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Abstract: : In today’s globalized business environment small and medium sized enterprises (SMEs) face many challenges. In order of their sur-
vival SMEs need to produce more, at a lower cost, in less time, and with a few defects. They form the most significant group of manufacturing 
firms and give supports to large companies in many supply chains. In addition, SMEs contribute greatly to entrepreneurship, gross domestic 
product (GDP) and employment. Despite the fact that micro, small and medium sized enterprises have very important role in business networks, 
they still have many problems with using supply chain management (SCM) practices. In this research my purpose was to find the best SCM 
practices as a strategic method to improve SMEs’ performance. First, I give information in general about SCM and the SMEs, then highlight 
main characteristics of small firms compared to large ones and the reasons why it is essential and efficient to use SCM practices. The article 
is based on secondary data, using several analysis, surveys, books, journals and my personal experiences collected in this sector. I conclude 
the research by summarizing my recommendations in connection with SCM practices, the opportunities and barriers.

INTRODUCTION

Small and medium sized enterprises (SMEs) have 
important role in contributing to economic development 
and employment generation in emerging and developing 
countries. Nowadays, the SME sector can be characterized 
by three essential factors, like dynamism, innovation and 
flexibility (KOH et. al. 2007). Micro, small and medium-
sized companies play a central role in the Hungarian 
economy, too. They are a major source of entrepreneurial 
skills, innovation and employment. They have difficulties 
usually in the early start-up phase in obtaining capital or 
credit. On the other hand, their restricted resources reduce 

access to new technologies and innovation (SZIRA, 2014). 
According to my experiences the importance of small 
companies is indisputable as they have essential role in 
job creation, production and especially in local services. 
Small firms are usually powerful founded on original idea, 
fast-growing ones. On the one hand SMEs are founded in 
large-scale, but on the other hand they usually disappear 
rapidly as they are in many cases for self-employed. 
SMEs comprise about 80 per cent of enterprises in most 
emerging countries, and as a result they make a large 
contribution to entrepreneurship, gross domestic product 
and employment. Several researchers confirmed that small 
firms have remarkable impacts on supply chain performance 
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as they operate as suppliers, producers, distributors and 
customers. Other researchers stated that SMEs usually act 
as the first and second tier suppliers in the larger companies’ 
supply chain. Therefore, their essential role is obvious in 
contributing to employment and economic growth, so small 
and medium sized companies form the most significant group 
of manufacturing firms (BAYMOUT, 2015). Additionally, in 
spite of the fact that small organizations now have important 
role in global business environment, they still face supply 
chain inefficiency. In this article my main aim is to find out 
how supply chain management (SCM) may contribute to the 
success of SMEs, what parts of supply chain management 
take part mostly in the operations of small enterprises. To 
achieve my main purpose I needed to set up sub-objectives:  
 - summarizing the concept of supply chain management, 

 - collecting the most important characteristics of SMEs  
   compared to large companies,

 - gathering the enablers, barriers to successful supply 
   chain implementation and their effects on SMEs.
My research is based on literature review and personal 
experiences on supply chain management practices. 

In these days business environment and global marketplace 
are characterized by competitiveness where the survival 
and increase of SMEs is not easy. Customers have more 
demands to get high quality products at a lower price, better 
services, wider product range and quick distribution (CHOW 
et. al. 2008; KETCHEN et. al. 2008). In my opinion all 
the above mentioned characteristics determine the day-to-
day operations of small ones that cause many difficulties 
and challenges for them. Additionally, many changes in 
business models create many problems for businesses to 
survive. Lower production cost, delivery of ever-increasing 
customer value, flexibility with superior service and the 
impact of information technology are creating problems for 
organizations to survive (CHANDRA and KUMAR 2000). 
The above mentioned challenges make cross-boundary 
relationships between business partners inevitable. As a result 
of these emerging situations many companies have identified 
the fact that nowadays individual firms are pushed into the 
backgrounds and creating supply chain networks is the base 
of their success (LI et. al. 2005; KOH et. al. 2007; CHOW et. 
al. 2008). Thus companies can no longer effectively compete 
in isolation of their suppliers and other partners in the supply 
chain (LUMMUS and VOKURKA 1999). It has become 
essential to look for partnerships and useful information 
links with trading entities, so it is advisable to stop the 
traditional boundaries of firms. SCM proved to be one of 
the most effective tools to achieve competitive advantage 
(LI et. al. 2005; KETCHEN et. al. 2008). As I see small 
companies compared to large ones manage fewer resources, 
operate fewer processes and activities, and produce less on 
a narrower palette. All these characteristics allow the small 
ones a flat organizational structure thus communication and 
decision-making can be faster and more efficient. Small 
businesses are characterized by close and informal working 
relationships, operation is less formalized, employees’ work 

