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ABSTRACT. Small and medium-sized enterprises (SME) are piatgnthe most
dynamic sector of the economy. SME represent 99%Iafompanies in the EU.
They are the biggest sector of the EU economy, @Bhmillion enterprises
employing around 75 million people. These smalboigations are responsible for
the creation of one in every two new jobs. SME piadconsiderably more than
half the EU's GDP. Their growth is key for the aleeconomic well-being. The
European countries have several programs and nesaisuplace to promote SME
growth. But how do they think about their potentiatl their future?

This paper focuses on factors affecting the grawath performance of small and
medium enterprises (SMEs). The aim was to idestifstegic factors differentiating
young and long-lived growth SMEs and find out tleberency with performance.
A comparison of the two fields shows an interegtisture in the Hungarian SMEs sector.
The results suggest that the organization struetncethe applied leadership methods
exercise an influence on SME growth strategies.rébelts increase our understanding
of the factors affecting SME growth and performaimcewvo different contexts.

This paper draws on survey and interview mateffidm research with
entrepreneurs in small and medium-sized enterpf&e&s) to examine the process
of entrepreneurship and entrepreneurial competeimc&MEs. Underlining two
main business fields: cost management and perfaenaranagement. This paper
reviews the contribution of cost accounting andtsgy thinking, which, it is argued,
have been developed for large firms rather than SNMore appropriate theories
are examined from fields that accepted the imp&cioertainty and dynamics in
decision-making, such as performance prism to iegrand development. Case
study evidence is presented on the nature of ewimeprial behaviour in growth
SMEs and compared with theories in the literature.

Keywords: Entrepreneurship; firm performance; firm strategimall and medium
enterprises
JEL Classification: L25, L26, M21

I ntroduction

During the adjustment process to the flexible bessnenvironment the
members of the SMEs sector face many difficult $agnterprises must monitor
their business by aligning performance measurels thi¢ critical success factors
they have identified. Again, the process view aiaiwem to establish metrics for
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measuring and monitoring the important elementpesformance. Sometimes it
will be almost impossible, if the stakeholders aa defined, or there is no vision
and a strategic concept. In the interviews | tryriake it clear, that the versatility
of the entrepreneur or the financial rates playgéigrole at the success of these
firms. They need to create a new management infosmaystem, in which the
cost information must support the strategy. Whethercompany’s strategic focus
is quality, close-to-the-customer, time-based cditipe, or something else, the
leaders need good information to back their dexssi®acking good information,
they cannot reach the strategic goals. Acquiringdgeost information is the
fundamental power that Total Cost Management pesvid

Recent research has shown that clear links betvegemrganisation’s
approach to strategic planning and its busines®meance exist in small as well
as in large organisations (Ernst & Young 2000, Datial. 2004).

Improved strategic management processes may alS@ta the development
of the more complex management structures thaheeded as small firms grow
(Miller 1959, Atkins & Lowe 1997).

A popular tool used to support strategic managermetitity in large firms
is the Balanced Scorecard. To date, reported gctivideploy management systems
that are based around use of Balanced Scorecasd$obased on large, multi-
national, multi-divisional firms (e.g. Mobil, CignAT&T, Motorola).

This paper discusses, from a practitioner pointi®lv, the potential merits
and feasibility of deploying vision and strateginting methods and Performance
Prism as a performance management system in SM&slhas the way in which
use and value may differ between its applicatiawéen large and small enterprises.

Neither comprehensive literature nor empirical aesle exists on the topic
of Balanced Scorecard or Performance Prism in SMEsrefore, the arguments
presented in this paper are based on a combinattigeneral literature research on
Performance prism, SMEs, strategic management@apodi@te planning combined
with the authors’ broad practical experience oflifating performance measurement
systems and implementation projects in large antessmaller organisations.

The first part of the study treats of the basiatiens of the model of the
research, such as: the growing strategy of theres, the relationship of the
management and the owners, the hesitancy of thsialeenaking and defining the
competences. The most significant model of theareseis the performance-prism
model, so it is introduced more explicit.

In the end, besides the introduction of the mogiartant results of the
research, | attach importance to conceive a fewgesigpns for SMEs leaders on the
score of practical aspects and applying the knayedm the personal interviews.

