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Abstract

Purpose: Although small and medium-sized enterprises (SMEs) play major roles in most
economies in terms of job creation, innovation and contribution to national income, they are often
underrepresented in public procurement markets. This paper explores how dynamic capabilities
theory can improve SME participation in public procurement.

Design/Methodology/Approach: Through a systematic literature review, the paper identifies
common barriers to the effective participation of SMEs in public procurement and explores the
applicability of dynamic capabilities theory in addressing these barriers.

Findings: A theoretical analysis was conducted in order to identify possible relationships between
the factors reported in the literature as barriers to SME participation in public procurement and
different components of the dynamic capabilities of firms (i.e. sensing, seizing, reconfiguring and
learning). Seven key propositions were generated to guide future research.

Practical implications: The paper contributes to the ongoing debate about whether and how SMEs
can leverage their resources and capabilities to develop self-help strategies to improve participation
in public procurement, an area yet underexplored in the literature.

Originality/Value: This is one of the few studies examining the implications of firm-level
capabilities of SME activity in public procurement markets. The findings may be beneficial to SME
managers/owners, particularly regarding firms’ ability to leverage resources and capabilities to
participate effectively in public procurement.

Keywords: Dynamic capabilities, Resource-based theory, SMEs, Public sector procurement

1
©Akenroye, T; Owens J D; Elbaz; J and Durowoju, O A.
British Process Management Journal: DOI 10.1108/BPMJ-10-2019-0447



1. Introduction

Although small and medium-sized enterprises (SMEs) are vital actors in enhancing national
economic growth and development, they are very often underrepresented in public sector markets.
Policymakers and scholars have attempted to address this issue, such as by examining the barriers
facing SMEs in public sector markets (Glover, 2008; Uyarra et al., 2014; Loader, 2013; Pickernell
et al., 2011) and analysing measures and policy actions employed by governments to support SME
participation in public procurement (Flynn and Davis, 2015; Loader, 2018). However, scholars have
paid little attention to the ability of small businesses to develop self-help strategies for creating
competitive advantage in public sector markets (e.g. Loader, 2013; Pickernell et al., 2013).

Previous studies in this area draw on market orientation, entrepreneurial orientation (Reijonen,
Tammi and Saastamoinen, 2016; Tammi, Reijonen and Saastamoinen, 2014) and relational
capability (Flynn and Davis, 2016). However, ways in which SMEs can develop dynamic
capabilities to improve activity in public procurement markets have so far been under-researched
in scholarship. There are at least two possible reasons for the paucity of evidence. Firstly, SMEs
are presumed to be incapable of competing with larger firms on the same terms (Kreiser et al., 2013)
with respect to both size and resources. The second is that the public sector often discourages
researchers from engaging their suppliers as research participants (Flynn and Davis, 2016b), which
in turn can affect the ability to recruit SME suppliers in this market. Concepts and theories from the
broader RBV literature can nevertheless help explain how SMEs can exploit internal resources and
capabilities to address the barriers faced in the public sector markets. This paper addresses this gap
in research.

According to Pisano (2017), the research agenda in this area should be reorganised around the
fundamental strategic challenges/barriers facing firms in discovering and choosing capabilities that
initiate competitive advantage. Consequently, this paper will examine the following research
questions:

. RQ1. What are common barriers to effective participation of SMEs in public
procurement markets?

. RQ2. How can the SMEs build and deploy dynamic capabilities to improve participation
in public procurement?

To address these questions, the paper presents an overview of the dynamic capability theory and
discusses the implications for SMEs to improve participation in public procurement. It conducts a
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systematic review of the literature to identify and analyse the common barriers facing SMEs in
public procurement markets. Next, it presents a theoretical analysis of how dynamic capabilities
can help an SME to address these barriers, resulting in seven propositions. The paper contributes to
the SME-public procurement nexus in a unique way. It seeks to advance theory development by
creating a model that can be used for evaluating the application of DC as the resource-based view
of SMEs in the procurement process. This can increase understanding of the role of internal
resources and capabilities in enhancing SME participation in public procurement. Centrally,
therefore, this paper argues that any debate on SME business competitiveness or success is deficient
should it lack consideration of internal firm factors which can help them to access and compete for
contract opportunities effectively in the public sector.

1.1 SME - Public Procurement Nexus: An overview

The nexus between SMEs and public procurement is gradually becoming a topical issue in academic
and policy circles. This is due to the potential contributions that SMEs can make to a country’s
economy and the multiplier effects on job creation, improvement of living standards and provision
of goods and services (Etuk, Etuk, and Michael, 2014; Ensari and Karabay, 2014). SMEs are
considered the drivers of innovation in most industries (Madrid-Guijarro et al., 2014), and the
government stands to benefit from engaging with them to address some of the complex challenges
facing public services. Furthermore, by engaging SMEs, public organisations can increase supplier
diversity and bring more innovation through procurement (Simionescu and Bica, 2014).

Existing research also acknowledges the importance of public sector contracts to small businesses.
Medina-Arnaiz (2010) argues that SMEs can target the public-sector markets for demand stability
and as a source of predictable income. However, the opportunities that public-sector markets
present to SMEs may be unsustainable because procuring organisations are constrained by limited
financial resources due to austerity and budgetary cuts (Citroni, Lippi and Profeti, 2019; Institute
for Fiscal Studies, 2015). It would therefore be illogical for SMEs to rely on public sector markets
as their sole source of revenue. They may need to explore opportunities in other markets (e.g.
supplying private firms) to earn extra income and secure a continuous stream of revenue.

Furthermore, SMEs have the unique advantage of agility, flexibility and ability to offer customised
services (Hillemane, 2012), which can be a source of competitive advantage when bidding for
public sector contracts. However, despite their significant contribution to economic development,
rates of participation and success in winning public contracts are significantly lower for SMEs than
their larger counterparts (Davis and Brady, 2014). While previous studies have addressed the
barriers facing SMEs in public procurement, they focus more on how government can lower these
barriers and boost participation (e.g. Loader and Norton, 2015; Loader, 2015; Flynn and Davis,
2015; McKevitt and Davis, 2015). This paper offers an alternative perspective on this debate by
exploring how to address the problem of SME underrepresentation in public procurement markets
from the firm dynamic capabilities approach. The section below discusses the key components of
the theory of dynamic capabilities and its implications for improving SME participation in public
procurement.

