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ABSTRACT

The aim of this study is to develop a framework that can be adopted to help improve
the participation of SMEs in public procurement. This research was carried out using
a critical review of the relevant literature, analysis of data from a survey of SME
owners/managers, development of a framework through the constructive research
approach, a preliminary validation process and finally, the modification of the
framework. First, six key policy measures being adopted to facilitate SMEs in public
procurement in the UK were identified from the literature and then evaluated through
a cross-sectional survey amongst SMEs competing for public contracts within National
Health Service (NHS) trusts across the North West of England.

The findings suggest that most SMEs have awareness and a marginally positive
attitude towards policy measures, but evidence from the study also indicates that SME
participation in public procurement is far from improving. Furthermore, the research
discovered some issues and concerns raised by SMEs about the policy measures,
which have been addressed and considered towards the development of the proposed
framework to improve SME participation in public procurement. Therefore, it is
concluded from the findings of this research that, while the policy measures being
implemented in the UK are necessary, they do exhibit some limitation, which makes
them inadequate to effectively address the issues of SMEs under-representation in

public procurement markets.

Consequently, a framework was developed based on data collected from the survey
and findings from the literature review, to provide broader view of the approaches that
might help to improve the participation of SMEs in public procurement. The proposed
framework contends that collective actions from diverse stakeholders such as the
government, public buyers, policy makers, large business and small businesses
themselves, are needed to improve SME participation. Finally, the proposed
framework has been tested (preliminarily) through a focus group discussion and found

to be feasible and useful.

Key words: Public procurement, SME participation, policy support measures,

United Kingdom.
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GLOSSARY OF TERMS

For clarity, the important terms used in this report have been defined:

Key Terms Definitions Source
SMEs Refers to Small and Medium Enterprises FSB (2017)
(SMESs). In the UK context, SMEs are Thomassen et al
businesses with fewer than 250 employees. (2014)
For this study, the UK definition of SME is Loader (2013)
used, because data could be collected only
from SMEs competing for contract
opportunities in public sector organisations in
the UK.
Public sector Consists of governments and all publicly Dube and Danescu
funded organisations, agencies, enterprises, (2011).
and other entities engaged in delivering GoV.UK (n.d)
programs for the public
Public Refers to the process by which public Walker and Preuss
procurement authorities such as government bodies or (2008) European
departments, acquire goods, services or works | Commission (n.d?)
from companies. Walker and Brammer
(2013)
Prier, Schwerin and
McCue (2016)
Policy Described as measures to implement Kochenkova, Grimaldi
government plans or schemes Some scholars | and Munari (2016)
have used the terms policy and measures Moser and MuRRhoff
collectively. (2016) Kochenkova,
Grimaldi and Munari
(2016),
Policy Refers to the various governments’ actions, Preuss and Walker
Measures schemes, and interventions or programmes to | (2011)
address the challenges facing SMEs in public Flynn (2016)
procurement. These include practices Flynn and Davis
implemented by public organisations to (2015)
increase SMEs access to contract Loader (2013)
opportunities and to make it easier for them to
participate in the procurement processes.
SME-friendly used interchangeably with the term “policy Flynn and Davis
policies measures” and “SME-friendly procurement (2015)
policies” Loader (2018)
Approaches Refers to actions or ways to deal with a Cambridge Dictionary
(verb) situation/problem, such as the recommended (n.d.)
approaches to improve SME participation in Garcia-Mireles et al
public procurement - as used in this thesis. (2015)
Cabinet Office | Refers to the corporate headquarters of the UK | Cabinet Office (n.d?)
government, supported by 19 agencies and
public bodies.

1EU definition of public procurement - http://ec.europa.eu/growth/single-
market/public-procurement/index_en.htm
2 Cabinet Office - https://www.gov.uk/government/organisations/cabinet-office

Xi



Impact Means to have an influence on something Cambridge Dictionary
(n.d.3)
Rostek (2015)
Glas and ERig, 2018
Tender Refers to the paperwork accompanying an Cabinet Office (2011)

documentation

invitation to tender.

Laryea (2011)

Tender/Bid denotes a submission made by a potential Europe Economics,
supplier in response to a call for bids by public | (2011).
organisations

Tendering Denotes the number of years a firm has been Tammi et al (2014)

experience/ bidding for public sector contracts. Flynn and Davis

Public (2016a)

tendering Akenroye and Aju

experience (2013a)

NHS National Health Service; a public-sector body | Choices, N. H. S.

providing healthcare services to people living in
the United Kingdom

(2013)

3 Cambridge Dictionary Online -
http://dictionary.cambridge.org/dictionary/english/impact
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CHAPTER 1

1.0. Introduction and statement of problem
This chapter provides the background of the study, statement of problem, research
rationale, research aim, research context and the key terms. Key sections of this

chapter are discussed below.

1.1 Background of the study

In May 2010, a policy articulating the UK government’s intention to increase the value
of public sector contracts to SME suppliers was introduced (Cabinet Office, 2010). The
government set a target of 25% of public sector procurement spending to reach SMEs
by 2015 (Department for Business Innovation and Skills, 2013). In 2014, the Cabinet
Office announced that the target had been exceeded because 27% of public contracts
(by value) were awarded to SMEs (Booth, 2015). Afterwards, a new target was set in
August 2015 to increase government spending with SMEs to 33% by 2020 (National
Audit Office, 2016). The end date of this target has also been revised upward to year
2022 (Home Office, 2018).

However, despite these new targets, government spending (direct and indirect) with
SMEs has been declining. For example, recent data published by the UK government
(Cabinet Office, 2017; Cabinet Office, 2018a) show that public sector spending with
SMEs fell to 24% in 2015/16 and 22.5% in 2016/17, respectively. If this trend persists,
the government will be off-track for 2022 target of public spending with small business
suppliers. Therefore, in consideration of the foregoing, there is a need for further
investigation why government is falling short of its target to increase procurement

spending with SMEs.

The decline in percentage of contracts awarded for two consecutive years suggests
that SMEs are still underrepresentation in the UK's public procurement market. This is
a problem that needs to be addressed because SMEs make a significant contribution
to the UK economic with a combined turnover of £1.8 trillion (Rhodes, 2017). SMEs
also accounted for 47% of all private sector turnovers and contributed more than half



(60%) of all private sector employment in the UK (Federation of Small Businesses,
2017). This is another major rationale for the current study that seeks to examine ways
to further improve SME participation and success in public procurement, because what
the government proposes to spend with small business by 2022 (i.e. 33%), is lower

than their overall contributions to the national economy.

Another prominent issue emerging from the literature is that SMEs face various
barriers which hinder them from participating effectively in public procurement (e.g.
Glover, 2008; Flynn, McDevitt and Davis, 2013; Loader and Norton, 2015; Loader,
2011, 2013; Pickernell et al., 2011). The UK government has adopted a number of
policy measures to address these barriers with the intention of facilitating SME
participation in public procurement, such as:

1. Elimination of Pre-Qualification Questionnaire (PQQ) for smaller contracts
to remove stringent requirements and administrative burdens of public

procurement bidding process.

2. The introduction of prompt payment regulation to speed up payments to
suppliers, ensuring that all contractors are paid within 30days of receipt of

invoice.

3. Division of contracts into smaller lots to attract SME suppliers.

4. Establishment of contracts finder as an online portal dedicated for
advertisements of tender opportunities across the public organisations in the

UK.

5. Regulation directing all public organisations in the UK to accept consortium
bidding from SMEs collaborating with others.

6. The use of subcontracting to link SMEs to contract opportunities in the

public sector



1.2. Problem statement

Despite the publication of the above-mentioned policy measures, the latest available
data shows that SMEs are under-represented in the public procurement markets
(Federation of Small Businesses, 2017; Flynn and Davis, 2016a; Loader, 2018).
Similarly, there has only been limited literature that has evaluated the existing policy
measures to determine their effectiveness in helping SMEs to improve participation in
public procurement. Therefore, an empirical assessment of key policy measures
adopted by the UK government to support SMEs in this respect is necessary to ensure

that they remain relevant and effective.