1 Thenature of small business

The small and medium-sized enterprises (SMEs) bpeeial characteristics
from several approaches. Basically these kindsgzfhizations are not well-structured,
in most cases the skill and the management tasksarseparated clearly. Most of
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the SMEs couldn't be price-leaders that mean tis¢ management can be the only
way of growing competitiveness. Moreover, the vgtuecesses of the production,
flexibility to the markets, and driving and contrakchanism are also different from
the bigger companies’ practice.

Much work has been done to identify ways in whicinagement practice
in small and medium-sized enterprises (SMEs) difi@m larger ones. Two linked
areas of comparison have been differences in @af#onal structure, and differences
in management processes. SMEs (particularly srm&iohave been characterised
as being typically “simple structures” or “simplgstems” in which the leader (often
the entrepreneur or owner-manager) directs the wbeksmall number of operators
with the help of few or no other managers. At acb@0 staff, this type of approach
begins to become inefficient, and by the time therprise has about 500 employees
some sort of hierarchical structure has been inted — most commonly introducing
a layer of managers each tasked with managememfuwictional area of activity.
As the organisation grows, further structure charmgur driven by the increasing
problems of communication and co-ordination. It haen observed that the points
of transition between organisational forms presantepresent particularly risky
periods for the enterprise, during which entergiadare is not uncommon (Mintzberg
1981). Coordination in small organisations mairdppens through direct instruction
and supervision, minimising the need for formal agement (i.e. planning and
control) processes. Many see this as a key streofdgtie smaller enterprise, since
by avoiding extensive standardisation and coortinaand the associated need for
support staff and line-management; small firms na@n their flexibility,
responsiveness and low cost structure (Miller 18&i8fzberg 1981)

The main question is how to safeguard the beneffitlse Simple Structure.
Flexible, responsive and low-cost structure ofesgnsas a key competitive advantage
for SMEs.

Simple Structures characterised by:

» Workforce often being directly managed by enteepur or owner-manager
» Few or no other managers
» Management through direct instruction and suseywi

Strategic focus and communication ought to be easy in the Smple Structure

* Yet lack of management attention to strategic s$si8een as typical route
cause to SME failure or poor performance

In Porter’s classification the big firms used ttida-up the cost leadership
strategy because of economic of scales. In casmall companies we can meet with
differentiation and focus strategy more often. fRrthe middle of '80s something
must be changed.” According to a survey, made bgDanitor the cost-cutting is the
most important for the SMEs all over the Europedar, 2004].

75



ATTILA KURUCZ

This multi-country research included 19 countrynfr&urope and middle
east. The result shows, that the most of the amswaigned the cost-cutting to
achieve better competitiveness (53%), and far laetienfor the second place: unify
the informatics environment (34%) and improving thiernal cooperation (34%).
The fourth was the increasing the managers infoomaittendance (24%), and the
rest of priorities can be found the improvementegternal cooperation (18%),
increasing the sales and market share (17%), dlodvfap the industrial standards
and law (13%).

After the serious recession is so hard to be recihnanselves the SMEs.
Many of them can only survive this period with tigghthe purse-strings on the field of
basic activities, informatics and number of empés/eSome of them confess they
save money the detriment of quality and customeices. Summarized the SME sector
try to take advantage of cost-cutting activitigheathan follow a differential strategy.

2 Concept of Performance measur ement and strategy thinking
First of all let see the key points of our model:

Alignment of strategies, processes and capabilities: Strategies, processes
and capabilities need to be linked to each otherdier to understand how they fit
together towards satisfying stakeholders and asgtoin’s wants and needs. It is critical
to ensure that they are aligned and integrated avithanother if the organisation is
to be best positioned to deliver real value tahits stakeholders

Measures Key message is that we need to question consteindiyis measured.
Keep asking these questions: Do we need it? Whyedoeed it? We need to evaluate
constantly whether or not the measures we havheurgght ones for the organisation.
And if not we need to find a way to get rid of themthat we do not waste time and
effort capturing data that no one is using. In shoe need to practice ‘metricide’
(i.e. do not let any measure persist beyond itsraband useful life!).

In this research a “quasi” Performance Prism mades tested: strategy,
the process and cost management tools, and thepoiafrof stakeholders contributions
and satisfactions. Of course, there are many ataors could not be interpreted
in this sector, but the main principles and som#hefbasic indexes can.