1.2. Dynamic Capability (DC) theory: Development and critique

The concept of DC was derived from the resource-based view to explain how organisations can

deploy internal resources and capabilities to gain a competitive advantage in a dynamic business

environment. It has been defined as the “firm’s ability to integrate, build, and reconfigure internal
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and external competencies to address rapidly changing environments” (Teece, Pisano and Shuen,
1997, p. 516). Since the term was introduced by Teece, the theory has been extended by Eisenhardt
and Martin (2000) to include strategic routines and repetitive actions through which firms realise
new resource configurations as markets change, develop and expire. Other proponents of DC agree
with Teece’s view, but emphasise the importance of configuration, strategic alignment, networking
and knowledge transfer in helping firms to create a new bundle of resources or transform existing
capabilities (e.g. Helfat et al., 2007; Zahra, Sapienza, and Davidsson, 2006; Borch and Madsen,
2007; Ambrosini and Bowman, 2009).

Nevertheless, Teece (2016, 2018) made a major contribution towards the development of this
specific theory by disaggregating dynamic capabilities into three key micro-foundations: (1)
sensing, which helps an organisation gather and evaluate market information to understand
competitors and customers’ needs; (2) seizing, which provokes the development of new products
or services to help exploit sensed opportunities (Wagner et al., 2017); and (3) reconfiguring, which
involves the ability to maintain competitiveness through enhancing, combining and transforming
the firm’s internal and external resources/assets (Teece, 2012). While these elements of DC have
been widely used in management research (e.g. Pisano, 2017; Sprafke, Externbrink and Wilkens,
2012; Burisch and Wohlgemuth, 2016), the implications for improving SME participation in public
procurement is still an underexplored area in the literature. This paper seeks to advance knowledge
in this area.

Other scholars have added new insights from the field of organisational learning to extend DC
theory (e.g. Hotto et al., 2015; Pedler and Burgoyne, 2017; Easterby-Smith et al., 2006). This brings
to the fore the concept of Learning Orientation (LO), which serves as a source of the dynamic
capabilities of a firm (e.g. Yung-Chul, 2013; He et al., 2018). LO contends that a firm can gain
competitive advantage in the marketplace by demonstrating a strong commitment to learning, open-
mindedness, and a shared vision (Beyene et al., 2016; Sinkula, Baker and Noordewier, 1997,
Calantone et al., 2002). These elements of LO could be important for the development of dynamic
capabilities in SMEs seeking to improve participation in public procurement. For example,
commitment to learning can prompt SMEs lacking public tendering experience to undertake a
relevant training course.

Table 1 shows a summary of the key elements of a firm’s dynamic capabilities cited in the literature.
This paper argues that, through these capabilities, firms (particularly SMEs) can integrate and
reconfigure resources in preparing for and responding to challenges in public sector markets, which
have become increasingly competitive (Graells, 2015) and dynamic (Dawoody, 2012; Leontitsis
and Ladi, S, 2018) due to the non-linear and unpredictable nature of public policies. For example,
there are various barriers facing SMEs in public procurement, such as prejudice and discrimination
based on size, resource constraints, and experience (as previously discussed). These are the riskier
challenges facing organisations because managers cannot easily predict them (Mason, 2007).
Hence, subsequent sections will be dedicated to exploring the applicability of the concept of
dynamic capabilities to barriers facing SMEs in public procurement.

Table 1 (file is attached)

Although DC has become one of the most important theoretical approaches in business and
management research (Schilke et al., 2018), it has several shortcomings. The concept has been
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criticised as ill-defined (Ambrosini & Bowman, 2009), one such example being the lack of clear
models to understand the constituent concepts, the nature of the capabilities (Zott, 2003) and how
they operate to affect competitive advantage (Schreydgg & Kliesch-Eberl, 2007). While the various
debates on DC concepts seem complementary, they do not share a common theoretical foundation
(Peteraf et al., 2013; Burisch and Wohlgemuth, 2016). These critics seem only to frown at
theoretical pluralism around DC, without paying attention to contextual factors that could influence
its practical application.

In fact, DC may have a negative effect on the performance of firms that operate in static
environments (Drnevich and Kriauciunas, 2011), and might not necessarily guarantee the desired
competitive advantage (Winter, 2003) as the only strategic option available for firms in dynamic
environments. Likewise, in a paper titled “Blind spots of dynamic capabilities: A systems-theoretic
perspective”, Burisch and Wohlgemuth (2016) use systems theory to examine key weaknesses of
DC. They posit that it might be difficult for organisations to fully achieve flexible capabilities and
adapt to environments they cannot fully comprehend, given the ever-changing environment in
which businesses operate. This relates to another criticism that the hypothesised relationship
between DC and competitive advantage is inconsistent (Pezeshkan et al., 2016). Regardless of such
criticism, however, scant attention has been paid to the implications for SME participation in public
procurement. To examine the role of DC in this, it is important first to identify common barriers or
challenges to SMEs effectively participation in public tender. This requires a systematic review of
extant literature to identify the common barriers, conducted in the next section.

2. Methodology for Systematic Literature Review

Searches for published articles were conducted using the three most common databases in business
and management studies (Klang, Wallnofer, & Hacklin, 2014; Maier, Meyer and Steinbereithner,
2016): Emerald Journals, ProQuest and Scopus. The initial search process encompasses the main
topic of the study, using terms ‘SMEs’ OR ‘Public procurement’. Given the multidimensional
nature of the research topic (i.e. SME and public sector procurement), the review process
encompasses studies published in academic journals and research produced by government and
policymakers. Although some scholars (e.g. Loon, Otaye-Ebede and Stewart, 2019; Podsakoff,
Mackenzie, Bacharach, and Podsakoff, 2005) have argued that selecting only journal articles would
signify validated knowledge, such restriction can potentially skew evidence and make the focus of
a review process too narrow (MacLure, 2005; Dixon-Woods et al., 2006). Searches continued
progressively within each return set in the databases using the Boolean terms ‘Barriers’ OR
‘Obstacles’ then ‘SME access*’ and ‘tender*ing weaknesses”. Wildcards were also used to widen
the search.