Furthermore, existing literature (see further details in 2.6.4.1 — 2.6.4.6) appears to
have placed little emphasis on the need for a framework that can be adopted to help
improve SME participation in public procurement, in general. As more and more
studies (e.g. Flynn and Davis, 2016a; Loader, 2013; Tammi, Saastamoinen and
Reijonen, 2014; Reijonen, Tammi and Saastamoinen, 2014) create an awareness of
internal firm factors in addressing the under-representation of SMEs in public
procurement markets, there is a need for a framework to be developed to help public
sector organisations and policy makers to examine their existing SME-friendly

procurement policy and identify areas for improvement.

More recently, researchers (e.g. Glas and ERig, 2018; Loader, 2018) have called for
further academic evaluation of SME-friendly public procurement policies, including the
need to develop better methods of evaluating policy outcomes. Therefore, as the
starting point in highlighting the academic rationale for this present study, a
comprehensive literature review was conducted in Chapter 2 to identify key policy
measures to promote SME participation in public procurement in the UK. Table 1.0
provides a summary of key research gaps in the literature and how the current study
intends to address them through specific research objectives.

1.3. Research aim
The aim of this research is to develop a framework that can help increase SME
participation in public procurement, using the NHS Trusts in North West England as

case study. To examine this aim, the study starts by analysing key policy measures



adopted by UK government to support SMEs in public procurement (a more detailed
discussion of these policy measures is provided in section 2.6.4). The policy measures
were examined to determine whether they were of sufficient importance to SMEs
regarding public procurement participation. It is important for SMEs to share their

viewpoints about these policy measures as the target audience or key beneficiaries.

1.4. Research Questions
This study will address the following research questions in attempting to achieve the

research aim:

1. What policy/measures has the UK Government put in place to promote SME

participation in public procurement markets, which are important?

2. To what extent are SMEs aware of these policy measures? And are there
significant differences between diverse groups of SMEs regarding their level of

awareness?

3. What is the attitude of SMEs towards these policy measures in general? And are
there significant differences between diverse groups of SMEs regarding their
attitudes?

4. What are the issues and limitations in the policy measures currently being
implemented in the UK to promote SME participation in public procurement

markets?

5. What firm’s resources and capabilities can help SMEs improve participation in

public procurement and how?

6. How can SMEs’ under-representation in public procurement markets be more

effectively addressed?



1.5. Research objectives
The following research objectives are formulated so as so to address the research

guestions listed above, for testing the research aim (in section 1.3):

1. To identify and evaluate key policy measures being implemented to support
SMES’ public procurement in the UK.

2. To examine SMEs’ awareness of key policy measures designed to improve
participation in public procurement and to test whether there are significant
differences between SME groups (in relation to firm size, firm age, and tendering
experience) with regards to their awareness level. It is assumed that if SMEs have
good knowledge of the policy measures, they might be able to take advantage of
the associated benefits to be derived by improving participation in public

procurement.

3. To evaluate SMESs’ attitudes towards key policy measures and to determine
whether there are significant differences between SME groups (in relation to firm
size, firm age, and tendering experience). This can help to understand the
perceived ability and potential of the policy measures in helping SMEs to improve

participation in public procurement.

4. To examine key issues and concerns about the policy measures in order to
discover potential opportunities for improvement in SME patrticipation in public

procurement.

5. To examine internal resources and capabilities that serve as a source of
competitive advantage for a firm and to find out whether they can help improve
SME participation in public procurement, together with the policy measures of the

government.

6. To develop and test a framework containing approaches, which could potentially
guide policy makers, public organisations and researchers in identifying areas
where improvements can be made towards SME participation in public

procurement.



Table 1.1 Summary of key research gaps

What are the research gaps?

How the current study
hopes to address the
research gaps

Corresponding
research
objective/Chapter

Several research studies and
government publications (e.g.
Loader and Norton, 2015; Loader,
2015; Loader, 2013; Crossley et
al., 2015; Booth, 2015; Smith,
2015; Ballard, 2015; Stromback,
2015) have identified key policy
measures to promote SME
participation in public procurement
in the UK. However, none of the
studies has examined the level of
awareness and attitudes of SMEs
towards the policy measures.

The present research will
explore SMEs’ awareness and
attitudes towards six key
policy measures

Research objective 2

Research objective 3

Researchers (e.g. Loader and
Norton, 2015; Davis and Brady,
2015; Flynn and Davis, 2015) have
acknowledged that, SME
participation in public procurement
is still low despite policy/measures
being implemented to address this
matter.

Hence, this research will
examine key issues and
concerns about the policy
measures, to determine
whether opportunity for
improvement exists, which
might increase SME
participation in public
procurement.

In addition, the research
seeks to develop and validate
a framework that can provide
guidance for government,
policy makers and public
organisations to identify the
areas for improvement in their
approach to increasing SME
participation in public
procurement

Research objective 4

Research objective 6

According to Flynn and Davis
(2014), existing literature on public
procurement lack theoretical
groundings.

The present research
combined two theories,
namely institutional theory and
resources-based view to
explore how SME under-
representation in public
procurement can be
addressed more effectively.

Research objective 6

1.6. Research context

The UK marketplace for public sector contracts serves as the research context and

SMEs as the research informants. In 2017, there were 5.7 million businesses in the
UK and SMEs accounted for over 99.9% of this population (Rhodes, 2017). Of these




SMEs, 96% are micro-enterprises employing 0-9 employees; 4% are small-
enterprises employing 10-49 employees; and 1% are medium-enterprises employing
50-249 employees. However, given that there is no single database that contains
details of every SME in the UK (Department for Business Innovation and Skills, 2015),
it can be extremely difficult for a researcher to attempt to survey the entire population
of small businesses in the country. This is just as Flynn, McDevitt and Davis (2013)
said previously that it was difficult to determine, a priori, the sample size of SMEs
participating in public procurement.

Therefore, having taken into consideration the above-mentioned limitation and the
ease with which data can be accessed for this study, a cross-sectional study was
conducted in which the research participants were identified by purposive sampling
from lists of firms competing for public contract opportunities within NHS organisations
in North West England (see section 5.5 for further details on the sampling techniques).
The NHS is one of the largest public-sector institutions with substantial purchasing
power in England; it spends over £20 billion every year on procurement of goods,
services and works (Department of Health, 2013. Furthermore, a report published by
Her Majesty’s Treasury shows that about 13.7% of total identifiable expenditure on
health services is spent on activities in NHS organisations/trusts in the North West
(HM Treasury, 2015b). Therefore, data collected in this research comprises of SMEs

competing for contracts in NHS organisations in the North West region of England.

1.7. Potential research contributions

The present study has developed a novel framework that can guide government,
policy makers and public organisations to identify areas for improvement in the current
approach to improving SME participation in public procurement. The framework
presented in Chapter 8 (see figure 8.2) was designed using a constructive research
approach and it recommends different but interrelated pathways through which SME
participation in public procurement might possibly be improved. With these, the
research has potentially contributed to the body of knowledge (see sections 9.4 —9.4.2
of Chapter 9) for further information on the contributions of this research).
Furthermore, the proposed framework presents a broader range of vital factors to

consider when using public procurement as a policy tool to develop the small business



sector, which were rarely acknowledged in previous studies in this area. Tables 8.1 —

8.4 provide detailed overviews of the framework components.

The government has recently set a new target to direct 33% of its procurement
spending to the small business sector by 2020 (National Audit Office, 2016). This
provides an opportunity for implementing novel approaches that have the potential to
improve SME participation in public procurement. As such, the proposed framework,
if implemented, can offer win-win benefits for both small businesses and the
government. The SME sector is widely recognised as a proven route to creating
employment and jobs for the masses. In the UK, SMEs are vital to economic growth
because they account for 47% of turnover and more than half (60%) of all private
sector employment in the UK (FSB, 2017). Equally, the public procurement markets
present opportunities for SMEs to grow revenue and profits by selling to the

government.

