnover, Pre-tax profit,
Depreciation, Value of bought in materials, Employee remuneration, R & D expenditure,
Training expenditure, Marketing expenditure, Interest paid

Financial Capital Data: Fixed assets, Capital investment, Stocks/inventory, Debtors, Cash-
in-bank, Total assets, Creditors, Short-term loans, Other current liabilities, Long terms loans,
Other long terms liabilities, Shareholder’s funds.

Customer Satisfaction Data: Number of customers, Number of orders, Number of orders not
delivered when promised, Number of customer complaints, Order value of customer
complaints, Orders failed before delivery, Orders rejected by customer.

Innovation Data: Turnover from new products/services, Turnover from new market

segments, Turnover from new geographical markets, Number of new customers.
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Suppliers Data: Number of suppliers, Value of supplies delivered on time, Value of supplies
rejected at delivery.

People Management Data: Number of Managers, Number of management levels, Total
number of days training per year, Number of new employees, Number of graduates,
Employees directly involved in provision of service/product.

People Satisfaction: Number of leavers, Number of leavers within 6 months, Absenteeism
rate (number of days), Number of accidents/incidents.

Business Excellence Data

The business excellence elements relate to the headings recognised by the international
business excellence community, namely: Leadership, Policy and Strategy, People
Management, Resource Management, Business Processes, Customer Satisfaction, People
Satisfaction, Impact on Society, Business Results. The data relating to these elements are
qualitative data that depend on the management's perception of anything from three to five
questions that have multiple-choice answers.

The data requirements are, therefore, not excessively onerous for the small and medium
companies. The financial data would be of the type that would be routinely collected for
statutory reporting to the taxation and other authorities.. The data can then be used to
produce comparisons with international companies which have a similar turnover, number of
employees operating in a common industry sector.

The Report

-10 -
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The output of the comparisons is contained in a report that provides a graphical comparison
and a table showing best in class, worst in class, lower and upper quartiles and the average
for the each of several measures in the following categories:

Profitability Measures: Pre Tax Profit / Turnover, Return on Capital Employed, Return on
Net Assets, Return on Total Assets, Value Added , Value Added / Net Assets , Turnover /
Orders

Financial Management Measures: Short Term Assets/Current Liabilities, Gross Gearing,
Net Gearing, Short Term Debt/Long Term Debt, Pre Tax Profit / Interest, Credit Payment
Days, Debtor Days, Stock Turnover, Cash in Bank / Turnover, Turnover /Working Capital
Productivity Measures: Turnover/Overheads, Turnover per Employee, Value Added per
Employee, Pre Tax Profit per Employee

Investment Measures: Capital Investment/Turnover,

Capital Investment/Depreciation, Marketing Expenditure/Turnover,

R&D Expenditure/Turnover, Training Expenditure/ Turnover,

R&D Expenditure/Pre Tax Profit, Capital Investment/Pre Tax Profit

Growth Measures: In all cases, two years of data are collected for the financial data. This
enables an indicator to be provided for comparisons with growth year on year for the
following measures: Turnover, Pre Tax Profit / Turnover, Return on Net Assets, Return on

Capital Employed, Capital Investment / Turnover.

-11 -



Back to "Search By Author"

Customer Service Measures: Complaints/Orders, Complaints/Customers, Order Value of
Complaints/Turnover, Orders Not Delivered When Promised/Orders, Orders Rejected
During Warranty/Orders, Orders Failed Prior to Delivery/Orders

Innovation Measures: Income From New Geographies/Turnover, Income From New Market
Segments/Turnover Income From New Products / Turnover, New Customers / Total
Customers, Total New Income / Turnover.

Supplier Management Measures: Sub Standard Supplies/Bought In Materials, Supplies
Delivered On Time/Bought In Materials, Turnover/No of Suppliers, Bought In Materials/No
of Suppliers.

People Management Measures: Direct/Indirect, Employee/Manager, Graduate/Employee,
Number of Management Levels, Total Training Days / Employee, Training Expenditure /
Employee.

People  Satisfaction Measures: Total Days Lost to Absenteeism/Employees,
Accidents/Employees, Early leavers/ Employees, New Employees / Employees, Total
Leavers / Employees.

Reporting Back

Individual meetings were held with the participant owner managers and the report was
presented and explained. The relative position in each category was discussed and the
implications for the business of individual measures and categories were explored. The
owner managers were then given time to digest the report and its contents. A seminar was

held to enable a group of companies to get together and be instructed on how they might use
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the information contained in the report to trace back to the operational activities of the
company. This also enabled the interpretation of the direction which strategy may

eventually take.