What is performance prism? There are five inteteelgerspectives in the
Performance Prism framework. [Neely, 2002]

— First perspective: Stakeholder Satisfaction:

Organisations exist to deliver ‘value’ to their katpkeholders. Stakeholders
will include, for instance, investors, customers)pioyees, suppliers, regulators,
pressure groups et al.
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1¥ Figure: The Performance Prism

Investors
Customers &
Intermediaries
Employees
Regulators &

= Corporate = Develop products & services = People

= Business unit = Generate demand = Practices
= Brands/products/services = Fulfill demand = Technology
= Operating = Plan & manage enterprise = Infrastructure

Source: Adams et al. (2001)

‘Value’ will be defined by and be different for téfent stakeholder groups
e.g customers typically will want rapid and relabdielivery of high quality
products and services that offer good value for egowhereas employees will
want such things as competitive compensation paskdrpining and development,
and promotion prospects whilst shareholders wiliimee concerned with return on
their investment and the profitable growth prospadtthe organisation relative to
its competitors.

In effect, organisations and their stakeholdershavrecognise that their
relationships are reciprocal

— Second perspective: Stakeholder Contribution

It must also be remembered that for every stakehdltere is a quid pro
quo: what the organisation wants and needs frokestdders as well as what the
stakeholder wants and needs from the organisation.

There is a dynamic and subtle tension betweenvibesets of wants and
needs. For example, whilst customers require elagailability, speed of delivery,
competitive price and quality, the organisation ldolike them to be loyal and
profitable. Similarly employees would like to hajs that give them purpose,
good compensation, promotion prospects and traivimtst employers are looking
for loyalty, flexibility, productivity, and creatity.
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— Third perspective: Strategies

Having first decided what respective stakeholderahts and needs are,
executives must then decide whether and to whanexhey will prioritise their
satisfaction in the strategies which the orgarisatievelops to deliver the requisite
stakeholder ‘value’ (whilst also ensuring thatatsn requirements are satisfied t0o).
Delivery of long term stakeholder value can be d@dvas the ‘destination’ whilst
strategy can be viewed as the chosen route tovacthat destination.

— Fourth perspective: Processes

The chosen strategy must be underpinned by precaligeed and designed
to facilitate its successful achievement. Proceassesvhat make the organisation
work (or not, as the case may be). They are ealigrdross-functional and represent
the blueprints for what work is done where and wlad how it will be executed.
Many organisations consider their highest levelirss processes in four separate
categories: development of products and serviasergtion of demand for them,
fulfilment of demand for them and overall plannangd management of the enterprise
with each category underpinned by a variety of gudzesses.

— Fifth perspective: Capabilities

Processes cannot function on their own. They nemaplp with certain
skills, some policies and procedures about the thizygs are done, some physical
infrastructure for it to happen and some technolmggnable or enhance it. These
are capabilities which can be defined as the caatibimof an organisation’s practices,
technology and infrastructure that collectivelyresgents that organisation’s ability
to create value for its stakeholders through itcess operations.

The message of the Performance Prism is that &r ¢odsurvive and prosper
in an increasingly complex and connected worldcatiees have to:

= Understand both what their various stakeholderstvaad need from
the organisation and also what the organisatiodsirem them.

= Link and align their strategies, processes andhibies to satisfying
those diverse sets of wants and needs so thatctregeliver value to
their stakeholders.

‘Success Mapping' is posited as a useful techniljaehelps to facilitate the
alignment of strategies, processes and capabilititsthe delivery of stakeholder
satisfaction and contribution. The objective olacess map is to identify the critical
links between the prioritised stakeholder’s andafganisation's wants and needs with
the strategies, processes and capabilities thadtbaus place in order to satisfy them.
A ‘Failure Mode Map’ can be used which can checletlibr all the critical aspects
of performance measurement have been properly sgigtfe- in effect a reverse
approach to success mapping by identifying padicatenarios that describe the
opposite of success i.e. failure.
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2.1 Theresearch theme

Present research focuses on measuring and estnpaiformance which
combines accounting and management science. Dgfimncorporate performance is
a very complex task and used in several sciencasimy ways. It is important to
emphasize that | was studying only organisatiorfgomance, but disregarded
individual performance.

