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ABSTRACT

This paper explores some of the issues surrounding quality in SME’s and presents results of a study of an international business profile benchmarking tool. This instrument has the potential to identify the relative strengths and weaknesses of small and medium sized companies by comparison with their international counterparts of a similar size, turnover, number of employees and industry sector. Information provided by this instrument may enable areas to be targeted for improvement in the SME’s production operations management. The ability to benchmark across the business profile against international competitors presents possibly the first such opportunity as global purchasing is adopted.

INTRODUCTION

The quality movement has attracted considerable criticism in the late 1990’s as a result of a perception that ‘quality’ promised much to many business enterprises, but failed to live up to that promise in many cases (Choi and Behling (1997) and Zhu and Scheuermann (1999).  The problems of the ‘quality’ movement are compounded by the spectacular failures which have been experienced in the case of companies which have aspired to win and have won prestigious quality prizes  For many small and medium-sized enterprises, the first encounter with formal quality improvement has been through the introduction of quality systems, which many managers and owner/managers found difficult to understand and relate to their own business. (McAdam and McKeown 1999,Chittenden et al. 1998, van der Wiele and Brown 1998, Taylor 1997, Barrier and Zuckerman 1994, Brown et al. 1994) These studies from a variety of countries indicate that in this sector, the quality movement has over promised and under delivered.  The dilemma for the SME manager is how to target improvement activity.  In some circumstances, there may be a case for process benchmarking to identify the potential improvements which may be achieved in some of the company’s processes. (Hewitt-Dundas and Roper 1999, Kinni 1994a, Kinni 1994b, Wiesendanger 1992).  The question remains “Which processes?”  Approaches to the use of profile benchmarking (Cardell and McLean 1999,Gault 1997, Daly 1996, Badrinath 1998).  In each case, the process enables strengths and weaknesses to be identified by comparison with a peer group.  In the UK, the Department of Trade and Industry (dti) recognised a gap which for profile benchmarking in the SME sector.  The dti response was the development of the “United Kingdom Benchmarking Index” (Pilcher 1998).  This paper reports on the Australian experience of this instrument

BUSINESS PROFILE BENCHMARKING

The business profile benchmarking instrument developed and used extensively by the dti in the UK should be seen as a broad spectrum comparison tool which uses company data to conduct an evidence based SWOT analysis of the operations of the SME sector company.  The high level indicators can then be traced back to, and interpreted in terms of, operational level activities, since it is at the operational level that change must be made to effect improvement in the higher level measures that are the usual subject of managerial discussion and decisions.  The instrument requires input data from the firm and provides a business profile report.  These shall now be described.
INPUT DATA REQUIREMENTS

The input date requirements for the generation of the profile consists of several elements which have been derived from, for example, Management Today’s Best Factory Awards. Each element is accompanied in the data capture instrument by an explanatory definition.

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. 

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 which depend on the management's perception of anything from three to five questions which 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 authorities. Other data elements would be required for statutory reporting purposes, for example, under the occupational health and safety legislation.  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

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

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. 

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: Directs/Indirects, Employees/Managers, Graduates/Employees, 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.

The report must then be interpreted in the context of the company and its markets, environment and operations.  Appropriate and skilled interpretation  highlights strengths and weaknesses of the company and this enables the selection of improvement opportunities on a rational basis.  The tracing of indicators at the macroscopic business level down to operational level enables potential causes of reduced competitiveness in operations to be identified.  Action plans are then drawn up to seek to remedy these causes and improve the overall competitiveness of the enterprise.

THE PILOT STUDY

A pilot study of 32 companies in North Melbourne has been carried out.  Some companies did not have sufficiently developed information systems to be able to provide the data required.  Since the data are such that they are required to monitor the effectiveness of operations management within the firm, a significant number of firms are not capable of monitoring the effectiveness of operations.  One of the concerns with such an international comparison is that there will be incompatibilities between the data from different fiscal and cultural environments where various accounting conventions may prevail. In the case of the Australian companies none were found to be returning high or low rank orders in the comparison measures as a result of an anomaly or artefact in the way that the data was treated or collected.  Some 20 companies were benchmarked and a set of 6 companies are subject to an ongoing study which has used the profile to identify operations management issues to be addressed.  These improvement projects are currently underway and are the subject of a longitudinal study of the effectiveness of this type of intervention.

CONCLUSIONS

The International Business Profile Benchmarking instrument was initiated in the UK and has been developed into a diagnostic instrument for European small and medium-sized firms has been successfully piloted in Australia. The owner managers of the Australian companies which participated in the research programme confirmed the validity of the instrument for their particular business.  The use of the instrument as a diagnostic tool in identifying operations management improvement opportunities has been established and the effectiveness of this type of intervention in the SME sector is currently under investigation.
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