Table 1.2 summarises the current research findings and compared them with those

obtained in other studies in the same research area.



Table 1.2 Comparing current research findings with previous studies

Aspects examined
(focus of analysis)

Previous research findings

Present findings

Awareness of policy measures

Based on evidence from literature analysis,
Loader (2018) has revealed a low level of
awareness of the policy measures amongst
the SMEs in the UK.

SMEs do not have good knowledge of
policies designed to support them in public
procurement (Flynn and Davis, 2015)

¢ In the present study, SMEs reported a high

awareness of the six policy measures in the
following proportion: elimination of PQQ for
smaller contracts (60%), prompt payment rule
(67.2%), consortium bidding (81.0%), contracts
finder (77.4%), division of contracts into lots
(77.4%) and subcontracting (82.5%). But they
do not demonstrate practical understanding of
consortium bidding.

SMES’ experience of and
attitudes towards key policy
measures

SMEs in the Heritage sector prefer to sell
directly to public sector than forming a
consortium or acting as subcontractors
(Loader and Norton, 2015); but did not
recognise the underlying causes of the
observed reluctance or lack of enthusiasm
for subcontracting

e The current identified several issues and
concerns that can offer explanation for SMEs’
lack of enthusiasm for subcontracting as well as
consortium bidding

Differences in experience of
and attitudes towards key
policy measures

Firm size was a significant predictor of
SMEs’ experiences of policy measures
(Flynn and Davis, 2015)

e Attitudes towards key policy measures were
slightly positive, but there are no significant
differences after comparing the data from
SMEs grouped according to firm size, age and
tendering experience.

Potential drawbacks and
limitations of key policy
measures

Government policies and actions for
promoting SME participation in public
procurement are ineffective (e.g. Kidalov

¢ Identified some issues about the policy
measures, that can be improved in order to




and Snider, 2011; Reis and Cabral, 2015;
Stake, 2014)

increase SME patrticipation in public
procurement

Impact of SME-friendly policy
measures

Firms’ experience of SME-friendly policy is
not significant in explaining frequency of
tendering (Flynn and Davis, 2016a).

Splitting tender into multiple lots does not
significantly increase SMESs’ success rate in
public procurement (Glas and ERig, 2018)

The slightly positive attitudes expressed by
SMEs about key policy measures; seem not to
be reflected in their frequency of participation in
public procurement.

The current study identified several issues and
concerns, which can help explain why SMEs’
success rate in public procurement is not
improved despite the division of tenders into
lots.

Implementation of key policy
measures

Flynn and Davis (2015, 2016a) highlighted
the policy-practice gaps of SME-friendly
procurement policy - implementation is
more "rhetoric" than reality

Lack of implementation and enforcement of
government’s policy to support SME in public
procurement, combined with nhon-compliance
by public buyers.

Rate of participation in public
procurement

Firm size was a significant predictor of SME
success rate in public procurement (Flynn,
McDevitt and Davis, 2013)

SME underrepresentation in public
procurement becomes more pronounced
amongst the micro-sized businesses (i.e. firms
with less than 10 employees and an annual
turnover below £2 million).

Techniques to improve SME
participation rate

SMEs must develop self-help actions to
improve participation in public tendering
(Loader, 2013), in addition to the existing
policy support by government.

Promoting SME patrticipation in public
procurement should be a shared responsibility
between government, public organisations,
SMEs, prime contractors on public sector jobs,
and other relevant stakeholders such as
organisations that support small businesses

10




1.8. Thesis structure
This thesis is prepared and presented in nine chapters. The contents of each chapter

in this thesis are shown below:

= Chapter 1 — Details the background to the study, problem of statement, research
rationale, research aim, research context and an overview of research

contributions.

= Chapter 2 — Presents a critical and comprehensive literature review of studies
linking public procurement with SMEs and discussions of factors that influence

SME participation in public procurement.

= Chapter 3 — Explains the research methodology, philosophical assumptions
underpinning this study, the methods used for data collection and analysis as well

as the framework development process.

= Chapter 4 — Details the theoretical lenses that are relevant to the research problem
and provides the basis for the researcher to analyse and interpret the key research
findings so that they make sense.

= Chapter 5 - This chapter details the issues that were considered for the design
and implementation of the survey.

= Chapter 6 — Presents the quantitative findings from the survey conducted.

= Chapter 7- Presents the qualitative findings from the survey conducted and

identified problem areas about the SME-friendly procurement policy measures.

11



= Chapter 8 — This chapter suggests recommendations for addressing the key
issues identified in Chapters 6 and 7 with a view towards the framework
development to improve SME participation in public procurement markets. The

chapter also details the framework validation process.

= Chapter 9- Covers the discussions and conclusions for the whole study by linking
the research findings with the research objectives. This chapter also presents the
contributions and limitations of the study, in addition to recommendations for future

research.

1.9. Chapter summary

This chapter sets the background of the study and presented the research aim,
research questions and corresponding objectives, which are aligned with the existing
gaps in the literature. The chapter also presents the rationale for the research by
indicating the need to develop a framework to improve SME participation in public
procurement. The significance of the study was discussed to signpost the potential
contributions of the research. Furthermore, the chapter has briefly summarised key
research findings in table (1) and compared with previous findings. Finally, a
description of the thesis contents is presented outlining the issues covered within the

chapters.
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CHAPTER 2

2.0 Literature review

2.1 Introduction

The purpose of literature review is to appraise report of studies found in the literature
about the topic under investigation, and to identify the gaps in the body of knowledge
(Jesson et al., 2011). In this study, the literature review section appraises the current
body of research about SMES’ participation in public procurement. The research
explores the nexus between SME, public procurement and the policy measures

adopted by the government to support SMESs in public procurement.

2.2  The literature review techniques
There are two common approaches for conducting a literature review (Aveyard, 2014,
Booth et al., 2016):

1. Traditional literature review: - The traditional method of literature review allows
the researcher to search for publications in specific sources of interest, although
this is a flexible approach and it is reported in a narrative way.

2. Systematic literature review: - A systematic review is methodological in nature
as it enables the researcher to collate available evidence and present them in a
structured manner (Booth et al., 2016). This approach brings a degree of

thoroughness to the literature review process.

The literature review for this study applied the traditional review technique because
key aspects of the research focus on public procurement and policy measures
targeted at supporting SMEs. This enabled the researcher to source publications on
SMEs and public procurement in policy documents, study reports, government
publications and peer-reviewed journals. Therefore, while a systematic review might
be a robust way to locate relevant studies published in academic journals (Gough and

Elbourne, 2002), it is considered less suitable for identifying ‘grey literature’ (Curran et
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al., 2007) that exclusively publish government reports and policy documents, which

are pertinent to the present study.

Accordingly, the researcher commences by searching for articles relevant to the study
topic or subject areas, such as SMEs and public procurement policies by the UK
government, public institutions, the European Commission and other national
governments of countries governed by the EU public procurement regulations.
Furthermore, the literature search explored theoretical and empirical research articles,
which were published in respectable scholarly journals relevant to the research topic.
The following databases were searched to gain access to relevant articles held in
academic journals: Business Source Complete (EBSCO), ProQuest, Emerald
Journals, Science Direct, Gartner Core Research, Scopus, Web of Science and
PsycINFO. The articles included in the review increased rapidly as the researcher

used one study to find concurrent or prior published studies.

2.3  Definition of concepts

It is important for a researcher to define the concepts used in an academic
investigation to help the reader to understand the concepts and how they have been
used in the study. This also enables the researcher to clearly communicate their
thoughts about the research topic (Flynn, 2016). In this present study, definition of
concepts is important because the research cuts across the boundaries of four

separate but related themes/concepts:

Policy measures

Procurement

Public sector procurement

SMEs

In addition, concepts might have country or context specific meanings (Heclo, 1972).

