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Abstract

This paper is based on the findings of a DTI review by Harris (2003) and includes examples from empirical work by Keogh (2006).  The purpose of this paper is to explore possibilities for future SME research projects in business improvement. 

The understanding and use of knowledge in business improvement initiatives requires a critical combination of features for SME’s as they compete and grow in the marketplace. This paper investigates the issues in continuous improvement that affect SME’s as they seek to maximise the identification, harnessing and utilisation of available knowledge in the organisation. Harris (2003) indicated that SME’s, with flatter organisation structures, have leadership advantages when dealing with business improvement.  Concepts of Total quality management (Dale et al, 2001) can be applied to SME’s but there can be difficulties through factors such as a lack of available resources to implement the initiative (Harris, 2003).  

SME’s can suffer from lack of management time and expertise to implement business improvement initiatives such as TQM.  Knowledge management in organizations is about harnessing and managing the knowledge assets within the organization.  In order to enhance organizational performance, it is necessary to focus on the value creating processes and questions are raised regarding the capabilities of SME’s to do this.  The iimplications for SME’s can be wide reaching, for example, identifying the knowledge asset, utilising tacit knowledge, and focussing on business improvement initiatives - in order to develop expertise. The entrepreneur may have launched and built a successful organisation but, further down the line, learning from best practice may not be easy for an SME because of limited available capacity and determining where to begin with an improvement initiative.  

The value of this discussion paper is in its contribution to the study of business improvement and the utilisation of knowledge in SME’s.

Key words: continuous improvement, business improvement and knowledge management in SME’s. 
INTRODUCTION

The understanding and use of knowledge in business improvement initiatives requires a critical combination of features for SME’s as they compete and grow in the marketplace.  Various factors impact on the ability of firms to achieve high levels of productivity, profitability and growth, i.e. the overall competitiveness of the firm.  In recent years, the approach taken to understanding competitiveness has moved towards stressing the importance of internal capabilities, and the need for government policy to concentrate on strengthening and/or building-up such capabilities rather than its traditional industrial support role of capacity-building. 

In order to undertake production (including service organisations), the firm not only has to have adequate sources of physical capital and labour (the traditional production function approach of economists), but it must have the ability to use factor inputs effectively to produce goods and services that the market demands. This technical/managerial knowledge of how to produce competitively involves managing for productivity improvements. This depends on various factors, such as the approach adopted by management in terms of, inter alia,  

· business strategy and planning; 

· marketing, design and product development; 

· the operations (or process) technology side of producing the good/service; 

· how quality is achieved and maintained; 

· the purchasing and supply decisions that are made (e.g. how much is contracted out or outsourced); 

· the human resource strategy (or people management) adopted to ensure the workforce is flexible and efficient; and

· the innovation strategy adopted.

Some firms manage to do the above more effectively than others, and consequently are more competitive in both the short- and long-term. In other words, they adopt ‘best practice’ approaches when producing output. Consequently, there has developed within the (business and management) literature a considerable emphasis on ‘best practice’ techniques, and more particularly on ‘benchmarking’ against firms that incorporate such practices (cf. Zairi, 1996; 1998). Such benchmarking is also used extensively by government, in an attempt to disseminate and spread best practice, as part of its attempt to improve industrial competitiveness (e.g., the Small Business Service provides benchmarking help and advice, and has done for a number of years through Business Links – see Robson and Bennett, 2000). 

The business and management literature abounds with various theories of what determines the competitiveness of firms. Some of the key factors were listed in the introduction above, namely business strategy and planning; marketing, design and product development; the operations (or process) technology side of producing the good/service; how quality is achieved and maintained; the purchasing and supply decisions that are made (e.g. how much is contracted out or outsourced); the human resource strategy (or people management) adopted to ensure the workforce is flexible and efficient; and the innovation strategy adopted. In very broad terms the points above could be summarised in the model shown in Figure 1 that also attempts to set-out how the total quality/continuous improvement systems used by a firm, alongside their approach to product and process development and management of knowledge and information, impacts on two key elements: the way the organisation is led together with culture and people management. Ultimately, the latter two elements determine certain outcomes such as innovativeness and competitiveness.
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Figure 1: Determinants of SME innovation (Source Husband and Mandel, 1999)
This discussion paper investigates the issues in continuous improvement that affect SME’s as they seek to maximise the identification, harnessing and utilisation of available knowledge in the organisation.  Harris (2003) indicated that SME’s, with flatter organisation structures, have leadership advantages when dealing with business improvement.  Concepts of Total quality management (Dale et al, 2001) can be applied to SME’s but there can be difficulties through factors such as a lack of available resources to implement the initiative (Harris, 2003).  