Figure 1 shows the steps taken in the literature search, the screening and selection process. The
articles were screened for relevance and aptness to addressing the study’s objective. For example,
articles were excluded for the following reasons: i) themes involved investigating procurement
practices of SMEs; ii) a focus on procurement activities within private sectors; iii) articles focused
on success factors of SMEs’ supply chain practices; and iv) articles highlighted related concepts
e.g. SME-friendly procurement policies, but with no reference to barriers or challenges of small
suppliers. Furthermore, the inbuilt filters in the databases were used to exclude articles, books and
case studies published earlier than the last decade and restrict the articles to those published in
English. The articles emerging from the process were merged: Emerald had 105 returns, while
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ProQuest and Scopus recorded 51 and 73 respectively. After removing duplicates from the merged
set, abstracts were reviewed to determine further eligibility and relevance of articles. The final
number of articles used in the analysis was 33.

Figure 1. (file attached)

2.1. Data abstraction, coding and synthesis

Cho and Egan (2009) and Garrard (2007) recommend the use of a classification table when
analysing articles emerging from systematic review to aid initial data abstraction. This approach
was adopted to develop a classification matrix that categorises the thirty three papers according to
the following subtitles: author name(s), publication year, study aim, method (data collection
approach, analytic methods), study location and summary of findings (see Appendix Table 1). The
classification matrix made data analysis structured and orderly to reduce bias and human error. The
full text of each article was read carefully to enable inductive coding and synthesis of themes
relating to the barriers facing SMEs in public procurement. The themes were further categorised
into broader groups of barriers to aid discussion of findings.

3. Results

3.1.  Geographical location

As shown in Table 2, most research on SME barriers to public procurement was conducted in
countries within the European Union, particularly the United Kingdom. The fact that the UK
government, over the last decade, actively and consistently pursued various policy measures to
improve SME access to public sector contracts (Loader, 2017) could have increased academic
interest in this field.

Table 2. (file attached)

3.2.  Journals categories

As shown in Table 3, the main categories of journals in which the articles were published are in
relation to public administration, small businesses, entrepreneurship, politics and supply chain
management. This suggests that interdisciplinarity has improved scholarly understanding of the
barriers facing SMEs in public procurement. There is however a need to integrate more effectively
the concept of SME involvement in public procurement in academic debate. Looking at the number
of non-peer reviewed academic articles (i.e. study reports, government inquiry reports and policy
documents), research in this field of study has not developed much into academic publications.

Table 3. (file attached)

3.3.  Classification of the articles according to research methodology

Table 4 shows the distribution of the research methodologies in the selected articles. These can be
classified into six groups: case study, document analysis, survey, interviews, literature review and
mixed methods. Some of the articles (12 out of 33) use survey methodology to examine barriers to
SME participation in public procurement. Others (9 out of 33 articles) leverage secondary data to
examine different areas of study within the field. There is scope for using qualitative methodologies
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such as interviews and case studies to ask more in-depth questions and provide a broad perspective
on the dimensions and impact of barriers to SME participation.

Table 4. (file attached)

3.4.  Findings about barriers to SME participation in public procurement

The articles on this subject have focused on various themes. Loader (2013) has previously classified
barriers into three groups: factors imposed by the public-sector environment, the public
procurement process and SME resource limitations. This classification method was adopted to
provide a much broader categorisation of barriers as external and internal factors causing SMEs to
be underrepresented in public sector markets (see figure 2). For example, what Loader regarded as
factors imposed by the public-sector environment and the public procurement process would
correspond to external factors. Similarly, barriers imposed by SME resource limitations, as
conceptualised by Loader, would correspond to internal factors.

Figure 2. (file attached)

3.4.1. External factors

The external factors can be broken down into two types: barriers originating from the workings of
the public-sector environment and those related to the procurement process (Loader, 2013). One
such barrier is the conflicting priorities of cost savings and support for small businesses. When
faced with similar trade-off decisions, public organisations often lack direction in where efforts
should be focused to reduce SME underrepresentation (Ancarani et al., 2019; Suliantoro, Winarno
and Handayani, 2019; Loader, 2011). The likelihood is that contracts will be awarded to large
suppliers given their ability to produce more cheaply (through economies of scale) than SMEs
(Nicholas and Fruhmann, 2014).

Furthermore, public buyers lack adequate skills to make the contracting process more attractive to
SMEs (Georghiou et al., 2014; OECD, 2013) and often prefer to do business with well-established
larger companies (Loader, 2015). As Pickernell et al., (2013) underline, larger companies are more
likely to access public sector contracts than SMEs that are fresh in the market. Similarly, previous
research (Loader, 2011; Ward and Rhodes, 2014;) suggests that public procurers perceive a risk in
contracting with SMEs, given resource constraints, inadequate human capital and financial
(in)security. These embedded organisational cultures are examples of external barriers imposed by
the public sector environment which are outside the scope of influence/control of SMEs seeking to
participate in public procurement.