Therefore, it is important to identify key concepts of the research and define them
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clearly. Otherwise, the lack of clarity in the use of concepts may bring about ambiguous
and vague expressions. Sections 2.3.1 — 2.3.3, below, provide a detailed discussion

of the above listed concepts.

2.3.1 Defining policy measures

The Business Dictionary defines policy as “the declared objectives that a government
or party seeks to achieve and preserve in the interest of national community™. From
a public sector’s perspective, policy could mean actions of the government to achieve
certain economic or social objectives such as interventions to increase taxes, reduce
inflation, increase international trade for economic growth purposes and employment
opportunities (Kochenkova, Grimaldi and Munari, 2016; Colebatch, 2002). The terms
policy and measures can be used collectively (e.g. Moser and Muf3hoff, 2016;
Kochenkova, Grimaldi and Munari, 2016) or interchangeably (Hao et al., 2016; Heclo,
1972) to denote a course of action or plan that can help the government to manifest
intentions with some specific outcomes. These include regulatory actions to facilitate
redistribution of income and wealth creation (Plosila, 2004), similar to those being
implemented to increase SME share of public procurement spending.

Although the above definitions provide a generic view of what policy is about, they are
inadequate to explain government actions to improve participation in public
procurement in the UK. For instance, the policies being investigated in this study are
not mere set of measures designed by the government (Flynn, 2016), but they are
backed by a directive under the UK law to highlight what changes should be made to
procurement practices to ensure increased participation of SMEs. Furthermore, the
meaning of policy in this study needs to go beyond merely talking about government’s
intention to increase spending with small businesses. It includes the codes of practice
or initiatives designed to tackle the barriers facing SMEs in public procurement
(Loader, 2013, 2018). Therefore, to provide a broader perspective of the concept
under investigation in this study, the terms policy and measures will be used

collectively.

4 Business Dictionary: definition of policy.
http://www.businessdictionary.com/definition/policy.html
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2.3.2 What is procurement?

Historically, procurement and purchasing were used interchangeably for depicting the
process of securing goods, services and works and it involved interactions between
suppliers and buyers (Weele, 2000). It has been posited that the nature of
organisational procurement involves a “decision-making process during which
organizations manifest the need for products and services, to be purchased, identify
possible goods and suppliers and then make a choice out of them” (Kotler, 2004: 51).
There is general agreement among researchers that procurement consists of a three-
stage process namely, pre-tendering preparation, procurement phase and contract
negotiation plus awards (Kusi et al., 2014; Patras, 2016). Each of the three stages is

characterised by actions that provides avenue for improving SME participation.

The first stage (i.e. pre-tendering preparation) includes approaches by which an
organisation establishes its business requirements. This include exploring the options
for securing such needs as well as the creation of a project team that decides on the
tendering activities. The pre-tendering stage offer some opportunities for maximising
the UK policy measures to improve SME patrticipation in public procurement. This is
perhaps the stage that public buyers can start to think about increasing SME access
to contract information by advertising tender opportunities on the contracts finder as
directed by the UK’s Public Contracts Regulations (2015). Similarly, the decision to
eliminate the use of PQQs for small value contacts can be made at the pre-tendering

stage to help improve SME ability to meet the specification requirements.

In the second phase of the procurement process, suppliers are invited to express
interest in contract opportunities and then a shortlist is drawn up for bid submissions,
which are then evaluated to decide on the preferred bidder (Kusi et al., 2014). There
are some policy measures which are pertinent in this phase such as the requirement
for dividing contracts into small lots to attract SMEs, subcontracting and
consortium biding that allow SMEs to come together to meet the essential criteria
for shortlisting suppliers. However, what previous research (Smith and Hobbs, 2001,
Loader, 2018; Flynn and Davis, 2016) appear to have overlooked is the public
organisations might not be implementing these measures due to administrative
inconvenient. For example, managing more than one supplier on a single contract, in

the case of consortium biding, might be time consuming and complicated. This
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provides another rational for examining the potential drawbacks of the SME-friendly

policies in the UK.

The third phase of the procurement process involves negotiation with the preferred
supplier, which then leads to contract award. This is an important stage that can
present a challenge to SMEs if the payments periods to suppliers are too long. Hence,
the prompt payment policy (Cabinet Office, 2013) becomes pertinent for improving
SME participation in procurement. In addition, every public organisation in the UK have
the obligation to publish award information on Contracts Finder once a contract has
been awarded. Ignoring this obligation can have consequences for complying with the
EU transparency directive (Europe Economics, 2011) and promoting SME
participation in public procurement process. For example, SMEs might want to keep
track of the newly awarded contract so that they do not miss out when it is due for re-
tendering. This links to another issue that this study seeks to investigate by evaluating

the policy measures from SME perspectives.

Although, the discussions above show the link between key stages of procurement
process and key policy measures, it is important to note that the current study focuses
on SMEs participation in procurement within the public sector. Therefore, ensuring that
public organisations make the most of the policy measure for improving SMEs
participation in procurement process in critical for testing the aim of this study. The
gualitative finding reported in subsequent Chapters 7 and 8 can help to address this
issue. In the meantime, the below sections (2.3.2.1) pay attention to defining

procurement from the public-sector context.

2.3.2.1 Public procurement

Before discussing public procurement, it is important to define what the public sector
is. Essentially, the public sector consists of governments and all publicly funded
organisations, agencies, enterprises and other entities engaged in delivering
programmes for the public (Dube and Danescu, 2011). In the UK, the public sector
includes 11 public corporations, 22 non-ministerial departments, 24 ministerial

departments, 75 high profile groups, 372 agencies and other public bodies as well as

17



the 3 devolved administrations of The Scottish Government, Welsh Government and

Northern Ireland Executive®.

The UK government spends about £242 billion each year on goods and services
(Lang, 2018), which presents opportunities for SMEs to sell to the public-sector
organisations. Yet, there has been a significant under-representation of small
businesses in the public-sector supply chain (Loader, 2013; Flynn and Davis, 2015),
this again, necessitated the adoption of some policy measures that are being
investigated in this thesis. Therefore, to explore better ways of improving SME
participation in public procurement markets, it is important to understand the different
definitions and interpretations that may exist regarding public procurement as a

concept.

Public procurement is a relatively new concept in academic research (Flynn, 2016)
and there is some ambiguity about its exact meaning (Prier, McCue and Behara, 2010;
Edquist and Hommen, 2000) because different definitions of public procurement have
emerged over time. For example, Uyarra and Flanagan (2010) defined public
procurement as the buying of goods and services by government or public-sector
organisations. However, this definition is lacking in scope as its only describes
procurement in terms of what is bought or acquired by a public organisation; there is
not reference to the process of buying. The definition provided by Walker and
Brammer (2009) seems to address this point as they describe public procurement as
‘how public-sector organisations spend taxpayers’ money on goods and services”
(p129). Yet, with such a definition, there is no clarity on what constitute the process of
buying in the public sector as opposed to private firms (Prier Schwerin and McCue,
2016).

Unlike the definitions provided in the academic literature, national governments,
regional institutions and governing bodies have revealed the key aspects of the public
procurement process (e.g. Asian Development Bank, 2011; European Commission,

2014a). For example, the Asian Development Bank enumerates the conditions for

SUK Public Sector: https://www.gov.uk/government/organisations
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describing public procurement practice as; ability to identify the need for procurement,
initiating a competitive bidding process that leads to contract award to the supplier with
best offer and developing contractual terms that show cost of services/goods and
timeline for delivery. Although the above definition takes a broader perspective and
offers a more explicit description that recognises key stages of procurement cycle, it
does emphasise the role law or regulations, which limits its range of relevance when
discussing the policy measures that government use to increase SME patrticipation in

public procurement.