QUESTIONING BEST PRACTICE

While there may be general agreement that factors such as those mentioned above are important in determining business performance (most particularly competitive advantages), it is important to consider in more specific terms the following issues:

· What identifies such practices as ‘best’ i.e. in the sense that they lead to greater competitiveness? To answer this we need to be more specific on the type of practice being considered (e.g., human resource management practices comprise many elements, and indeed some authors – e.g. Pfeffer, 1998 – argue that a ‘bundle of practices’ rather than isolated approaches are needed for an effective impact).

· What is the main evidence (quantitative and case study) that such practices actually improve business performance? Much of the business and management literature seems to treat it as (almost) axiomatic that those factors labelled thus far as potentially ‘best practice’ must result in improvements, but evidence is needed in order to assess how important best practice really is. Against this, we also want to know if different areas (such as a leadership or attempts to improve human capital via the HRM strategy adopted) result in differing impacts, and how this equates to the relative impact of increases in factor inputs.  

· As well as the impact on such factors as firm productivity, profitability and growth, what evidence is there of the wider impact of such practices on market dynamics (entry and exit of firms/plants), the ability of SME’s to survive and grow beyond the initial phase of development, and other factors that operate at a more aggregate level than the firm itself. Since the literature in this area is very under-developed, this will then help us to identify gaps in our knowledge of the impact of ‘best practice’.

Models Of Best Practice

There are various models in the literature that attempt to set out the determinants of success (ultimately better financial performance in the private sector) and best practices can be taken as those features of the model that lead to better performance (whether in the short-, medium- or long-term). 

Setting out models of business performance in advance of specifically defining best practice is useful for a number of reasons: firstly, as stated above, best practices are those features of the model that produce superior performance and it is therefore necessary to understand the process from a holistic viewpoint. Indeed the next chapter will indicate that recent literature clearly defines best practice in terms of business models such as TQM (or the adoption of a Business Excellence Model or Balanced Scorecard approach to continuous quality improvement), rather than as isolated practices. Moreover, the practical application of the ‘best practice’ approach by governments and public agencies is usually based on encouraging benchmarking against other (best in class) firms using some form of a Business Excellence Model (cf. the Benchmark Index used by Business Link on behalf of the Small Business Service is very closely aligned to the European Foundation for Quality Management (EFQM).

Since nearly all ‘best practices’ are incorporated into models of business performance, it is useful to see where such practices fit into such models as TQM and Business Excellence models in general. It is also the case (Chapter 4) that much of the literature assessing whether best practices lead to better business performance test general propositions like ‘does TQM improve productivity?’ Linking specific best practices to performance are much less common. 

This leads onto a third major reason for starting with models of business performance: whether a prerequisite to achieving performance improvements is the adoption of some form of Business Excellence Model. Alternatively, can firms benchmark much more narrowly against specific practices and still achieve (short-, medium- or long-term) gains? Put another way; is best practice about adopting a Business Excellence approach, or best techniques linked to specific business processes? Clearly, it is crucially important for DTI to know whether it is effective to promote incremental upgrading by, say, SME’s or whether such firms need to embark on a more sustained adoption of a range of best practices if they are to benefit (in the medium- to long-term).  