As seen in figure 1, the public procurement process can also present external barriers to SME
participation. For example, research has shown that SMEs find it difficult to identify contract
opportunities in public sector markets, (e.g. Cabras, 2011; Loader, 2018). It is also widely
acknowledged (e.g. Akenroye and Aju, 2013a; Flynn, 2016; Loader, 2011; Ringwald et al., 2009)
that the financial requirements of public sector suppliers are too high for SMEs to meet. Associated
with this are notions that public tender specifications are excessively prescriptive and , vague
(Loader, 2015), with disproportionate evaluation criteria (Loader and Norton, 2015; Loader, 2011).
These studies reported that the large size of public sector contracts discourages SMEs from taking
part in the tendering process. The communication gap between public buyers and SMEs has also
been identified as a major barrier to procurement participation (Kidalov, 2015).
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3.4.2. Internal factors

Several internal factors also constitute barriers. First, their small size means that SMEs are subject
to internal resource and capacity constraints such as finance, human capital, IT skills, human
resources, administrative skills and knowledge (Karjalainen and Kemppainen, 2008; Loader, 2013).
This limits their chance of success in public tendering (Temponi and Cui, 2008) because resource-
constrained firms may not have the capacity to deliver public sector contracts, which are
characteristically large or complex. Although governments (e.g. EU countries) have traditionally
instructed public organisations to split large contracts into lots to attract small firms (Glas and ERig,
2018), recent evidence found a large degree of non-compliance with the rule (Flynn and Davis,
2016). Given that contract bundling offers opportunities to get the best deals from a single supplier,
this is perhaps unsurprising.

Furthermore, SMES perceive the procurement process as costly and time-consuming (Loader, 2015;
Flynn, 2016), so there is little time and financial commitment to submit a competitive bidding
proposal. Although the widespread adoption of electronic systems in public organisations (Daou,
Karuranga and Su, 2014; Centre for Economic and Business Research, 2013) is expected to
streamline procurement processes and make bidding more efficient, evidence suggests that SMEs
might lack computing systems or IT skills (Centre for Economic and Business Research and
Gatewit, 2013). In addition, public procurement experts have expressed concerns about the inability
of SMEs to align their service provisions with specific needs of the public sector (Michaelis,
McGuire and Ferguson, 2003). For example, research has shown that SMEs often lack prior
knowledge of tender participation, giving them little time to provide enough information when
submitting tenders (e.g. Flynn, 2016; Loader, 2011, 2005).

While constraints in resources and capabilities are main barriers to SMEs in public sector markets,
these are not insurmountable challenges. Many proponents of the RBV have argued that firms,
particularly SMEs, can effectively respond to business challenges and competitive forces by paying
attention to the pool of valuable, unique and rare resources they possess (e.g. Chandrakumara et al.,
2011; Harreld, O’Reilly and Tushman, 2007; Hakala and Kohtamaki, 2011). This suggests they
could draw on internal resources and capabilities to develop self-help strategies for tackling some
of the internal challenges faced in public procurement, as shown in figure 1. Therefore, SMESs must
possess appropriate resources that can be deployed to overcome barriers to the public procurement
market, which falls within the firm’s sphere of influence. However, resource and capability alone
are insufficient to guarantee competitive advantage. Their configuration, integration and
deployment are also significant. The next section examines how SMEs can take advantage of their
resources and capabilities to address public procurement barriers.

4. Theorising the links between DC and barriers to SME participation in public
procurement

The previous discussion has shown that there are several barriers hindering SMEs from effectively
participating in public procurement. What emerges from an examination of the barriers is that there
are opportunities for improvement based on the dynamic capability perspective. This section
examines possible links between elements of dynamic capabilities (i.e. sensing, seizing,
reconfiguring and learning) and the barriers facing SMEs in public sector markets. From the
discussion, a set of propositions are put forward relating to the applicability of DC for improving
SME participation in public procurement, summarised in Figure 3.
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Figure 3 (file attached)

4.1.Sensing

Sensing consists of ‘“analytical systems to learn and to sense, filter, shape, and calibrate
opportunities” (Teece, 2007). It enables organisations to acquire information that can help anticipate
or better understand customer needs (Wagner et al., 2017). Lack of understanding of specification
requirements has been cited by researchers (e.g. Akenroye and Aju, 2013a; Cabras, 2011) as a key
barrier to SME participation in public procurement. Hence, small firms might need to develop
“sensing” capabilities for collecting information to better understand the requirements of their
public sector clients. One way to achieve this is to communicate more often with public buyers, to
gain a clear understanding of what the needs are, and then put forward a strong bid/proposal.

To mobilise the resources needed to capture sensed opportunities effectively, SMEs should research
their potential competitors, which offers insight into how they can win public contracts. By
evaluating competitors’ success, SMEs can identify weaknesses and opportunities for
improvement, as well as develop resources that will be valuable in catching up with or outcompeting
incumbent suppliers in the public sector markets. This gives rise to the following:

Proposition 1: The greater an SME'’s sensing capabilities, the more able the firm is to
support its bid proposal with necessary information and to meet or exceed key requirements
of the tender specification.

4.2. Seizing

Kindstrom et al. (2013) found that the development of dynamic capabilities depends on a firm’s
ability to make the most of sensed opportunities by innovatively addressing market needs. Other
researchers (e.g. Saunila, 2014; Bayarcelik et al., 2014) have acknowledged the importance of
seizing capabilities for designing business models to satisfy customers. The paper argues that
innovation capability is key to the success of small firms, and critical for seizing opportunities that
exist in a highly competitive market or crowded environment. This can be relevant in the context
of the public procurement market, which is competitive by nature, and because public organisations
are often confronted by multiple complex challenges (Daglio et al., 2014; Bayarcelik et al., 2014).

Identifying suppliers with innovative ideas to help solve these challenges is at the heart of public
policy (OECD, 2017). Correspondingly, one of the unique competences attributed to small firms is
innovation capability (Zawislak et al., 2012), and an ability to offer flexible and specialised services
(Simionescu and Bica, 2014; Trzcielinski, 2016). Therefore, SMEs’ innovation capabilities can be
vital source of competitive advantage when participating in public sector markets. However, to
propose innovative bids that align with the strategic needs of public organisations, SMEs must
communicate frequently and consistently with procurement managers to understand the challenges
they face in delivering public goods. It is therefore proposed that:

Proposition 2: The more an SME can pre-empt innovation challenges in the public sector,
the better the firm’s ability to develop products/services that appeal to the procurement
decision makers.