Furthermore, European Commission (2014a) describes public procurement as the
process (including prescribed measures) through which public organisations in all
member countries, including the UK, procure goods, services and works to achieve
economic, environmental and social policy outcomes. While this definition is of more
relevance to the present study as it touches on the obligations of public organisations
about using procurement to achieve socio-economic goal, such as the engaging more
with SME suppliers, it missed out in respect of the key stages highlighted by other
scholars (e.g. Patras, 2016; Kusi et al., 2014; Kotler, 2004), as previously mentioned.

Considering the foregoing, this study will combinedthe separate elements of the
different definitions reviewed above (Asian Development Bank, 2011; European
Commission, 2014; Kusi et al., 2014; Prier, Schwerin and McCue, 2016), to provide a
more comprehensive explanation of public procurement as the process executed by
government departments, agencies and public bodies to acquire goods, works
and services that are aimed at achieving budgetary goals, desired policy
outcomes or definite obligations, in line with prescribed procedures and

principles. This definition encompasses three aspects of public procurement:

1. The first aspect of the definition relates to where public procurement is being
conducted. The authorities designated to conduct public procurement are often
referred to as public sector organisations, which are instituted to run various
governmental services. The directives and regulations guiding public procurement

may differ across countries and regions. It is therefore, important for organisations,
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which are categorised as public-sector bodies to understand and have access to

the policies and laws regarding procurement in their countries®.

2. The second aspect relates to the purposes and expected outcomes of the public
procurement process. In addition to ensuring accountability in public expenditure,
procurement is used as an instrument to achieve the social, environmental,
economic and political purposes of the government (Walker and Brammer, 2013;
Walker and Brammer, 2012; Arrowsmith, 2010).

3. The third aspect of the definition highlights the importance of a code of practice for
the procurement process. Public procurement is usually regulated by laws and
policies which specify the techniques and processes to be followed when

purchasing goods and services (Murray, 2007).

Notwithstanding all that has been said about the definitions of public procurement,
emphasis should be placed upon the laws and principles guiding its practices. This is
important because the policy measures under investigation are to be implemented by
public organisations in the UK for the benefits of SMEs while complying with the set
rules and principles (Arrowsmith, 2010). Therefore, the next sections (2.3.2.2 -
2.3.2.10) will examine how key principles of public procurement can influence SME

participation in the process.

2.3.2.2 Key principles of public procurement

The nature of procurement in public sector is essentially built on four key principles,
namely non-discrimination, equality, transparency and proportionality (Lundberg et al.,
2014). In addition to the above, other common principles of public procurement were
identified in the literature (i.e. Jeppesen, 2010; Nicholls and Creegan, 2010; Sanchez-
Graells, 2010), such as value for money, competition and efficiency, which are the

seven principles which are discussed below:

® Public procurement policy: as a buyer or commissioner of supplies, services and works for
the public sector you need to understand and be able to readily access the regulations and
policies relating to procurement.https://www.gov.uk/guidance/public-sector-procurement-

policy
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Principles of equality
Principles of accountability,
Principles of transparency,
Principles of value for money,
Principles of proportionality,

Principles of competition

N o g M wDbd e

Principles of efficiency

2.3.2.3 Principles of equality

The principles of equality require that public organisations conduct procurement
process in a fair, just and non-discriminating manner. This is considered as one of
the core regulatory and legal objectives of public organisations because it ensures
equality of opportunity. However, equality is open to different meanings as it has no
singular definition (Dworkin, 2018; Arnaud, 2001). For example, equality has been
defined as “the condition of having equal dignity, rank, ability, achievement, or
privileges with others; the fact of being on an equal footing” (Murray 1961 et al: 253).
However, Murray’s definition does not show the scope of applications of equality in
practical terms, unlike Miller (2002) who proposed four dimensions for distinguishing
this concept as: equality of condition; ontological equality; equality of outcome and
equality of opportunity, particularly as it relates to the provision of even playing field
for SMEs and large suppliers who compete for public contracts.

Therefore, for this study, equality of opportunity could mean actions by public
organisations and policy makers to remove any kind of discrimination against
suppliers in the public procurement process. This concept has also been referred to
as equal treatment and is now a generic principle in procurement practices across
different jurisdictions (Flynn, 2016). For example, the UK procurement regulations
(2015) seeks to avoid the appearance of bias in favour of firms (irrespective of size),
that bid for public contracts. However, it would be unrealistic to expect SMEs with
limited resources and capabilities to compete on equal terms with large firm. That is
why emphasis on the concept of equal treatment would be insufficient to achieving

optimal outcomes in terms of improve SME competitiveness in public procurement.
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Alternatively, equity is an alternative consideration for addressing the
underrepresentation of SMESs in public procurement markets. Although this concept
has been used equity used interchangeably with equality, they each have different
meanings. Equity is common in conflict resolution situations and related to objectivity
and justice, whereas equality, on the other hand, is connected to the common view
that all the parties involved in a relationship/transaction must be given the same
treatment (Arnesson, 2001). Notwithstanding the distinction, for the purpose of this
study, the concept of equity would seem more favourable consideration than equality
given the points mentioned above. This will be an important taken into account
towards recommending approaches for improving SME participation in public

procurement

Public sector organisations will need to adopt a system of procurement in which
SMEs are treated fairly, not just equally like other large firms that bid for contracts.
This is because, small firms do not have the same resources and capabilities like
larger firms and might need to be given additional support to be successful in public
procurement (Rostek, 2015). Although, it has been argued that the absence of both
equity and equality can increase anti-social conducts (Van de Bos and Lind, 2002),
but equity is likely to increase the changes of SMEs to be treated fairly when bidding

for public contracts.

2.3.2.4 Principles of accountability

According to Armstrong (2005), accountability is a norm in public services because
employees in government institutions are expected to make themselves available for
public scrutiny as at when needed, in addition to taking responsibility for their actions
when in office and afterwards. Jeppesen (2010) extends the definition of accountability
beyond the point of view of taking responsibility for each decision and action that public
officers take. The author argues that organisations are not only required to be held
responsible for how much they spend, but through what medium or process the
spending occur. This definition applies to the context of public procurement; a process
through which the government spends a significant amount of money to acquire goods

and services and other utilities for public use, annually.

22



It is therefore not surprising that accountability has become a common concept in
public procurement practice, particularly as part of anti-corruption efforts of the
governments (Flynn 2016; Schooner et al., 2008). Beyond just holding public officers
responsible, the principles of accountability can help in driving improvements in SME
participation in public procurement. For example, the UK government’s transparency
and accountability agenda (Preuss and Walker, 2011; Public Contracts Regulations,
2015) can be used as a lever for promoting compliance (by public organisations) with
the policy measures under investigation. Therefore, recommendations will be made in
this thesis on how public managers can held accountable for compliance with policy

measures to help facilitate the participation of SMEs.

Furthermore, accountability increases when there is a governance tool that gather and
integrates the views of multiple stakeholders in procurement decision making process
(UNDP, 2010). This suggests the need for involving and attending to the concerns of
all stakeholders (e.g. public buyers, policy makers, SME managers) in establishing a
much more collective and inclusive approach for improving SME participation in public
procurement. Perhaps, such multi-stakeholder engagement approach can be used to
identify a more robust compliance process to track nonconforming behaviour of policy
implementation, and sanction offenders appropriately (Beth, 2005), particularly with
regards to engaging more with SME suppliers.

2.3.2.5 Principles of transparency

Transparency is a key principle of public practice because it permits citizens to access
information about existing laws and regulations, which explains how they are being
governed (Midwinter and McGarvey, 2001). Although this definition identifies a key
issue about the concept of transparency for instance access to information, but it has
limitations. For example, it does not consider information quality, timeliness and
accuracy, which was highlighted by Armstrong (2005) who describes transparency
beyond the common attributes of information access. In Armstrong’s view
transparency is effective when individuals and organisations can seek accurate
information from the public sector and get response in a timely manner. With regards
to the present study, it is important for UK’s public organisations to ensure that

information about public contract opportunities are timely and accurate on the
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contracts finder so that SME can be able to identify tender opportunities more

effectively.