Thus, to summarise, Business Excellence Models that often underlie the concept of best practices and upon which many benchmarking approaches are based include the following:

· TQM models (developed initially from the work of Juran (1951), Feigenbaum (1956), Crosby (1979), and Deming (1982)) which resulted in the following national awards:

i. The Baldridge Award (established in the US in 1987 to disseminate business excellence practices in the face of a perceived threat from Japanese manufacturing);

ii. The European Foundation for Quality Management (EFQM) Quality Award (established in 1988 by 14 Chief Executives of leading European companies and similar to the Baldridge Award);

iii. ISO9000;

· Lean manufacturing (based on the ideas generated by Toyota in 1950 and developed around the initial work of Womack and Jones – see Womack and Jones, 1996, and Womack, Jones and Roos, 1996);

· Other Business Excellence models (e.g., Business Process Reengineering, Knowledge Management, Balanced Scorecard).

TQM and Continuous Improvement

There are numerous textbooks and articles on TQM (cf. Bank, 2000; Dahlgaard et. al. 1998; Dale, 1999; Madu, 1998; Ross, 1999; Wilkinson et. al., 1998) and various definitions. Ross (op. cit.) defines it as “…the integration of all functions and processes within an organization in order to achieve continuous improvement of the quality of goods and services. The goal is customer satisfaction” (p. 1). As such it comprises a set of practices that emphasises continuous improvement, meeting customers’ requirements, reducing rework, long-range thinking, increased employee involvement and teamwork, process redesign, competitive benchmarking, team-based problem-solving, constant measurement of results, and closer relationships with suppliers. 

Before looking at TQM in practice (especially its implications for firms that attempt to implement this model), it should be noted that there is disagreement in the literature (and in practical applications) as to what TQM really is and how important it is as an exemplar of business excellence. Some see TQM as necessary to reach competitiveness (e.g. Ghobadian and Gallear, 1996, stress the importance of TQM for SME’s), while others claim it to be merely a management fad and that many have failed in attempts to implement it (e.g. Harari, 1993). Perhaps diversity should be expected as TQM has evolved from earlier concepts (and only really started to be recognised in its own right around the early 1980s) and it is a wide concept that embraces the whole organisation and its processes, rather than a management model that focuses only on the product. Barad (1996) indeed emphasises the holistic nature of TQM, which seeks to convert the culture and structure of the organisation into a total commitment to quality. 

Hansson (2001) makes the point that “international research has many descriptions of the concept of TQM, but few clear definitions” (p. 989). He provides several examples and finally settles on that provided by Hellsten and Klefsjo (2000): “TQM is a management system in continuous change, which comprises values, techniques and tools and that the overall goal of the system is increased customer satisfaction with decreasing resources”. Hellsten and Klefsjo (op. cit.) consider TQM as a management system consisting of certain core values, techniques and tools. Their summary of this approach is reproduced here as Figure 2 and emphasise that the values, techniques and tools included are not necessarily a complete list and can vary a little between different organisations and over time. Note they see their system as sequential: an organisation needs to define its core values, then identify techniques in line with (and supporting of) these values and finally suitable tools have to be identified and used to support the techniques. 

As to implementation of TQM, clearly any such approach requires extensive change and development in the host firm as it adopts the core values. Juxtaposed against the resource-based view of the firm (cf. Harris and Robinson, 2001), it has been argued (Powell, 1995) that “…because TQM requires firms to coordinate a wide range of behavioural, tacit, intangible resources, its dissemination stands as both support and a challenge to the new emphasis on firm-specific resources in strategic management research” (p. 16, emphasis added). The support comes from the dynamic process of commitment and implementation of TQM, which can trigger an inimitable competitive advantage due to its ability to encourage routines and guidelines within the company, which make it difficult for potential imitators to gather resources for the successful reproduction of the same strategy (Savolainen, 2000, p. 211). Thus the creation of knowledge through TQM-linked activities helps in the deployment of a range of distinct competencies crucial to the firm (Tena, et. al., 2001, p. 934). 
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Figure 2, Continuous Improvement cycle Source: Dahlgaard et. al. (1998)

QUALITY MODELS IN AN SME CONTEXT: an example

This following example adopts a critical perspective in seeking to inquire how TQM related models, developed initially in large organisations, are applied in the SME context. Using a grounded inductive approach, a study is made of 20 SME cases, where a quality model, the Balanced Scorecard, has been applied. A grounded model is derived which shows the critical factors in regard to the principles of TQM, when quality models are applied in an SME context.