satisfaction is higher, family atmosphere is more typical. 
These characteristics make possible the SMEs a kind of 
flexibility. Corporate innovation processes are supported 
by this flexibility and as a result of this many new valuable 
ideas are created in small businesses useful for big ones, too. 
In summary the cooperation and interdependence of small 
ones and large companies should be obvious.

Supply chain management is a network consisting of every 
participant included directly or indirectly in the chain. 
The network involves manufacturer, supplier, retailer and 
customer. The whole system includes production and delivery 
of products or services to final customers both in upstream 
and downstream parts (MENTZER et. al. 2001) over physical 
delivery, information flow and budget (STOCK and BOYER 
2009). According to Mentzer and other authors one of the 
purposes of SCM is to develop the long-term performance of 
individual companies and thus the supply chain as a whole 
(MENTZER et. al. 2001). According to another assumption 
supply chain management is a comprehensive approach to 
demand, sourcing, procurement, production and logistics 
process management (CHOW et. al. 2008). As THOO et. al. 
(2012) define: supply chain management is going through a 
kind of revolution (MELNYK et al. 2009) and developing 
rapidly; new SCM concepts include differences in strategies, 
increase in value, development regarding operational 
efficiency, cost reduction (BIDGOLI, 2010), SC union 
and working together, operational greatness and potential 
supply chains (CHOW et. al. 2008). The concept of supply 
chain management has grown fast. To reach the best level 
of performance needed focusing on supplier (LUMMUS 
and VOKURKA, 1999) and customer (LAGROSEN, 2005). 
European small and medium sized companies realized that 
through collaborative relationships they can acquire many 
benefits of integrated supply chain (MUDAMBI et. al. 
2004; MEEHAN and MUIR 2008). Integrated supply chain 
can drive to outstanding modifications in the operation of 
businesses, in their processes, improves services in quality, 
reduces cost and results efficiency (APO, 2002). However, 
many Hungarian SMEs understand the essence of SCM 
but micro and small companies still lack of practicing 
effective SCM concepts. It has many reasons like weak 
supplier network, absence of knowledge on SCM and lack 
of exact management duties. It is obvious that Hungarian 
SMEs, especially micro and small-sized businesses will have 
more difficulties with the implementation of supply chain 
management than big companies. It can be observed during 
the process of managing and responding to the expanded 
system of markets, technologies and suppliers.

Small and medium sized enterprises have strengths and 
weakness as well. Small businesses can be characterized 
by the followings: they are flexible, can make decisions 
quickly, and cooperate with employees. Their weak points 
are the followings: they do not have enough technical 
superiority, infrastructural facility and financial resource 
(DANGAYACH and DESHMUKH 2001). There are three 
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important factors between small and big companies they 
differ from each other: uncertainty, innovation and evolution. 
The advantages of SMEs seem to be behavioural, stressing 
qualitative differentiation and innovation (O’GORMAN, 
2001). Compared to large firms SMEs are characterized 
by having only a few products, a few customers and low 
volume. They lack experiences and learning capacity, they 
are bounded rational, have higher capital and transaction 
costs, have a reactive nature, technologically focused with 
weak marketing skills, have limited resources and high 
strategic reliance on CEO perceptions of market forces and 
generally are more vulnerable (COVIELLO and McAULEY 
1999; O’GORMAN, 2001). So small firms usually do not 
employ SCM, they are managed by the needs of significant 
customers (QUAYLE, 2003), that I can confirm based on 
my experiences spent in the SMEs sector. 

MATERIALS AND METHODS

I used literature review to collect information in connection 
of use of SCM practices regarding small and medium sized 
businesses. Many international books, journals contributed 
to the results of this article. One of the purposes of this 
paper was to explore the utility of SCM for SME sector. 
Important questions focusing in this article: How supply 
chain management can help micro, small and medium sized 
enterprises to enhance business performance and how the 
supply chain management can differ small firms compared 
to big companies? This paper provides a short insight to these 
topics that makes possible further researches. 