In the course of empirical exploration the existeot different cause and
effect contextures were analyzed in relation totiogency factors, like strategy
management and cost control, that define performamad its determinants.
Moreover the other question is if there are managghods used in big enterprises
which can be adapted to smaller ones.

The research proposed a trial goal: on the oneitpgesumes the relevant
literature in connection with measuring and estingaefficiency and performance
so as the international writers and even the histbthe Hungarian researches. On
the other part it tests the developed performaneasoring model empirically. In the
course of the empirical research | used both qiaid and quantitative methods.
Thirdly, along resuming the results | phrased revemdations for SMEs managers
that can facilitate a more efficient operating,ctéag the performance-goals easier
and building up a performance-management. (Cod9&3, Davidsson 1991)

Questions of the research

The fundamental questions of the research werevatetl by the recognition
of the connection and the interaction between ttretegy, the cost-management
and the performance.

1. Which are the general characteristics of the psookthe SMES’ strategy-
creation? Which are the critical success factors® the competences of
their enterprises are esteemed by the managersRotndan they translate
these competences into the strategic goals?

2. How are the cost-accounting systems built up? Hewvelements of the
cost-management change owing to the expected aratttined results?
Do the external or the internal context elementsehamarkable former
effect on these systems?

3. How are the decisions of the management influebgetthe performance
and the attained results? How are the internahbssipractices influenced
by the process of estimating performance and ptgmHow does the
attained performance bear upon the strategy dirth@

Important assumption that the determined stratgagds, the cost-management
goals and the expected performances are well-dfineneasurable and appraisable
exactly. In turn it is very important, that the oaction between the performances
and the strategy is bilateral and not a merelyean®ffect.
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This present paper attends to the estimation afdhgetences, the definition
of the performance and the connection between them.

Methodology of the research

As | feel interest towards enterprise-economy antckimg as an economic-
consultant it was essential that the research waoldtain practical elements
besides the theoretical contextures and models.eMewit is stateable that in
science philosophical regard the research is dbistctand reckons among
normative researches, it was plain that the diggent cannot be only descriptive
but it has to contain and analyse desirable saisti&irst the literature has given
answers to the questions. On the one hand the asrtaturn out how the theories
approach to the theme of the research, on the b#red to ascertain if there were
former researches and if yes what kind of reshkéy thad conduced. Along with
exploring the literature | also used my experieagsea business consultant to frame
the theoretical general-model and make up the Imgsites can be accounted for.
The next period was the investigation and the itidnwf the data. | also tried to
answer the questions of the research as an ouytdesaribing and explaining that in
practice what, how and why things happen. To aehike goal | used three methods:
first | did a survey method with 600 pieces of skapthen | used single- and
multivariate mathematical and statistical analgsighe received answers. According
to the results the next step was the estimatiothethypothesises. Accessorily to
the survey method | made personal interviews WHHES managers to disclose the
non-numerical data’s. This interview made an oppity to a deeper reconsidering of
some hypothesises. On the third period | re-weylihe results, by my acquired
knowledge as a consultant, to give better and Usgabposals and to get further
research projects.

As a starting-point | take such an approach ofdtnategy management
which partly or fully can be adapted to SMEs. Besithe foreign literatures several
Hungarian writings about performance measuring estinating established this
research. Within the frame of this article | am mothe position to introduce all
the remarkable authors and their theories, butdif@ving authors’ works affected
the research: Robert N. Anthony, Robert S. KapgRohert Simons, Davit T. Otley
and Andy Neely and last but not least the Hungas@leagues: Anna Francsovics,
Viktéria Bodnar, Agnes Wimmer and Laszl6 Lazar. Sthauthors’ thoughts formed
the basic model which helped discovering the praeatf the SMESs’ strategy, cost
management and performance measuring or ratheyistuduch methods which
are used as a routine at larger companies.

Beyond the performance management the researdmstopon the everyday
practice of the cost management with the aboveiomaat aim if there is a possibility
for the SMESs to use these methods also at a sreallerprise. However | cannot treat
this subject fully in this paper, but knowing tresults | can assert more established
statements about the connection between the siratebthe performance.
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3

Competences and vision in growing SMEs (results)

Man and Chan [2002] separated six entrepreneur et@mpes, in which
they observed typical attitudes.