By adopting a critical perspective this paper seeks to inquire how TQM related models developed initially in large organisations are applied in an SME context and ultimately to determine how the principles of TQM can be better incorporated in SME’s.  According to Burgoyne and Reynolds (1997), who summarise the work of Kemmis (1985), a critical perspective should include a ‘questioning of assumptions’ or a close examination of the ‘taken for granteds’. If the routine application of large organisation based models to instil TQM principles in SME’s is problemetised by taking a critical perspective, then a possible dichotomy exists between these models and the essence of TQM in SME’s.  For example, if the Business Excellence model had been developed in an SME environment would it have the same nine criteria? If the Balanced Scorecard was based on SME’s would it have the same four quadrants? As stated by Chittenden et al (1998), ‘these models are designed by big business for big business’. Instead of  using specific contextual models, SME’s are being compelled to use models, which not only fail to instil the principles of TQM, but contort the business and consume large amounts of scarce resources (Wiele and Brown, 1998).  

The Business Excellence Model (BEM) is comprehensibly described in the literature (e.g. EFQM, 1999, Longbottom, 1998 etc.) and it has nine criteria, five of which are in the enablers category to help achieve  results and four of which are results based criteria.

The BEM is shown in figure 3. (this is the 1998 version of the model as this was the version used by the SME’s involved in the research reported here). The model was originally developed by a consortium of large organisations (e.g. BT, Post Office etc.) working with the European Foundation for Quality Management in Brussels. The model assumes a causal link between enablers and results. A process called self assessment is used to appraise organisations against the BEM. The BEM, along with the Baldrige model, was the first systematic approach for effectively measuring TQM within an organisation. Of more recent times attempts have been made to apply the model in different sectors, such as the public sector (Curry, 1999)




Figure 3 - The Business Excellence Model (1998 version which was used by the SME’s in the research study

Similarly to the BEM, the Balanced Scorecard model (BS) is comprehensibly described in the literature (e.g. Kaplan and Norton, 1992, 1996, Newing, 1995). The BS was developed by Kaplan and Norton (1992) using large organisations as the basis for the model. Essentially the BS model consists of four quadrants, each containing different types of organisational goals, measures and improvement activities as shown in figure 4.




Figure 4 - The Balanced Scorecard  

Kaplan and Norton (1996) show that all four quadrants are dynamically interlinked when the BS is used to develop TQM based change programmes. For example, the financial quadrant will be influenced by the success of the customer quadrant in terms of new customers. Organisations using the BS often cascade the initial corporate level BS down to several levels of linked scorecards, even to personal level for personal appraisal (e.g. Nortel, BT).

The BEM and BS  models attempt to link TQM and business goals in a number of ways. Firstly, the nine criteria of the BEM claim to  represent a business and its strategy in its totality. Secondly, policy and strategy is a key criterion and thirdly the results criteria are supposedly linked to the causal actions associated with the enablers (EFQM, 1999). Also, the BS process seeks to link strategic statements down to business or continuous improvement activity within the operations of an organisation. However, there are some potential problems when these approaches are applied in an SME environment. Strategy formulation and linkage to operations is a very dynamic process in SME’s (Gunasekaran et al (1996). This dynanisicm is a reflection of the ever increasing market turbulence that SME’s find themselves in. Former secure niche markets are being encroached upon by increasingly agile larger organisations and key customers are demanding higher quality at lower cost (Ghobadian and Gallier, 1996). It is doubtful if the BEM and BS models can link TQM to the business goals in such a dynamic environment, far removed from that of large organisations which have the ability not only to cope with market change but also the ability to shape it. For example, the average time for a self assessment iteration of the BEM is between 6 months and 1 year, designed to fit within a one year business plan and a 3-5 year rolling strategic plan (Wiele and Brown, 1998). SME’s cannot afford such timescales, which would appear as metamorphosis in the face of continuous market changes, which must be readily reflected within changes in the SME’s operations (Ahire et al, 1996). 