RESULTS AND DISCUSSION

According to my first sub-objective, the idea of supply chain 
management regarding SMEs is an approach that supports 
the company to operate in a more agile and cost effective 
method by integrating the processes of different partners at 
all three levels – strategic, tactical, and operational. Even 
though globalization has increased pressure on a few small 
firms to constantly decrease their prices against their quality 
and services, SCM can make better the performance of SMEs 
and enhance their profitability by improving their ability to 
get supplies of the right quality, at the right time, and at the 
most favoured prices (BAYMOUT, 2015). As far as I know 
a comprehensive cooperation between small firms could help 
the operation and the everyday work of the individual ones. 

For SMEs supply chain integration is very difficult. 
It refers to the integration of internal processes with the 
external supply chain network that can be implemented with 
communication, partnerships, alliances and cooperation 
(HANDFIELD and NICHOLS 1999). The most important 
elements of supply chain integration are cooperation, 
collaboration, information sharing, trust, partnerships, shared 
technology and a fundamental shift away from managing 
individual functional processes to managing integrated chains 
of processes (AKKERMANS et. al. 1999). The integration 

of logistic activities with other functional areas can give also 
competitive advantage (GUNASEKARAN and NGAI 2003). 
It can reduce operational costs and improve customer services 
(RICHARDSON, 1995). SCM has positive and negative 
effects on the performance of small firms. On the one hand, 
SCM can contribute to better quality, cost reduction, higher 
customer service, leverage and risk reduction benefits for 
SMEs. On the other hand, SCM exposes smaller companies 
to greater management and control hazards while diminishing 
its private differentiation advantages (AREND and WINSER 
2004).  According to the most important elements of supply 
chain integration, partnership is one of the most significant 
factor in problem solving that can improve supply chain 
partners’ knowledge and learning experience, too. In addition, 
longstanding and effective partnerships between organizations 
require many factors, such as the ability of collaboration in 
terms of culture, procedures, working practices, frequent 
communication, and the need to keep track of technological 
and other developments taking place outside of the relationship. 
Small firms’ alliance and network activity may help the SMEs 
overcome size and resource constraints with better innovation 
and lower costs and uncertainties. Regarding information 
sharing it is one the most critical drivers between partners to 
establish trust. The problem is that many partners do not want 
to share commercially sensitive data (BAYMOUT, 2015). 

As for my second sub-objective regarding the most 
important characteristics of SMEs compared to large 
companies, in general for SME sector is very important to 
give the right product to the right customers at the right 
cost, right time, right quality and right quantity according 
to supply chain management concepts (BASHER, 2010). 
Due to another approach small businesses can differentiate 
their products and services with superior features, like high 
quality and high customer service (PORTER, 1985). There 
are differences in short-term strategic and long-term goals 
of SCM. The short-term goals include reducing cycle time 
and inventory thus increasing productivity, while long-
term goal is to increase profits through market share and 
customer satisfaction (TAN, 2002). A well-functioning SCM  
has many advantages like lower supply chain costs, overall 
productivity, inventory reduction, forecast accuracy, delivery 
performance, fulfilment cycle time and fill rates (MOHANTY 
and DESHMUKH 2005). In contrary to large enterprises, 
SMEs can be characterized by unbalanced structure and less 
management levels thus all the duties and responsibilities are 
centred upon the leader’s hands. All these characteristics make 
SMEs’ organizational culture easier to change (GOUROVA, 
2010), minimize the communication line within and across 
the teams (ARAGON-CORRERA et. al. 2008) and strengthen 
efficient and informal communications (LEVY et. al. 2001). 
On the other hand, according to the SMEs’ organizational 
structure they have the advantage to initiate and implement 
changes easily, so the flat organizational structure of 
small businesses can simplify the changes of supply chain 
management implementation, too. Despite the fact that SMEs 
are facing with complexity and uncertainty, usually they 