The Business Planning Process

Following the feedback and seminar elements of the program, each company participated in
an in-company business analysis process. The benchmarking report was used for guidance
to enable the company personnel and an experienced facilitator to identify where the
company presented as having strengths when compared with an international peer group. In
the course of this stage, current strategy was surfaced and critical operations level activities
were linked to current strategy. The important issue was that the companies had often never
articulated strategy in any formal sense, and the development of a ‘performance
measurement and management system’ would not, of itself, have been viewed as a useful
intervention. However, in surfacing strategy and discussing the output of the business
profile, it was possible to develop a performance measurement and management system for
each company.

Supported Case Studies

Six case study companies were selected for assistance to implement their action plans that
had been developed from the benchmarking profile. One of the case studies is reported in

detail here.
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The case was a Stainless Steel Fabricator producing stainless steel products, for example,
sanitary wear, for the Construction Industry. The company has 45 Employees incorporating
design, sales, administration and fabrication. This company has experienced growth based
on innovation and product quality. The current owner manager has led the company to
achieve high performance levels in many aspects of its business areas. However,
participation in the program was based on a perception that the company was not performing
as well as it might, and management recognised the need for assistance to take the company
forward. In particular, the ability to have some insight into the company’s relative
performance against similar companies was an attractive feature of participation for the
company.

It emerged that product quality and on time delivery were the keys to success in the markets
that the company competed in. Inspection, rework and quality control ensured that delivered
product quality was at an acceptable level. However, scrap, levels of rework, customer
satisfaction and delivery on time were in the bottom quartile of the comparator companies.
The action planning identified opportunities for improvement in production schedule
adherence, which, in turn, highlighted the need for improved production planning and
scheduling. This led to an education and training program focused on disseminating the
strategy that had emerged and improvements in the production planning approach used.
Production schedule adherence was adopted as one of the performance measures that was
added to those of scrap and rework that were displayed on the shop floor and monitored

regularly by all levels of management.
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A series of training and learning sessions with the Factory Manager, Supervisor and Leading
Hands was carried out. Subjects covered included working as a team and problem solving.
These were seen as the appropriate intervention to seek to improve the key performance
measures of on time delivery and reduced scrap and rework. The particular issue chosen for
application of training was to improve production schedule adherence to best performance
levels of 95% as identified in the benchmarking exercise.

After seven weeks production schedule adherence had increased by nine percentage points.
The major reasons for improvement were: -

» Making results visible

» Introducing a weekly schedule based on what was actually feasible

» Changing some work practices

» Increasing the amount of information supplied to the shop floor on specific jobs

» Changing some habits regarding communication and supervision style

A longer term, strategic approach is being taken to maintain the company’s key growth and
market objectives. The ideas associated with performance measurement and management
have been embraced by the company, as has the linkage between strategy and performance
measurement.

Conclusions

The International Business Profile Benchmarking instrument that was initiated in the UK as
the UK Benchmarking Index has been developed into a diagnostic instrument for European

small and medium-sized firms. This was successfully piloted in Australia (Dalrymple
-15 -
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(2000)). The use of the instrument to identify areas for investment in quality improvement
activity was established. Further, in a sample group of companies, its use was demonstrated
to provide a catalyst for change in those firms and significant improvements in operational
performance were demonstrated by those participants given intensive assistance to
implement action plans for process improvement.

The motivation of the companies was not to develop or introduce a performance
measurement or performance management system, but rather to find out how they compared
with a peer group of companies of similar size, number of employees, turnover and industry
sector. The owner manager sought to retain the current market position and to attain growth
in current and cognate products and markets. It was quite clear in the discussion that the
owner manager was very aware of the characteristics of the product and service package
which were of paramount importance to the company's client group. However, as one of the
last links in the chain in the construction of a large development, on time delivery was of
paramount importance — as long as the contract was not running behind schedule. In those
circumstances, it was expected that the company would be able to demonstrate ‘flexibility’
in delivery time. In practice, this means that the company produces for delivery on time and
then must store the product until delivery is required.

The process for interacting with the owner manager acknowledged that time and
management effort are the most scarce resources in the sme environment. Thus, all planned
activity was designed to take place in approximately 2-hour time windows. This is the

quantum of time, in the author’s experience, that the sme manager can dedicate to
-16 -
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interactions related to ‘business infrastructure’ activity. Clearly, periods of less than 2 hours
frequently do not permit substantial progress to be achieved, while longer periods frequently

result in interruption to deal with operational interventions.

Thus, using the international business profile benchmarking instrument has assisted a group
of sme companies in selecting a series of performance measures which match their current
strategy. In the case of the case study companies, significant advance was made in
improving the key measures through appropriately delivered sme assistance.
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