Research Methodology

To research the issue of applying quality models in an SME context, a qualitative research study into 20 SME’s, each of which had applied the BS in an attempt to incorporate TQM principles, was carried out. Equally the research could have investigated SME’s using the BEM, Baldrige etc., these areas are suggested as possibilities for further research but are beyond the scope of the current research. The research method chosen was that of inducting theory using case studies (Eisenhardt, 1989).  In this approach theory or models are developed throughout the empirical study in a grounded approach (Glaser and Strauss, 1967) rather than using hypothesis testing. In this approach there is no need for a large number of cases to achieve validity, but rather the more in-depth study of a relatively small number of cases to observe what is happening (Remenyi et al, 1998, Burgoyne and Reynolds, 1998). Strengths of theory building from cases include the likelihood of generating novel theory through juxtaposition of contradictory or paradoxical evidence, the emergent theory is likely to be testable (as measured during case analysis) and the resultant theory is likely to be valid as it is closely linked with case evidence (Larrson, 1993). The key steps of the research methodology are shown in figure 3.




Figure 5. Research Methodology

Analysis

The critical issues relating to the Balanced Scorecard’s effect on the organisation were coded from the qualitative data and categorised under the five principles of TQM. Although the qualitative data is discussed in the following sections, a simple quantitative coding analysis gave an insight into how the application of the BS related to the integration of TQM principles in the SME’s studied. Figure 6 shows the frequency distribution for the number of coded issues relating to each of the 5 categories of TQM, as obtained from the analysis of the 20 cases. This shows that a significant number of issues were recorded for all five categories. In particular the need to contribute to strategic goals, people involvement and processes and measures had most issues. This analysis indicates that the BS at least had an impact (whether positive or negative) on all of the five key areas of TQM within the SME’s studied.




Figure 6 - Frequency distribution of issues within each main category


(the five categories are the five TQM principles)

The qualitative data was also categorised using the four quadrants of the BS (figure 4), i.e. financial, customers, processes and learning and growth.. The results are shown in figure 7. It is notable that the frequencies are higher for all four quadrants than for the TQM principles shown in figure 6. 




Figure 7 - Frequency distribution of issues within each of the 4 main category


(the four categories are the four quadrants of the BS)

The reason for these increased frequencies was that the issues raised in the data could not be simply coded into one quadrant, they usually had to be coded against two or three quadrants. For example a financial issue was intrinsically linked to  learning and growth and customer issues (e.g. training and development in customer care). This finding reflects the difficulties that SME’s experience when trying to ‘fit’ their businesses with four quadrants of a model developed for large organisations. 

Conclusions from the study and Critical Factors

Based on the findings it was found that the quality model, namely the BS as developed in large organisations had a number of problems when applied to SME’s. The model was found to introduce a degree of mechanisation and inflexibility that SME’s found difficult to accept in times of turbulent market changes which demand increased agility. Simply reducing the rigor in the model did not alleviate the problem. On the positive side, the model increased the measurement rigor and link between strategy and operational processes.  Ultimately, grounded theory model building in inductive and cannot be generalised without understanding the constraints of the research (Eisenhardt, 1989). However, the findings increase the likelihood that applying quality models in general to SME’s will follow a similar pattern. The findings indicate that SME’s can be compromised by the mechanistic and formalised nature of such models, which the SME’s consider as adding bureaucracy, while needing to remain flexible and innovative in a very dynamic environment over which they have little control.

CONCLUSIONS AND IMPLICATIONS FOR POLICY MAKERS

The challenge results from the fact that SMEs may try to implement knowledge based approaches to Continuous Improvement and TQM (e.g. through benchmarking activities with large organisations) to imitate resources held by successful competitors (or at least to replicate the benefits obtained) but “under the resource view, success derives from economically valuable resources that other firms cannot imitate, and for which no equivalent substitute exists” (Powell, op. cit., p. 17). To implement TQM means overcoming employee resistance, committing substantial resources (especially time for training and meetings), and ensuring most of all a top down management commitment to transforming the culture of the organisation. It is also argued that a major reason why SME’s fail to implement TQM is that they try to cherry-pick small parts from the system.  
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