Opportunity competencies: the ability to react glyido new business
opportunities. The small firms can reorganized gedaes easily or make a
new organization.

Relationship competencies: it means the interacifgmeople or groups
founded on cooperation, communication and trustgn The intensity of
communication is possible not only in the integtannels but to the external
stakeholders (supplier, customers) as well. The tadace relationships
are one of the biggest advantageous of small azgtons.

Conceptual competencies: based on innovation diieabiNow we think
about knowledge elements like decisions makingesyst information
technology, risk taking behaviour. The SMEs canrtake the bigger
competitors because of faster adaptation, flexablmpany management
and more efficient internal communication.

Organisational competencies: The small companigisdily not artificially
chop, and their legal entities also support thelfle management. Often
the manager, and the owner is the same personh&weyno impression
from shareholders.

Strategic competencies: SMEs are not infected elébsic and bureaucratic
methods of strategy making. They focus on markets g&nowledge
potential and innovation opportunities. If they &lgle to use leverage
they become strong middle size enterprise

Commitment competencies: let the SMEs to bringrthapabilities to
perfection and learn new. The written strategy wanbe the only way
of success, sometimes must leave the started patwbe of lack of
resources, the unachievable aims or the changavobament.

When we asked the Hungarian SMEs about these cenges we got the
following result in Likert-scales: (1 means thanw important — 5 means | totally
agree, it is very important competence) (table 1.)

The specified competences did not show significkffierences in point of
the micro- and small and the middle enterprises. dlrerage deviation was smaller
than 0.5 in any case.

The relationship competence stands first on the &ésd the external
communication was emphasised from this group. Atiogrto the interviewed
managers the key to success is the marketing comatiam, namely the way they
speak to costumers. Furthermore sharing the pnfcernation and describing well
the extra services can gain more satisfied cossimer
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1% table: Competencies at Hungarian SMEs

Competence Average Deviation |Coefficient of variation| Modus
Relationship 4,71 0,701 14,90% 5
Conceptual 4,19 0,926 22,11% 5
Commitment 4,09 0,942 23,05% 5
Strategy 3,86 1,067 27,63% 5
Organization 3,31 1,327 40,09% 3
Opportunity 2,78 1,093 39,37% 3

Scource: Own research and calculation

The internal communication is another importanioiadut not the satisfaction
of the employees, but the payment level and thiaitien for qualitative work was
emphasized by the managers. Motivation is not easy,the payment is just one
side of it, but in many cases serious leaderslaipnigues are needed.

It can be mentioned that the first 4 competencestisngave a rate 5, that
is to say that the managers agree the importaniteesé competences, however the
conceptual competence’s high estate is remarkalaiebecause we would dispute
the importance of the aptitude for innovation, dtlter results of the research show
widely contradictory conclusions. We could not fith@ propensity for growth, the
motivation for investment and the receptivity todanovelties among the results
of the research.

We can see in the first table that the opportutitynpetence is not typical,
the most enterprises are disinclined to do chawogegorganization in favour of
exploit new business possibilities. This attituda de explained by a risk averse
behaviour but it is out of accord with the frequgnmhentioned adaptability and
great risk-taker behaviour.

The organizational competence is deemed less iamtobly the managers.
Starting an enterprise and subsisting the statosvgue eternal topics in the course of
the interviews. The most of the asked managergHatthe was highly innovative
and he had made many changes in the organizaubmfter precising it it turned
out that most changes had not had considerabletaifethe business processes.
Although the managers realized the above mentidinegd were not confident in
defining exactly the steps and discovering docuingrdnd analysing the business
processes.

According to our performance model building up pnecesses precisely is
a very important task. By the right of the perfonoa prism’s logic it should be
joined to the strategy and to the competencesdjoltowing way:

= Define the strategy, the way the enterprise shgaldn
= Define and form the required processes which cdn toeereach the goal
and achieve the strategy
= Acquire those capabilities which operate our preess
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Therefore we need a vision for an accurate perfocmamanagement
system, that directs the enterprise on the right wad evolved business processes
according to our vision. Thirdly we can define thamapabilities which needed to
manage the processes effectively. One part of theseommanded, and we have
to purchase the other part of them. If we see idefiy of capabilities, it is important
to emphasize the learning and training at the org#ion. Moreover we rethink
our investments.