Furthermore, transparency is one of the core guiding principles on which the United
Kingdom base her public procurement policy (HM Treasury, 2015a) for ensuring that
contract information and documentation are made available to potential suppliers, and
this in addition facilitates audit trail and the accountability process (UNDP, 2010). This
is relevant to this study is various aspects such as in the advertisement of contract
opportunities, disclosing the tender evaluation criteria to all prospective bidders and
publishing the justification for contract award. It is believed that when a procuring
organisation does all the above-mentioned actions, the possibility of corruption can be
limited (OECD, 2007). Hence, transparency is important for ensuing easy access to
contract information, which can be a challenging task for SMEs with limited resources

and time constraints (Rostek, 2015).

Therefore, new approaches to improve transparency would be considered as part of
the framework development to improve SMEs patrticipation in procurement. This can
help is simplifying the process of searching for and finding contracts. Likewise, there
is a connection between transparency and accountability in procurement, and the
implication of this on promoting the integrity in public procurement has been
acknowledged (OECD, 2007). For example, where there is transparency, regulators
can access data for evaluating the performance of public buyers (OECD, 2006). This
could help to promote policy compliance or for detecting irregularities in implementing
measures designed to facilitate SME participation in public procurement in the UK.

2.3.2.6 Principle of value for money

Value for Money (VFM) has been described as a concept that helps public
organisations spend budgets efficiently by using limited resources more productively
(Gershon 2004), by basing purchasing decision not only on minimum price of
goods/services but also on the maximum efficiency and effectiveness of the purchase.
Brammer and Walker (2011:457) made argument for an expanded definition of VFM
and defined it as “optimum combination of whole life cost and quality (fitness for

purpose) to meet the customer’s requirement”. Linking this to SME participation in
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procurement, public contracts should not be awarded based on lowest price (Loader,
2013; Glover, 2008) to make it more attractive to small businesses who might lack the

economies of scale to compete with larger firms (Rostek, 2015).

To address this issue, public organisations might need to be more flexible with the
criteria for supplier selection (Dimitri, 2013). This can be achieved through a multiple—
criteria decision making system that highlights areas where SMEs are more prone to
have competitive advantages over large firms such as in services responsiveness,
agility and quality (Simionescu and Bica, 2014; Trzcielinski, 2016). Therefore, this
thesis will argue that public organisations can achieve better value for money in
procurement process in addition to encourage SME participations by shifting focus
from using price as key factor for contract award decisions, to placing emphasis on

supplier’'s adaptability, speed, and innovativeness.

2.3.2.7 Principle of proportionality

The principle of proportionality is commonly used in the field of Law to describe the
notion that penalty for an offence should be in the same ratio to the severity of the
offence itself. The European Court of Justice (ECJ) defined proportionality as “one of
the general principles of [EU] law” which “requires that measures implemented through
[EU] provisions should be appropriate for attaining the objective pursued and must not
go beyond what is necessary to achieve it”’. However, proportionality in practical
terms can be nebulous and confusing, depending on the context in which it applies
(Nurmi, 2014). For example, proportionality in the context of public procurement could
mean the use of identical criteria to assess the capability of bidders with irrespective
of their firm’s size or experience. This is perhaps why the UK and EU procurement
laws obliges public organisations to use selection criteria that are commensurate with
the value, complexity and risks of the contract opportunity (Public Contracts
Regulations, 2015).

On the contrary, there is also emerging evidence that public buyers rarely follow such

rules due to various reasons (Flynn and Davis, 2015), such as conflicting policy

’ Case No. C-491/01, The Queen v Secretary of State for Health, ex parte British
American Tobacco
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priorities (cost savings versus buying from SMES) and pro-large suppliers attitude of
the public buyers (Loader, 2013). This provides another basis for suggesting ways in
the framework development to improve the implementation of policy measures such
as “division of contracts to lots”, which seeks to discourage public procurement officers

from using criteria that have the effect of being discriminatory against SMEs.

2.3.2.8 Principle of competition

How public organisations can promote competitive markets through procurement
practices has been a key focus of the European public procurement law (Sanchez-
Graells, 2010). Therefore, principle of competition is core to procurement in public
organisations within the UK and can help government manage financial resources
more efficiently. Despite the benefits that competition presents with regards to
improving efficiency in budget execution, the public sector has not as keen to take
advantage of it until recently (Thai, 2006). Although Thai did not provide reasons for
the restriction to competition in public procurement, the need to achieve social
outcomes such as promoting SME patrticipation can influence competition distortion in

the market.

Similarly, public procurement is underpinned by the theory of public interest (Vincent-
Jones, 2006). This argues that government has a role to play to avoid market failures
through regulatory interventions, which could aid optimal transactions between buyers
and sellers achieve and lead to wider societal benefits. Thus, this provides a rational
for the policy measures designed by the UK government to support SMEs in public
procurement. However, these policies can create unduly advantage for SMEs over
large businesses that also compete for public sector contracts, as Arrowsmith et al
(2000) has highlighted. Another important question that arises here is: how can public
organisations increase dealings with SME suppliers without tempering with the natural

functioning of the competitive procurement markets?

The researcher has made recommendations on how to address this question in
subsequent chapter (8), where public procurement competition and its implications for
improving SME participation were examined. Competition gradually becoming the
most important objective of every procurement scheme (Onur et al., 2012; Trepte,

2004) because it offers an opportunity for achieving cost savings in expenditures.
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Likewise, if more SMEs are involved in the public procurement process, there will be
greater diversity in the types of firms participating in the bidding process, and this can
lead to securing goods and services at the optimal prices. However, one should not
overlook the non-financial benefits that SME suppliers can provide to help address the
increasingly complex needs of the public sector (Department of Enterprise, Trade and

Employment, 2009), particularly regarding the need for flexibility in service delivery.

2.3.29 Principle of efficiency

According to OECD (2009), an efficient procurement system does not only seek to
acquire goods and services at the cheapest prices, but to reduce transaction process
and bureaucracy. Apart from helping to ensure that goods and services are acquired
at the right cost, right quality as well as at right time (Basheka, 2008), efficiency can
help public organisations to reduce waste in the utilisation of budget funds (Evenett et
al., 2005). In other words, the principle of efficiency encourages public officers to

ensure that the numerous needs of the public are met with limited resources.

Nevertheless, the pursuit of efficiency in procurement have important implications for
SME participation. For example, public sectors buyers might prefer to deal with few
large contracts than several small business suppliers due to administrative
convenience (Flynn and Davis, 2016a). In addition, large firm might secure a stronger
competitiveness position in the public procurement market since they are more able
to produce at lower cost through economies of scale than small firms (Rostek, 2015).
For instance, Chever and Moore (2013) examine the effects of negotiated procedures
on tender prices using data from the largest social housing constructor in Europe. They
discovered that negotiated procedure was very efficient by reducing the number of
bids received by about 26%. This might likely influence public buyers to drive financial
efficiency in public expenditure by awarding contracts to larger firms over and above
SMEs.

There is evidence to suggest that efficiency can be achieved in procurement system
by increasing transparency of information (Bulow and Klemperer, 1996). Similarly,
Balsevich et al. (2012) discovered that there was a positive correlation between the

number of firms participating in a tender and the rate of price discounts offered by the

27



bidders. In other words, the greater the number of firms bidding for a tender, the
greater the cost efficiency that can be achieved in the process. This is a convincing
argument for public organisations to increase the number of SMEs participating in the

procurement process.

2.3.2.10. The evolving application of public procurement

In the late 20" century, an evolution in the public procurement process was witnessed
as the global economic landscape pushed governments across the world to spend
more efficiently (Matthews, 2005). Consequently, public procurement experts were
called upon to help in maximising the impacts of government spending by streamline
procurement process for efficient outputs. This supports the argument by Coggburn
(2003) that public procurement helps to ensure that projects, goods and services are
secured in a timely manner as well as realising value for money in government

spending.