Furthermore, to exploit new opportunities in the marketplace, a firm must build strategic networks
or alliances (Teece, 2018; Alinaghian, Gregory and Srai, 2015) to add value through combined
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efforts. Similarly, two or more SMEs seeking to win public contracts can form a consortium to
submit a bid. Through such collaborations, they can share/combine resources and capabilities to
address certain barriers imposed by lack of experience or proven track record (Pickernell et al.,
2011; Walker and Preuss, 2008), or lack of financial and or human resources (Karjalainen and
Kemppainen, 2008; Loader, 2013). However, an SME’s ability to build new alliances for seizing
public contract opportunities will depend on the level of relational capital (Holienka et al., 2016)
they possess. This has been referred to as a firm’s willingness and ability to relate with clientele
(Dyer and Singh, 1998). It can be a valuable resource when bidding for public procurement
contracts, particularly with respect to consortium bidding. It is thus proposed that:

Proposition 3: The more an SME engages in network building, the more likely it is to
mobilise additional resources to remedy internal resource restrictions, and the higher its
ability to exploit consortium bidding to increase participation in public procurement.

4.3. Reconfiguring

There is consensus among researchers (e.g. Borch and Madsen, 2007; Teece, 2012; Helfat et al.,
2007; Ambrosini and Bowman, 2009) that resource reconfiguration is the starting point for
developing DC. There are two basic approaches that can be employed to reconfigure a firm’s
resource base to achieve competitive advantage in a dynamic environment (Dothan and Lavie,
2016): exploitative reconfiguration, or a firm’s capacity to combine existing knowledge
components, and exploratory reconfiguration, which combines new knowledge elements.
Reconfiguration can play an important role in addressing the problem of contract size, which
researchers (e.g. Cabras, 2011; Strdmbéck, 2015) have identified as a key barrier to SME
participation in public procurement.

Exploitative reconfiguration can help SMEs to identify areas where organisational resource-mix
can be optimised to better satisfy tender specifications or contract requirements in the public sector.
For example, where public authorities split contract opportunities into smaller lots (Glas and ERig,
2018), SMEs may have to reconfigure scarce resources by allocating more time to the bids that most
closely correspond with their speciality, rather than several lots. However, an SME may need first
to assess its internal resources and capability against the public client’s requirements, in order to
identify the route that offers the best chance of success when bidding for contracts, e.g. determining
whether to bid directly or jointly or to seek subcontracting opportunities. Hence, it is proposed that:

Proposition 4: SMEs possessing higher levels of exploitative reconfiguration capability are
likely to allocate and coordinate internal firm resources to seize contract opportunities,
matching their unique competencies.

4.4. Learning

Learning is a key catalyst of dynamic capabilities (He et al., 2018). It has been described as the
essential investment that a firm makes towards acquiring the right knowledge for improving
business performance (Sinkula et al., 1997). According to Gavin (1993), firms with a strong
commitment to learning will develop a higher learning capability, which promotes the creation,
acquisition and dissemination of knowledge, and in turn helps the firm to achieve competitive
advantage (Slocum et al., 1994). Therefore, this paper argues that the more a firm continuously lays
emphasis on the value of learning, the more likely it is to gain access to the necessary knowledge
and skills to support its operations. This is relevant because lack of tendering skills has been
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identified as an important barrier to SME participation in public procurement (Loader, 2011, 2013).
The role of organisational learning in SME performance and innovation is widely acknowledged in
the literature (e.g. Michna, 2009; Rhee, Park and Lee, 2010; Wang et al., 2015). It is therefore
logical to suggest that, if SMEs are open-minded and place a high value on learning, they may be
able to learn new skills, which can help address knowledge gaps in bid writing. It is therefore
proposed that:

Proposition 5: The more able an SME is to develop a commitment to learning, the better

the firm’s motivation to seek opportunities to address knowledge or skill deficits related to

public sector tendering.

To develop commitment to learning, SMEs may require an open-minded view of the public
procurement process. Open-mindedness is the process through which an organisation starts to erase
prevailing knowledge or mindsets and accepts new realities readily (Beyene et al., 2016; Eshlaghy
and Maatofi, 2011). Likewise, unsuccessful bidders may need to avoid ruminating on past
experiences (negative), which can hinder them from accepting new ideas that are necessary to
business transformation. It is therefore proposed that:

Proposition 6: The more open-minded an SME s, the greater its ability to develop resilience
and coping strategies to handle unsuccessful public tendering outcomes.

Bessant, Kaplinsky and Morris (2003) argue that firms can develop capability through learning
networks that provide access to peer-group support and others’ experiences of responding to
competitive challenges. In this way, firms can recognise dysfunctional practises and prevent
strategic blind spots through collaboration (Teece, Pisano and Shuen, 1997). Social
networking, particularly via online communities, also enables knowledge-sharing activities
between firms which are essential to developing dynamic capabilities (e.g. Charband and
Navimipour, 2016; Helfat and Peteraf, 2015). This presents a potential solution to another
critical barrier facing SMEs: lack of knowledge about public bidding processes and lack of bid
preparation skills.

Learning networks can enable SMEs to bring new strategic resources into the firm from
external sources. This aids them in developing the skills needed to succeed when competing
for public sector contracts. Examples of such network arrangements can be found in regional
groups such as small business cooperative organisations, Chambers of Commerce,
sector/industry associations and other umbrella organisations. These offer a viable opportunity
for members to tap into a diversity of talent, capability and experience, thus acquiring
necessary resource configuration. These arguments lead to the following proposition:

Proposition 7: The more inclined an SME is towards learning networks, the more able the
firm is to access peer support for insight and practical strategies to address the challenges
of public sector contract competition.

5. Directions for Future Research

A research model is proposed in Figure 2 showing the theoretical links between DC and SME
participation in public procurement. It states that the four components of dynamic capabilities (i.e.
sensing, seizing, reconfiguring and learning) are necessary to facilitate SMESs’ bids for contracts in
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the public sector. The set of propositions put forward in this model can be converted into testable
hypotheses to enhance future research into the importance of dynamic capabilities to firm
performance in tendering for public contracts. However, as shown in the model, the proposed
relationships affect SME ability to apply these capabilities in developing strategies for overcoming
certain marketplace barriers. Below are some recommendations for future research in terms of
theoretical, methodological and contextual issues.