92 Vivien Kerekes - János Felföldi

APSTRACT Vol. 14. Number 3-4. 2020. pages 89-96. ISSN 1789-7874

are good at making new things and growth. According to 
a study SMEs have more innovations (twice per employee) 
than have large companies (ACS and AUDRETSCH 1991). 
SMEs are often important partners of big companies due to 
their dynamism. The two mostly dependent industries are 
the FMCG that is called fast moving consumer goods and 
the automobile industry. This feature makes them possible 
to contribute to development in economy. Their smaller size 
makes them possible to be flexible in adapting new ways how 
they carry out their duties and finding out new solutions for 
it. Actually, small firms can solve the problems deriving 
from their size limits with using lots of creativity in their 
products and services through research and development 
(EBRAHIM et. al. 2008). Many small enterprises are ready 
to use new and not tested technologies that is crucial to 
boost dynamic efficiency within SME sector (ADB, 2009). 
In addition, smaller enterprises can adapt quickly to the 
ever-changing market conditions and they are more active 
in their internal operations (LAZARICA, 2009).  SMEs can 
adjust quickly to the demand and market changes with SCM 
implementation.  In general SMEs have fewer customers 
(THAKKAR et. al. 2009). Another way for smaller firms to 
be successful is to create closer and long lasting relationships 
with their customers and then make it more personal (HONG 
and JEONG 2006). SME sector is characterized by a few 
major and stronger customer (PITTAWAY and MORRISSEY 
2004). Also in Hungary small firms try to develop a long-
term relationship with their customers. SMEs often depend 
on their suppliers’ relationship if they have. Small firms have 
problems with resources in terms of raw materials, financial, 
skills, knowledge and technology. So suppliers help to connect 
internal and external capabilities of the smaller firms. As their 
customer relationships are featured by close and long lasting 
contacts, they try to build deep suppliers relationships, too. 
As a result of the deep supplier relationships small firms hope 
they can make stronger and more stable their supply chain and 
reduce supply shortage risk (ELLEGAARD, 2006) and they 
are more prepared to satisfy changing and increasing customer 
needs (FAWCETT et. al. 2008). As I have already mentioned 
the success of SMEs significantly depend on the competency 
and capacity of their owner. The owner has central role within 
the organization, the owner can make important decisions, 
start developments, influence the success or the decline 
of their company. Small firms often operate with limited 
capacities also in management and personal dimensions not 
just in finances and information technology (ANJA et. al. 
2009; DYERSON et. al. 2009). Moreover, small companies 
are greatly influenced by the external changes in economy, 
government, policy, socio-culture and technology (HASHIM, 
2007). All these limits influence the possible application of 
supply chain management. 

JITESH and DESHMUKH (2008) collected some 
characteristics of SMEs and the reasons to choose SCM that 
is introduced in Table 1.

Table 1: Characteristics of SMEs and reasons to choose SCM.

1. Flat structure It is easier to implement and manage change. 
Leaders can decide independently regarding the 
development of supply chain metrics, ways of 
partnerships, performance indicators, and supply 
chain perspectives. The owner possesses the total 
authority to make decisions. There are less ma-
nagement levels and employee who are totally 
committed to the increase of business while 
making changes is not difficult. In case of big 
companies all these facts cannot be said. 

2. Ability to innovate SMEs are able to innovate and develop new 
products and services rapidly that reduces time 
and cost for the total supply chain. Small firms 
are usually engaged by big companies for their 
fundamental business characteristics. That is 
why SMEs use SCM as business strategy.

3. Size and flexibility SMEs are more flexible thanks to their size 
and less number of managerial levels contrary 
to large companies. Because of this small 
organizations can improve the competitiveness 
of the total supply chain.

4. Information system 
and infrastructure

Nowadays many new information technologies 
help small businesses, too. Companies offer 
economical ERP solutions for SMEs in order 
to compete with the big organizations.

5. Low levels of 
organizational 
hierarchy

It is easy to make decisions with increased 
flexibility of change at any stage.

6. CEO involvement 
in operational 
decisions

The top management is committed that is 
inevitable regarding SCM as strategy.

7. Difference between 
actual demand and 
forecast

The use of information technology and collabo-
ration can contribute to better information sharing, 
trust and transparency in the whole system.

8. Frequent changes 
to orders

Good relationship, understanding with customers 
can make planning process easier and more 
transparent that is one of the strength of small 
firms have in contrary to big ones. 

9. Shorter 
manufacturing lead time

Shorter manufacturing lead time

10. High staff 
turnover

Supply chain management make working 
environment and culture better with simplifying 
business functions.

11. Customers’ special 
demands

High degree of flexibility helps the supply chain 
both in effectiveness and efficiency.