However, in the 21t century, public procurement potentially wide-reaching
implications beyond cost savings and efficient resource utilisations (Weele, 2002;
Hinson & McCue, 2004; Matthews, 2005). In the UK for instance, government use
public procurement to promote multi-sector policy goals (e.g. Preuss 2009; Walker and
Brammer 2012). According to Erridge (2005) the goals of public procurement policy

can be summarised into three categories:

1. Regulatory goals: focus on compliance with national public procurement
directives and regulations. For example, UK public sector organisations are
required to comply with the European Union Public Procurement Directives (the

‘Directives’) through the Public Contracts Regulations 20158,

2. Commercial goals: entail the use of competitive tendering and contract produces
to achieve economic benefits such as cost efficiency and value for money.
Ultimately, the procurement process should be conducted in such a way that it

balances costs, with quality and delivery.

8 Public Contracts Regulation, 2015:
https://www.gov.uk/government/uploads/system/uploads/attachment data/file/35649
4/Draft Public Contracts Regulations 2015.pdf
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3. Socio-economic goals: using public procurement to back wider government
developmental policies such as social inclusion, supporting local businesses,
equal opportunities, job creation and gender issues.

There are other policy objectives of public procurement that were not covered in
Erridge’s classification. These include the promotion of national security, industrial and
regional development, enhancing environmental performance and the redistribution of
wealth to the poor (e.g. Dawar and Evenett, 2011; Arrowsmith, 2010; Turyahikayo,
2008). However, more relevant to this thesis is the use of public procurement policy to
pursue regulatory and socio-economic objectives; as the research examines the policy
measures to facilitate SME in public procurement in the UK. This is likely to resultin a
multiplier effects since SMEs also contributes to a nation’s economy in terms of job

creation, innovation and poverty reduction.

In addition, public procurement accounts for between 12- 20% of total government
spending across the world (Frgystad et al., 2010), and given the increasing growth in
global population which may also affect public consumption through government
spending (Flynn, 2016), the statistics mentioned above would have increased to offer
more scope for increasing SME patrticipation. Therefore, the framework development
in this thesis will consider how SMEs can take full advantage of the policy measures

to improve their chances of winning public-sector contracts.

2.3.3 Definition of SME

Different countries use different criteria to describe the term SMEs. For example, in
Japan, SMEs are organisations employing less than 300 staff, whereas the Australian
government regard firms with less than 200 staff as SMEs (Flynn, 2016). In US and
Canada, SMEs are any manufacturing and non-exporting company employing not
more than 500 staff members as a SME (United States International Trade
Commission, 2010). The European Commission went a step further in their definition
of SME using combined criteria that includes the number of employee and income that

a firm has. Specifically, a firm is classed as an SME (in EU countries) if it employs less
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than 250 people and has annual turnover of not more than €50,000,000 or a balance
sheet total of not more than €43,000,000 (European Commission, 2003).

The EU definition of SME is adopted in this study since researcher will be collected
data from firms operating in the UK (i.e. an EU member country). Just like the EU
categorisation, UK SMEs are classified into three sub-categories (see Table 2.1):
micro-enterprises employing between 0-9 employees and have revenue less than £2
million; small enterprises employing between 10-49 employees and have revenue less
than £10 million; and medium-sized enterprises employing between 50-249
employees and have revenue under £50 million (Ward and Rhodes, 2014; Rhodes,
2017). These are the variables used to analyse data and discuss findings that relate
to firm sizes of SMEs in this study (see details in chapter 6).

Table 2.1 UK definition of an SME

Enterprise category Head count Turnover

Micro Business less than 10 under £2 million
Small Business less than 50 under £10 million
Medium Business Less than 250 under £50 million

Source: Ward and Rhodes (2014) and Rhodes (2017).

So far, it can be concluded that the concept of SMEs is not clear as definitions vary
according to organisations structure, economic priorities and issues that authors
intend to address. Previous scholars (e.g. Chebbi et al, 2013; OECD, 2005) seemed
to agree with this inference that it might be difficult to propose a generally accepted
definition of SMEs because countries have different criteria for categorising firms into
small or large businesses. The EU countries seem to be an exception as they have
common criteria for defining SMEs (i.e. number of people employed and annual

revenue/ turnover of the firm).

Yet, there some variables that this categorisation does not consider about SMEs such
as firm age, sector/industry of operation and ownership structure. Even though, the

U.S and Canada take a firm’s business type and industry into account when defining

30



SMEs, the criteria used in these countries still do not reveal all the characteristics
present in a firm. Since the definitions of, and categorisation of SMEs vary so much,
the policy measures need to effectively influence their participation in public
procurement might be considerably different. Notwithstanding, the various definitions

have one thing in common; they all refer to number of staffs employed by the firm.

Furthermore, increasing efforts are being made to understand better ways of enabling
SMEs to maximise economic benefits (Bennett, 2008) because of the strategic
importance they present for national growth across the globe. Notwithstanding,
existing literature (e.g. Ensari and Karabay, 2014; lhua, 2009; Yew-Wong, 2005) show
that SMEs had a relatively low success rate in business and are unrepresented in the
public procurement markets. The question section will examine the link between SME
and public procurement, to understand why participation is important for small

business suppliers.

2.4  What is the contributing link between SME and public procurement?

The nexus between SMEs and public procurement is gradually becoming a topical
issue in the academia and policy circles. Apart from the fact that government is
increasingly becoming aware of the potential contributions of SMEs to economic
development, politicians frequently discuss the benefits of involving SMEs in public
contract competition (Flynn, 2016). The academic arena has also witnessed an
increase in research outputs concerning SMES’ involvement in public procurement
(Loader, 2013, 2015). This section, therefore, discusses the contributing link between

SMEs and public-sector procurement.

The political push for making public contracts more accessible, stemmed from the
adverse effects of the 2008 global economic recession on UK based SMEs (Flynn,
McDevitt and Davis, 2013). The economic recession restricted access to finance for
small businesses, leading to a decline in cash flow and subsequent negative effects
on sales and profit margins (Sahin et al., 2011). Since that time, ensuring that SMEs
gain a greater share of public sector businesses has been a major consideration for
policy makers and professionals. Similarly, as noted in the previous chapter, statistics

published by The Federation of Small Businesses (FSB), show that SMEs accounted
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for 60% of all private sector employment in the UK, and 99.9% of all private sector

businesses in the country (FSB, 2015).

SMEs can play a very significant role in job creation, improvement of living standards
and provision of goods and services (Tatrai, 2013; Ensari and Karabay, 2014; Etuk,
Etuk and Michael, 2014). They are important for local economic growth, serving as
viable engines for indigenous technology development (European Commission,
2011). If fully developed, SMEs have been recognised as helping to alleviate poverty
through wealth creation (Etuk, Etuk, and Michael, 2014). Regardless of their strategic
importance, SMEs have a relatively low success rate in business due to financial
constraints, lack of infrastructure and lack of economies of scale (Rostek, 2015).
Perhaps, this is the reason why the UK government has resorted to leveraging its
public purchasing power to support small businesses in the country. Since the aim of
this research is to develop a framework for improving SMEs patrticipation in public
procurement, it is imperative that the researcher understands the role and importance
of promoting SME in public sector marketplaces.

2.4.1 Why is SME participation in public procurement important?

Apart from the obvious contribution of SMEs to a nation’s economy, e.g. through job
creation, there is a general agreement among academics, policy makers and
politicians that SME participation in public procurement should be enhanced (Loader,
2013; Flynn, 2016; Flynn and Davis, 2015; Pickernell et al., 2011; Yukiko, 2014).
Evidence from literature review shows that the benefits associated with SME
participation in public procurement can be analysed under three categories nhamely
importance of public sector contracts to SMEs; importance of SME suppliers to public
sector organisations; and Importance of SME suppliers to the wider economy (see
Figure 2.1).
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Figure 2.1 Benefits associated with SME-public procurement nexus
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Source: Adapted from Flynn (2016).