4.1 Future directions: Theory

Many of the studies featured in the literature focus on policy measures and interventions designed
by governments (e.g. Loader, 2017; Flynn and Davis, 2015, 2016). Only a few examine the
relationship between internal capabilities, strategic orientations and the participation of SMESs in
public procurement. For example, Reijonen et al. (2016) identify entrepreneurial orientation (i.e.
innovation and proactiveness) as an important firm-specific competence for successful SME
participation in public procurement. Tammi et al. (2014), however, found that SMEs resorting to
market orientation are better positioned to participate actively in bidding for public sector
procurement contracts.

So far, research linking a firm’s resources and capabilities to the successful participation of SMEs
in public procurements is scarce. Previous studies in this area (e.g. Flynn and Davis, 2016; Reijonen
et al., 2016; Tammi et al., 2014) have drawn on relational capability and strategic orientation, but
examined these separately rather than in terms of their combined effect. Future research might
consider how different RBV and capability concepts interact with each other to affect collectively
the performance of SMEs when competing for public sector contracts. There is also a rapidly
growing body of literature evaluating the effectiveness of policy measures to support SMEs in
public procurement (e.g. Kidalov and Snider, 2011; Reis and Cabral, 2015; Stake, 2014). However,
scant critical attention has been paid to the organisational capabilities required to maximise the
benefits of using these policy measures.

SMEs in EU countries, for instance, are expected to come together to submit joint bids for public
contracts (Flynn and Davis, 2015). But evidence also suggests that consortium bidding is not an
attractive route for small firms to conduct business with government (Loader and Norton, 2015).
SMEs may lack motivation to engage in strategic collaboration for reasons such as lack of trust and
complementary skills (Franco and Haase, 2015). This paper argues that the ability of SMEs to
maximise the benefits associated with policy measures may depend on the proportion of relevant
resources and capabilities at their disposal. Future research should therefore explore the reasons for
the disinclination of SMEs to make use of policy measures that can help improve participation in
public procurement.

Investigations into theory-building could illuminate the implications of Intellectual Capital for
addressing barriers to SME participation in public procurement. Key components of Intellectual
Capital are human capital, relational capital and structural capital (Harris, 2000; Jardon and Susana
Martos, 2012). While evidence suggests that these capitals enable a firm to gain a competitive edge
in the marketplace (Steenkamp and Kashyap, 2010), the implications regarding the barriers to SME
participation in public procurement are yet to be addressed. For example, relational capital depicts
the value inherent in relationships between clients, suppliers and other stakeholders (Holienka et
al., 2016), which can also be a valuable resource when bidding for public procurement contracts.
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4.2 Future directions: Methodology

Quantitative methods have been widely used to test hypotheses about relationships between
relational capability, procedural capability, tendering capability and SME participation in public
procurement (e.g. Flynn and Davis, 2016c; Flynn, 2017). Other studies use multivariate analysis to
examine the impact of entrepreneurial orientation and market orientation on SME activity in public
sector tendering (e.g. Reijonen et al., 2016; Tammi et al., 2014, 2016). Some qualitative research
methods, like case study and interviews, have been used (e.g. Loader, 2013, 2015, and 2017) to
analyse the barriers facing SMEs in public procurement. However, a more robust qualitative
technique, like phenomenography, might be more apt to investigating the ways in which SME
managers consider their internal resources, capabilities and strategic orientations as vital sources of
competitive advantage when bidding for public sector contracts. Longitudinal case studies should
also be conducted to examine this phenomenon.

4.3 Future directions: Contexts

Existing studies linking capabilities and strategic orientations with SME activity in public
procurement (e.g. Barney et al., 2001; Reijonen et al., 2016) mostly focus on developed countries.
However, the political, economic, social and legal institutional structures in different countries
might influence SME participation differently. Researchers might therefore compare the impacts of
a firm’s resources and capabilities on the rate of SME participation in public procurement across
different countries or cultures. One should also note that the public sector consists of different
institutions with different organisational cultures, objectives and modes of operation. These
idiosyncratic features influence procurement practices and impact the reported experience of their
SME suppliers.

As Loader and Norton (2015) recommend, “attempts to improve participation and success of SMEs
in the public procurement process should give consideration to developing a distinct, sector-driven,
remedy” because the public-sector is not homogeneous. Despite this, previous studies (e.g. Glover,
2008; Preuss and Walker, 2011) have tended to treat the public sector as a homogenous body. Future
studies could, for example, test whether different types of public sector organisations (e.g.
healthcare, education and housing) influence or moderate firms’ ability to deploy resources and
capabilities when competing for contracts.

6. Conclusion

This paper highlights what existing literature contributes to the nexus between SMEs and public
procurement, with specific emphasis on barriers to participation, and it examines how dynamic
capability concepts can address these barriers. Although prior research brings to fore different
barriers facing SMEs in their efforts to supply the public sector, there are similarities in the
approaches used to categorise the underlying causes of these barriers. To inform future debate, the
barriers identified have been grouped into two broad categories of factors: external and internal.
External factors have their roots in the structure and workings of public procurement activities.
Internal factors relate to the characteristics of SMEs in general, such as resource and capability
constraints, which may limit their participation in public tendering. The applicability of dynamic
capabilities in addressing such barriers have been examined. Seven propositions have been derived
to advance the theoretical understanding of the role of a firm’s internal resources and capabilities
in improving SME participation in public procurement.
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Previous studies (e.g. Loader, 2013; Tammi, Reijonen and Saastamoinen, 2014) have suggested the
need for SMEs to develop self-help strategies to improve their chances of success in public
procurement. This paper extends this argument from the dynamic capabilities perspective to
examine how an SME firm’s resources can be deployed and re-deployed. Such (re)deployments
help develop strategic responses for tackling common barriers to participation in the public
procurement marketplace. A model has been developed to portray the theorised relationships
between different elements of the dynamic capabilities of a firm and the barriers identified. Thus,
this paper contributes to the emerging body of literature emphasising the identification of strategies
that can be adopted by SMEs to advance their participation in public procurement. This research
can serve as useful guidance for SME owners or managers in how to maximise the value of their
limited resources and capabilities in this regard.