We asked the SMES’ managers how they would takedigr the performance-
factors mentioned before, we got the following fegind table).

2" table: The key per spectives need to be define

vision or strategy processes capabilities
Micro . Micro . Micro .
and smal Megﬂum SuilEs and smal Megﬂum Shil=S and smal Megﬂum ShilEs
. size total . size total . size total
size size size

Rank 1st] 46,9% | 57,1% | 47,6%| 18,8% [ 14,3% |19,0%| 34,4% | 28,6% |33,3%
Rank 2nd 31,3% | 28,6% |31,0%| 43,8% [ 14,3% |40,5%| 25,0% | 57,1% |28,6%
Rank 3rd] 21,9% | 14,3% |21,4%| 37,5% [ 71,4% |40,5%| 40,6% | 14,3% |[38,1%
Total 100,0% | 100,0%100,0% 100,0% | 100,0% {100,0% 100,0% | 100,0% |100,0%

The strategy got the primary rank, after all it wagned at first place
independently of the enterprise. The medium sizedrprises typically signed it at
the 1st and 2nd place that refers to a consciosi®rvi The logical place and
accentuated role of the processes are not tracsatiiean easy way.

One sees that the enterprises signed the 2nd ahgl&ce equally for
defining the processes. Surprisingly we can finteheined logic mainly in the
thinking of the smaller enterprises, while the medisized ones ranked this mostly
to the last place.

The SMEs will be able in difficult situation if thehave no strategy or
vision, and they also could be made wastage if dloeryot take care of their processes.
The bad business processes and old-style soluitbrnvany of redundant functions
will lead a capital deficiency. The third part iapability, which is important to
improving continuously especially the knowledgeraats. If we see the international
experiences only few of SMEs manage the Human Resswonsciously. The
guestion of learning, trainings and developingabd#ities of employees is strategy
guestions. But in the practise of Hungarian SMEs field has dropped into the
daily routine. It can be a wasting point too.

The well-built performance management system cdp teemanage the
main strategic functions and it give the SMEs rtapke on the right track.
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4 Conclusion

Finally we can lay down, the enterprises must nooritheir business by
aligning performance measures with the criticacess factors they have identified.
Again, the process view allows them to establistriosefor measuring and monitoring
the important elements of performance.

Despite the lack of comprehensive literature foduse Balanced Scorecard
and Performance Prism or any oth& & 3° generation performance measurement
frameworks implementation in SMEs, | believe parfance prism (as the main
target) and its associated management processegraam equally beneficial to
SMEs as to large organisations.

However, the potential benefits are likely to diffeetween the two. In
large / complex organisations much of the utilityPerformance Prism comes from
the communications elements: the two-way provisadnconcise and relevant
summary information about ‘what is going on’ in thrganisation.

In smaller firms, a greater proportion of the vabfeBalanced Scorecard
comes from two other elements: the descriptiorirafegjic destination and associated
strategic objectives and priorities in a way thatds consensus; and impetus given
to the development and application of more effectirategic management processes.
In case of Performance Prism the SMEs can gain dbtadvantages from the
flexibility of perspectives, and the iteration been strategy and business process.

More and more, companies need to get visibilityudbiweir clients, consumers,
partners, competitors, and collaborate with thegréate joint competitive advantage.
This new business context requires companies o bew collaborative management
and operational models. To achieve this purpostergtises need to be able to
measure, broadcast and monitor better performdouth,internally and externally
(with their partners in the Collaborative Netwo\) and in the networks to which
they belong), and Virtual Organisations (VO) neednianage their performance in
a global way (like a single enterprise) and benakmath other VOs.

Companies have traditionally measured their perdoca in terms of Finance,
Customers, Internal Business Processes and Leaainthgsrowth (Kaplan, 1996),
but the new business scenario reveals the needremtec new performance
management views, that can take into account nesineéss paradigms such us
Innovation and Agility (Beamon, 2003), Environmdr@are and Green Operations
(WBCSD, 2004), Ethics and Corporate Social Respditgi(GRI, 2002), subjects
that can be considered as new business assety(Reel).

As we see, the required management tools are biaildlow the pilot-
project experience also can be analysed and eedluihe consultancy is ready to
help the SME sector, if they prepare to receiveehmethods.
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