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Abstract 
This paper explores the concept of strategic performance measurement in SMEs. 
To provide some depth and breadth for the investigation the research was 
structured into two phases. The fIrst phase of the research focused on identifying 
whether SMEs develop and use strategic performance measures. A survey of eight 
SMEs, in the south west of England, was undertaken using semi-structured 
interviews. The second phase involved a more in-depth study and was based on 
observing the introduction of a strategic performance measurement system in a 
small company. The results gained to date indicate that SMEs have a good 
understanding of fmancial measurement, and are moving towards customer 
focused measures. However, these measures typically lack strategic alignment and 
many may be questioned in regard of their value for business improvement. The 
observations made during phase two of the research, the development of a new 
strategic performance measurement system in an SME, indicated the potential 
planning and control benefIts from the design process that was utilised. However, 
particular diffIculties were evident in the development and implementation of the 
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performance measurement system. Further research (phase three) is now being 
undertaken to analyse these difficulties. This paper describes the fIrst two phases of 
the work. An introduction is provided which establishes both the relationship of 
this work to existing literature and the context for the study. The key fmdings from 
the work are shown following a description of the research methodology that was 
employed. The paper concludes by summarising the key fmdings and by presenting 
a set of propositions that will be used to extend the research into phase three. 
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1 INTRODUCTION 

This paper describes the initial fmdings of a three year, collaborative research 
project into Performance Measurement in SMEs. The aim of this stage of the 
research has been to identity whether the introduction of a strategic performance 
measurement system can improve planning and control in SMEs. 

The advantages of redesigning traditional performance measurement systems to 
align them with business strategy have been well documented in the literature 
(Eccles, 1991; Ghalayini and Noble, 1996). Various frameworks and tools have 
been developed to facilitate the achievement of a balanced and strategically aligned 
performance measurement system (Lynch and Cross, 1991; Kaplan and Norton, 
1992; Lochamy and Cox, 1994; Neely et aI, 1996). However, much of the work 
that has been undertaken in this area has focused on larger companies. Previous 
research (Greatbanks and Boaden, 1998) suggests that although a large proportion 
of British business is made up of SMEs, few measure performance strategically. 
Therefore, a gap currently exists in this area and to develop it, empirical research is 
required. 

One of the criticisms that has been levelled at many of the strategic performance 
measurement frameworks is that, while they address strategic issues, they do not 
explicitly link the strategic dimension with the operational dimension, making 
successful implementation unlikely (Ghalayini et aI, 1997). However, Neely et al 
(1996) have developed a process for the design of a strategic performance 
measurement system which addresses this strategic/operational linkage through a 
two-phased approach. Phase One of this approach is focused on developing 
strategic measures with Phase Two addressing the development of operational 
measures to action the strategic measures. Although this methodology was 
developed in large companies it has now been applied in SMEs, but with limited 
success. An analysis of the case data resulting from the application of the 
methodology in SMEs has shown that although the design phase of the process was 
well received by the companies, few managed to implement the new system 
effectively (Bourne and Neely, 1998). To extend this work further and to 
investigate whether the introduction of a strategic performance measurement 
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system can improve planning and control in SMEs, the following questions were 
formulated: 
Do SMEs measure performance strategically? 
What are the benefits of strategic performance measurement for SMEs? 
Can the Neely et al (1996) methodology for designing performance measures be 
developed for use in SMEs? 

2 RESEARCH METHODOLOGY 

To effectively address these questions two complimentary research phases were 
designed .. The first phase was developed to address question 1 and aimed to gain a 
broad understanding of the way SMEs currently use performance measures. The 
second phase predominantly focused on questions 2 and 3, and attempted to obtain 
some depth of research through a field study. This field study involved observing 
the practical application of the Neely et al methodology in an SME. 

Phase 1 of the research involved semi-structured interviews with managers from 
8 SMEs. Due to the scarcity of strategic planning in the majority of SMEs, which 
is well documented (Mintzberg et al1998, Cagliano et al1998, Barnes et al1999), 
it was decided to sample companies who had recently undertaken strategic 
improvement programmes. An additional rationale for this approach was to 
identify whether these companies, who may be termed exemplars as far as the 
specific domain is concerned, actually used performance measurement to help 
achieve their strategic objectives. To ensure consistency in the sample, all the 
companies were based in Devon and Cornwall and were primarily manufacturing 
focused. Their sizes ranged from 12 - 240 employees with an average company 
size of 65 employees. 

The interviews were designed to investigate the following broad areas: 
• current performance measures; 
• performance measure development; 
• perceptions of performance measures; 
• change management issues. 
These areas were chosen to fmd out what performance measures the company was 
currently using; whether they were developed strategically, how useful they are 
perceived to be, and what issues would arise if the company were to change the 
system. Each interview was taped and subsequently transcribed. Summaries of the 
transcripts were then produced and were verified by the original interviewees. 
Triangulation was used to validate the summaries by showing them other managers 
in the company. 

The second phase of the research involved a more in-depth field study which 
focused on the design of a strategic performance measurement system using the 
Neely et al (1996) methodology. This phase was designed to help identify the areas 
where SMEs might experience difficulties with the methodology. In addition to 
addressing question 1, it was hoped that this study would provide an answer to 
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question 2, by demonstrating whether there is any benefit in terms of improved 
planning and control in introducing a strategic performance measurement system. 