Despite its contributions, this paper is based solely on a systematic literature review and theoretical
analysis. Future studies could use meta-analysis to review multiple studies relating to the nexus
between SMEs and public procurement, hence improving methodological rigour. This limitation
can be explained, however. Meta-analysis combines the results of multiple scientific studies, but
the number of studies included in this review is insufficient to perform statistical analysis of
variables or conduct meta-regression or subgroup analyses.
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Figure 1. The systematic review procedure
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Figure 2. Classification of barriers to SME participation in public procurement
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Figure 3. Dynamic capabilities to improve SME participation in public procurement
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Key Capabilities

Table 1. Key element of a firm's dynamic capabilities

Indicators

Sensing

Seizing

Reconfiguring

Learning

The ability to:
e Develop innovative offerings
e Exploit sensed opportunities
e Develop new products/services
e Make better use of resources
through networkin

The ability to:

e Demonstrate a strong
commitment to learning

e Acquire the right knowledge

e Become more open to new ideas

e Source external knowledge via
network building

Authors

Teece (2007)

Wagner et al (2017),

Pisano, (2017)

Alinaghian and Razmdoost (2018)
Gulati et al. (2011)

Easterby-Smith et al, (2006)
Beyene et al (2016)

Yung-Chul (2013)

Eshlaghy and Maatofi (2011)
Hotto et al (2015)

Pedler and Burgoyne (2017)
Alinaghian and Razmdoost (2018)

Table 2. Publications by country/region

Country/region

USA
UK
Uganda
Romania
Nigeria
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Count

16



Multiple: USA and Europe 1
Japan 1

Ireland 3

India 1

Germany 1

Finland 1

Egypt 1

Brazil 1

Table 3. Categories of publications included in the review

Categories of publications included in the review Counts

Operation research 1
Social science
Finance
Purchasing and supply
Politics and governance
Non-academic articles

Small business and entrepreneurship

o O o o1 o1 NN

Public administration and management

Table 4. Articles classified based on methodology

Methods Counts
Case study 2
Document analysis 9
Survey 12
Interview 3
Literature review 2
Mixed methods 5
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Appendix Table 1. The classification matrix for data abstraction

Authors Purpose/aim Method Countr | Findings/Outcomes Journal
y
Akenroye, and | Explored the barriers hinder Mixed methods: Nigeria | ¢ Lack of transparency in tendering Journal of Enterprising
Aju (2013a). SMEs from accessing public document process was identified as the major Culture
sector contracts analysis and barrier
semi-structured
interviews
Akenroyeand | An empirical study to understand | Survey Nigeria | ¢ Four barrier factors were extracted Journal of Entrepreneurship
Aju (2013b). the factor structure of barriers using factor analysis namely; and Innovation Management
facing SMEs in public information obscurity, incapability,
procurement and their impacts ignorance of procedures and arduous
and stringent process
Cabras (2011) | Investing the impact of public Mixed methods; | UK e Barriers include, contract award International Journal of
procurement activity in a local interview and based on lowest prices instead of Public Sector Management
authority in Northern England on | questionnaires value for money; complex
local supply chain procurement process; Long and costly
bidding processes
Flynn and An evaluation of impact of SME- | Survey data from | Ireland | ¢ SME-friendly policy has a significant | Journal of Small Business
Davis (2016). | friendly policy on participation 2755 SME effect on success rates of SMES in and Enterprise Development
and success rates in tendering respondents public tendering but does not impact
on the frequency of participation
Georghiou et | Evaluates how public Survey; of 800 UK e Too much emphasis on price and lack | Technological Forecasting
al (2014) procurement policy influences a public sector of interaction with public bodies are | and Social Change,
firm's innovation capabilities and | suppliers identified as the most significant
performance barriers
Karjalainen Examined the impact of SMEs’ Survey; of 5091 Finland | ¢ Low SME participation is predicted Journal of Purchasing and
and perception of resources on Finish SMEs by perceived lack of resources i.e. Supply Management
Kemppainen participation in public legal expertise and administration
(2008). procurement
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Kidalov (2015) | Examined whether the bundling Document USA Consolidation and bundling of Journal of Public
and merging of public contracts analysis contracts were weighing down overall | Procurement
present challenges for small small business performance.
suppliers
Loader and A sector focused evaluation of the | Interview UK Issues discouraging SMEs from Journal of Purchasing and
Norton (2015) | experiences of small suppliers in participation include reluctance to Supply Management
the UK Heritage public form consortia, disinclination for
procurement environment subcontracting and lack of
demonstrating a track record
Loader Examined the extent to which the | Survey; of 388 UK SMEs are more likely to perform Public Money &
(2011). procurement practices of public public authorities better when contract award decisions | Management
bodies influence SME are based on value-for-money. An
participation in contracting increasing emphasis on cost tends to
process discourage SME participation
Loader (2013) | A critical review of the literature | Literture review | UK Some of the barriers identified twenty | Environment and Planning C:
identifying policies to encourage years ago, still remain. Two broad Government and Policy
SME suppliers in the UK’s public categories of sources of barriers
sector markets. emerged i.e. public sector and Small
business sector Capacity
Loader (2015) | Barriers previously identified in Survey: online UK SMEs perceive the public Journal of Purchasing and
the literature were not discovered procurement process as frustrating Supply Management
from the study, such as contract and biased. The need to act as
size, contract length and supplier subcontractors was identified as a
rationalization concern
Loader (2017). | A critical review of SME-friendly | Document UK SMEs are less aware of the policy Environment and Planning C:
procurement policy adopted by analysis measure available for their benefits Politics and Space
the UK coalition government
between 2010- 2015
Pickernell et al | Key differences between new, Survey; involving | UK New and young firms SMEs are Journal of Small Business
(2013). young and older firms in terms of | 8,000 respondents relying on external networks to and Enterprise Development
firm characteristics and from UK address their resource limitations
performance
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Federation of
Small Businesses