Source: JITESH and DESHMUKH 2008

 My third sub-objective is to gather the enablers, barriers to 
successful supply chain implementation and their effects on 
SMEs. Supply chain management can help SMEs in many 
ways, such as: in improving leaderships, strategy, waste 
reduction and procurement. SMEs can focus on collaboration. 
Practising SCM can contribute to the development of 
smaller firms in business strategy and core competence, it 
makes possible for the small firms to utilize their scalable 
competences in a cooperative network with the help of 
partners’ assets. So supply chain management can improve 
the SMEs’ performance in competitive market. 
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Taking into consideration all the facts in connection of 
SME sector, the smaller companies can rely on their strengths 
and accomplish the best from their weaknesses. Successful 
implementation of SCM has many critical factors, such as 
risk (probability of success), method (the approach adopted 
to balance value and risk), and visibility in the whole supply 
chain network. In addition, trust on supply chain partners, 
the involvement of the suppliers, distribution centres and 
other partners, required standards and skills can be the 
enablers of SCM. On the other hand, among barriers of 
SCM implementation the following factors can be mentioned: 
shortage in finance; high level of demand, high intensity 
of competition, shortage of managerial skills, absence of 
frameworks to build alliances among supply chain partners, IT 
is considered as a function and not as part of business strategy, 
lack of integrated information systems, and the shortage of 
tools to measure the effectiveness of a supply chain alliance. 
Moreover, SMEs have other weaknesses like their decreased 
capacity for using modern machineries, less scope for division 
of labour, higher cost per unit of output, incapacity to meet 
uncertainty, unutilized by-products, and poor storage and 
warehousing functions (THAKKAR et. al. 2008). Others 
identified some other barriers: lack of skilled individuals to 
drive supply chain development, lack of power in the supply 
chain, doubts, lack of interest through the supply chain to 
participate, lack of trust among supply chain members, lack 
of knowledge, geographical distance from customers and 
suppliers (MEEHAN and MUIR 2008). In order to adopt 
SCM it is essential to find the balance between strengths and 
weaknesses. Their ability of innovation helps them to balance 
the costs and time constraints (THAKKAR et. al. 2009). As 
smaller companies are operated and owned independently 
changes can be achieved easily. Their flat organizational 
structure and flexibility make SMEs well positioned in 
accepting and implementing changes. On the other hand, 
the norms and the attitude of the owner can have significant 
impacts on SCM strategy.  The good and close relationships 
with the customers and suppliers can contribute to successful 
SCM concepts’ implementation (MEEHAN and MUIR 2008). 
It is obvious that the strengths of SMEs can identify strategic 
challenges and opportunities of SCM in small businesses. 
Additionally, SCM can provide quality and leverage benefits 
for the SMEs. It makes possible some improvements, like 
better customer service, responsiveness, clarify business 
strategy and core competences. SCM practices can help in 
reducing cost, risk, product development cycle time, waste, 
procurement and inventory.  

Referring to my main aim that how supply chain 
management contributes to the success of small firms I 
needed to examine the concept of supply chain management, 
to collect the most important characteristics of SMEs 
compared to large ones and to gather the enablers, barriers 
to successful supply chain implementation and their effects on 
SMEs. To summarize all the above mentioned factors I would 
highlight the fact that a small firm is not a small-sized large 
company. SMEs are totally different with special features. 

Because of their special features small businesses often get in 
disadvantageous situations against the big organizations. But 
on the other hand small firms have such kind of characteristics 
that make them essential for the economy and society at the 
same time. As I see supply chain management is a network 
with many participants involved in the chain. The participants 
can be manufacturer, supplier, retailer and customer, too. 
So the partners can connect to the supply chain directly 
and indirectly, too. As for the small businesses SCM is an 
approach that helps them to operate faster and more effectively 
by integrating the duties of separate partners at different 
levels. For SMEs to be part of a well-organized supply chain 
have positive and negative sides, too. Due to their small size 
and lower position SMEs usually cannot see the whole supply 
chain only a small part of it and thus they are referred to their 
chain partners. On the other SCM can give many potential 
advantages to small businesses. For SMEs collaboration within 
the supply chain may provide an opportunity to share risk that 
can be a good tool to improve their performance. Partnership 
with large, more experienced companies carry the potential 
for organizational learning that can stimulate the operation 
of small ones. Finally, in my opinion collaboration makes it 
easier for the members of the SMEs sector to access certain 
resources that are becoming more and more important today. 
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