The field study was undertaken in a manufacturing 5MB based in Devon, with 54 
employees. This was to ensure consistency with the sample that participated in 
Phase 1. The study was carried out over approximately 6 months and focused on 
the observation of a series of facilitated workshops involving all the senior 
managers of the 5MB. In total five workshops were undertaken, the first three 
workshops were aimed at developing a set of strategic objectives for the company, 
with the latter two workshops focused on developing a performance measure for 
each objective. Interviews with each manager who was involved in the process 
were also carried out to identify individual commitment to the project, and the 
perceived importance of having a strategic performance measurement system. 

The inductive nature of both the interviews and the field study advocated 
analysis using a grounded theory approach (Glaser and Strauss 1967). The codes 
and categories developed from each set of data were reviewed with a view to 
integrating similar incidents and properties, and a number of propositions were 
developed from the fmal data sets. 

3 FINDINGS 

Three themes emerged from the semi-structured interviews: current useful 
performance measures; performance measure development; and change 
management (See table 1). These themes were developed by integrating the 
categories from the original coding. The main fmdings were that although all the 
companies had a plethora of fmancial measures, which made up the majority of the 
formal measures used, these were not seen as being directly relevant to the day-to
day running of the business. However, many of the non-fmancial measures, or 
measures which had been developed informally by line managers, were invaluable 
in helping operations run smoothly. 

Table 1 

Themes 

Current useful perform
ance measures 

Performance measure 
development 

Change management 

Main Characteristics 

some formal and fmancial measures 
many informal and non-fmancial measures 
timely and relevant to running the business 

post-problem (to prevent recurrence) 
historical 
responding to external pressures (customer/legislation) 
ad hoc cost reduction 

Consultant led but internally championed 
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Full staff backing for change 
Demonstrable benefits of change 
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In addition, many of the measures were customer oriented and had been developed 
in direct response to problems that affected the customers. Hence the measures that 
were perceived as being most useful included lead times; dispatch reliability, on
time delivery and product quality. The only fmancial measure which was perceived 
as being useful from an operational perspective was product cost analysis, which 
could be used to reduce production costs and offer more competitive quotes to 
customers. 

None of the companies in the sample had attempted to develop their measures 
strategically. Instead, many measures were simply historical ('we have always 
measured this'), or were imposed either by legislation or customer requirements. 
The main reason for the introduction of new measures was to address problems 
that had occurred which, with hindsight, measurement could have prevented. 
Measures developed in this way were viewed as being the most useful, even 
though many were informal. 

It was agreed that there was room for improvement in the current systems for 
measuring performance. The main reason given for this was the fact that many of 
the measures currently in use provided data that was out of date by the time it had 
been collated, and was therefore providing irrelevant information. When the 
managers were asked how they might approach this, the consensus was that 
successful change has to be well thought out and usually consultant led, due to the 
limited resources available internally. However, it was agreed that change 
initiatives would fail unless they were championed internally and received full 
commitment from all of the employees. In addition, to ensure this continued 
commitment, it was also deemed necessary for change to bring about demonstrable 
benefits. 

The two major themes that were analysed in the second phase of the research 
were process issues and benefits of introducing the new system. The main fmdings 
were that the company commitment to the project hinged heavily on the Operations 
Manager. Without the Operations Manager's enthusiasm and commitment the 
completion of the process was doubtful. The facilitator had proposed that only the 
first section of the process, which aimed to develop the strategic level performance 
measures, should be completed through the workshops. This was because it was 
felt that Section Two of the methodology could only be achieved once these 
measures had been implemented and were being used effectively. However, the 
company struggled to complete the first section, and it seems unlikely that this will 
be completed. 

The workshops themselves were very successful. All the managers found the 
identification of a set of strategic objectives a valuable exercise but most struggled 
when they came to developing the actual performance measures for those 
objectives. This seemed to be because each manager was assigned a set of 
objectives for which to develop measures individually, but because of the day-to-
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day issues of running the business, little preparatory thought was given to this 
exercise. 

Despite the difficulties in completing the process, there were benefits gained 
from the development of the new system. The process of analysing the company 
and identifying the strategic objectives were acknowledged by the participants to 
have fostered consensus and focused their efforts. The process was also seen as 
valuable because it identified an effective method for controlling and supporting 
business planning through the use of critical measures to realise strategy. 

4 CONCLUSION 

The literature advocates that strategic performance measurement systems are the 
key to controlling successful business development. However, from this research it 
is clear that SMEs do not currently use performance measurement to achieve their 
strategic objectives. From the results of the interviews, several propositions have 
been developed to explain this: 
• SMEs introduce performance measures only through necessity - i.e. for 

fmancial reports; government legislation; customer requirements; or to 
prevent problem recurrence. 

• SMEs have a range of performance measures, but many of these are irrelevant. 
• Key operational measures are often developed informally and are minimal, but 

very useful. 
• Successful change requires time and effort from the management, which is 

difficult to maintain. 
These propositions attempt to explain why, excluding the smallest company where 
it was felt that total control had been established, all of the companies expressed a 
desire to improve their performance measurement systems. However, even though 
a methodology was used that had been proven in large companies, the observations 
obtained from the field study indicated that the application of the methodology in 
SMEs was problematic. 

This research has demonstrated that although it is not current practice, designing 
a strategically based performance measurement system is useful for SMEs, because 
it enables them to explicitly state the company objectives and facilitates the 
identification of both problem areas and growth potential. This overview enables 
the development of performance measures which have the potential to drive the 
business forward. However, the time and commitment required to develop this new 
system proved difficult to maintain in the study, making it unlikely that the process 
will move from the development of strategic measures to those which will link the 
strategy to operations. At this stage therefore, it cannot be concluded that strategic 
performance measurement improves planning and control in SMEs. There is a need 
for more research in this area to identify the specific characteristics and that are 
required to develop this existing methodology (Neely et al 1996) for successful 
application in SMEs. 
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