Ringwald et al | A review supplier pre- Survey UK SMEs experience a lot of issues Non-academic article
(2009) qualification practices across ranging from the complexity of the
public sector organisations in public sector procurement process; a
Wales to determine barriers to lack of transparency in the evaluation
engagement with SMEs and feedback process and the use of
non-contract specific risk criteria
Peck and Examines the impact of Document UK Resource requirements are prohibitive
Cabras (2011) | procurement practices of local analysis; Public Policy and
authorities on local economies procurement Administration
spends
Pickernell et al | How the competing agendas in Survey; involving | UK SMEs lack appropriate resources and
(2011) public procurement sectors limit | 8,000 respondents skills to tender effectively Environment and Planning C:
SMEs participation from UK Politics and Space
Federation of
Small Businesses
Preuss (2011) | Examined procurement mangers’ | Case study UK Devolved processes produce Entrepreneurship and
perception on the drivers and approach complexity, confusion, and Regional Development
enablers of procurement from inconsistency
small business sector
Walker and An analysis of opportunities for Case study UK Risk-averse attitudes of public sector | Journal of Cleaner Production
Preuss (2008) | driving sustainable developing approach buyers
through sourcing from SMEs
FreshMinds A study conducted to understand | Mixed methods- | UK Approximately 75% of SMEs hardly | Non-academic article
(2008) ways to increase SMEs survey & or at no time bid for government
participation in public interviews work.
procurement * More than 75% of SMEs believe
that there is limited awareness on
available government contract
opportunities
* Over 50% of SMEs feel that the
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tendering process for government
contracts is time consuming

» There were concerns about the
paper works/formality and unrealistic
timescales requirement from public
sector clients

Risk-averse attitudes of public sector
buyers

Glover (2008) | Exploring how the government Mixed - survey & | UK It was also discovered that SMEs Non-academic article

can benefit from the innovation interviews don’t get detailed feedback about

and better value for money that their performance in previous tender

small suppliers can offer to the contest. The competing policy

public organisations priorities in the public sector was

identified as another major barrier.

Temponi and | The impact of financial status and | Survey; data from | USA Firm’s financial status has no impact | Journal of Small Business
Cui (2008). e-commerce components on a random sample on ability to pursuing contracts, but and Enterprise Development

Hispanic small businesses’ ability | of 206 firms influence rate of contracts secured.

to gain access to government

procurement.
Ward and An assessment of the role small Document UK Evidence of late payment of small Non-academic article
Rhodes (2014) | businesses in the UK economy to | analysis: data firms supplying the public

provide evidence regarding from 380 contract

policies to make it easier for award files

SMEs to access public sector

procurement
Glas and ERig | It tests the assumption is that Document German A higher number of lots in a tender Supply Chain Management:
(2018). SMEs have better chances of analysis y does not significantly increase the An International Journal

winning public contracts when success rate of SMEs

tenders are split into lots
Kidalov and Offers a comparative view of the | Document Multipl SMEs face comparable barriers in Business and Politics
Snider (2011) | use of public procurement as a analysis: e:USA Europe and USA. Few existing

secondary data studies offer understanding regarding
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tool to develop SMEs in USA and

and

the effectiveness of various policy

Europe. Europe approaches to increasing SMEs
participation in public procurement
Davis and An appraisal of the Interviews Ireland Lack of commitment from top European Journal of Social
Brady (2015) | implementation of European management, conflicting political Science Research
Union (EU) policies on inclusion agenda and lower risk taking
of SMEs and innovation in public prosperity
procurement processes in Irish
institutions
Kaspar and Appraise the challenges facing Document Egypt SMEs barriers include: Non-academic article
Puddephatt SMEs when participating in analysis * Lack of clear regulatory framework
(2012) public procurement process from and guidelines open to public scrutiny
a developing country’s and supported by adequate
perspective. enforcement mechanisms
* Poor accessibility
* Inadequate advertising of
opportunities
Konno (2014) | Explored the factors that affect the | Document Japan Financial performance indicators such | Journal of Financial
pulling out of SMEs from public | analysis: as cash flow from operations and Management of Property and
procurement in Japan. secondary data capital and non-financial performance | Construction
like years of experience significantly
affect SME exits
Reis, P. R., & | An evaluation of the impact of Document Brazil SMEs were more likely to have their | Public Money &
Cabral, S. procurement policy interventions | analysis contracts terminated as a result of Management,
(2015) on designed to encourage small poor performance.
and micro businesses
Commonwealt | A review of factors influencing Mixed - survey & | Uganda Insufficient knowledge”, “Lack of Non-academic article
h (2010) SMEs in public procurement in interviews feedback” and a “lack of
Uganda opportunities to meet buyers”
are the most frequently cited barriers
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Mitran (2013). | This paper provides overviews of | Survey Romani « The lack of stability of the Internal Auditing and Risk
the main barriers to entry for a Romanian public procurement Management/Athenaeum
SMEs into the public procurement legislation University of Bucharest,
markets, as well as a series of * The lack of knowledge and skills for
measures designed to support bidding
their access to a greater
proportion.

Grandia and An assessment of the social Literature review | N/A Authorities’ selection criteria tend to | International Journal of

Meehan impact of procurement policy be relatively fixed, and wider policy | Public Sector Management,

(2017). goals increase outcome uncertainty

Patil (2017). Exploring SME procurement Interviews: with | India Barriers related “lack of policy- International Journal of
policy from a developing country | 20 public sector administrative capacity compounded | Public Sector Management,
context. enterprises by the prevalence of “efficiency

syndrome” on the part of procurers”

Flynn (2017) | The purpose was to examine the Survey: analysed | Ireland Frim resources act as enablers for the | Journal of Small Business
association between firm size, using regression number and value of contracts SMEs | and Enterprise Development
resources, capabilities and SME model tender for but capabilities are
participation in public important for winning contracts
procurement.
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