24.1.1 Importance of public sector contracts to SMEs

First, the public-sector markets can be a source of predictable demand for products
and services from SMEs (Medina-Arndiz, 2010). This is what Commandeur and Casey
(2016) refer to as Structured Demand (SD) markets, that offer huge, consistent
sources of demand for products/services to suppliers, leading to improved income,
and reduced poverty. SMEs acting as public-sector suppliers can leverage on the
relatively stable demand in this market to income and cash flow (Pickernell et al., 2011;
Bovis, 1996). Secondly, the government can use public procurement to achieve
innovation in public service delivery (Georghiou et al., 2014; Dutz et al, 2011). This
presents an opportunity for SMEs to gain competitive advantage when bidding for
public contracts, since they are known to be the engines of innovative activity in most
industries (Madrid-Guijarro et al., 2016).

Although scholars argue that public sector contracts are important to SMEs in terms
of demand stability as mentioned above (e.g. Medina-Arnaiz, 2010; Pickernell et al.,
2011), this argument is not entirely convincing due to the constantly changing
economic and business environment. For instance, recently, procuring organisations
in the UK are facing challenging financial situation owing to pressures on government
budgets (Institute for Fiscal Studies, 2015). This is suggesting that the opportunities,

which public-sector markets present for SMEs is might not be sustained if the

33



government decides to cut spending for whatever purposes. Considering the
foregoing, the public procurement markets may not offer supply opportunities for
SMEs a long-term basis. A safe way for SMEs to secure a continuous stream of
revenue is to combine income from various sources in addition to selling to the

government.

Furthermore, the idea that SMEs can achieve competitive advantage by producing
innovative products/services for the benefits of public organisations (e.g Georghiou et
al., 2014, Dutz et al, 2011; Hillemane, 2012), is poorly supported by empirical data. It
is common knowledge that innovation often draws on research and development
(R&D), and UK SMEs might not have enough budget to improve innovative capacity
via R&D without tax incentives from governments (HM Revenue and Customs, 2016).
Considering the above argument, it would be rather hasty to conclude that SMEs have

greater levels of innovation capability than large firms.

Nonetheless, the inherent capabilities of SMEs for developing innovative services or
technologies cannot be ignored (Hillemane, 2012). Although this is outside the scope
of the present study, future studies can examine the implications of innovative

capabilities of SMEs for improving their participation in public procurement.

2.4.1.2 Importance of SME suppliers to public sector organisations

SMEs have other unique attributes which make them attractive to public sector
organisations such as risk-taking ability (Woldesenbat, Ram and Jones, 2011),
possession of greater flexibility (Simionescu and Bica, 2014) and quick response to
customer needs (Trzcielinski, 2016). By doing business with SMEs, the public sector
can benefit from these capabilities. Furthermore, enhancing SMEs participation in
procurement can help boost diversity of supplier base in public organisations (Loader,
2015; European Commission, 1990). This is particularly important because diverse
suppliers not only bring quality and expertise, they can help craft innovative solutions

to address the increasingly complex challenges of public service delivery.

Besides the potential benefits of diversity and innovation, having more SMEs in the

suppliers list offers public-sector buyers a broader range of qualities to choose from
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during supplier selection process (Ram and Smallbone, 2003), for negotiating prices
and discounts. However, it is not clear whether SMEs are in fact able to submit
competitive bids for public organisations to achieve cost savings in procurement
processes. It has been argued (e.g. Rostek, 2015) that SMEs lack economies of scale
to reduce operation costs, but the author does not seem to take into consideration the
low administrative overhead costs that small businesses experience when compared
with large firms. Similarly, the assumption that SMEs have a stronger focus on
customer service and offer better flexibility (Simionescu and Bica, 2014; Trzcielinski,
2016), which enable them to provide the same level of expertise like large firms is less
convincing and quite improbable. Large businesses, given their size and scale, are
supposedly expected to have more skilled workers who would be productive and
dedicated to providing quality services than in SMEs.

As it stands, there is limited empirical evidence that SMEs bring more benefits to public
organisations as suppliers than large businesses. However, if the policy measures
under investigation are widely and properly implemented in the UK, government may
realise some benefits from doing business with SMES, in the areas of local sourcing
(Young, Nagpal and Adams, 2016), compliance with social value act (Walker and
Preuss, 2008) and to support the UK government sustainable development agenda
(Preuss, 2009). By incorporating these issues into the employee performance
appraisal system within the public sector, there is a likelihood that buyers will be
motivated to do more business with SMEs. This is an idea that will be considered as
part of the recommendations for the framework development to explore whether public

buyers can be incentivised to take increase transactions with small businesses.

2.4.1.3 Importance of SME suppliers to the wider economy.

SMEs contribute to job creation and productivity in an economy, and incomes gained
from public contracts to produce multiplier effect on a country’s economy in these
aspects (Erridge, 1998). For example, data from the Office of National Statistics show
that SMEs generate about £34 of gross value added to the UK economy for each £100

of revenue, whereas large firms generate about £27°. This suggests that if SMES’

SCONSULTATION DOCUMENT: Making public sector procurement more accessible
to SMEs:
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earnings from public contracts increases, there would be a corresponding increase in

the UK’s gross added value.

Apart from the job creation potentials that SMEs offer, their operations can create
positive impact on the local communities (Preuss, 2011) and improve social cohesion
(Smallbone et al., 2008). Along these lines, Flynn (2016) argues that enhancing SME
participation in public procurement process is a way of reducing negative externalities
such as social discrimination. That is, by increasing it transactions with SMEs, the
government can address the needs of socially excluded groups in the society (e.g.
women, small-holder famers, minority groups). Another way that society can benefit
from SME patrticipation in public procurement is through environmental sustainability
(Walker and Brammer, 2013). Unlike larger companies, SMEs can source local

materials to reduce the carbon footprint of logistics operations.

Surprisingly, notwithstanding their lack of professionalisms and inability to offer the
same level of quality to their clients as large businesses (HM Revenue and Customs,
2016), the studies discoursed above highlight some positive aspects of SMEs and the
implications for socio-economic development. Notwithstanding, the argument
presented by Walker and Brammer (2013) is that SMEs can play an important role in
addressing the national sustainability challenges, but the study includes more of
theorisation than empirical findings. Similarly, there is lack of empirical evidence in
favour of the idea that SMEs can increase multiplier effect such as increase in
employment rates, innovation and tax revenue generate by winning more public
contracts (Erridge, 1998,2005). Although these issues are beyond the scope of this

thesis, it could be the subject of future investigation.

Additionally, there is lack of economy of scale is SMEs which hinders their ability to
produce products/services at lower costs (Kidalov, 2015), and how this can potentially
impact bargaining power or ability to hold a cost advantage over larger suppliers in the
public procurement markets, has not been given due consideration in existing

literature. This point brings attention to a potential drawback of the policy measures

https://www.gov.uk/government/uploads/system/uploads/attachment data/file/24368
5/SME consultation - publication version - 18september.pdf
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being implemented in the UK, which expects SMEs and large firms to compete on an
equal playing field. Recommendations have been made as part of the framework
development in this study on how to change the dynamics of the competition in public

procurement in favour of small businesses.

2.4.2 SME activity and performance in public procurement

Despite the numerous benefits that could be gained from doing business with small
suppliers, existing evidence still indicate low rates of SMESs’ involvement in public
procurement systems across Europe (Flynn, 2016). A survey conducted with 5000 UK
SMEs in 2012 revealed that only 10% had tendered for public sector contracts in the
previous year (BMG Research, 2013). Similarly, Loader (2013) conducted a
comprehensive review of current evidence on SMES’ participation in public tendering
across a twenty-year period in the UK and discovered that small numbers of SMEs
were tendering for public contract opportunities. The author also found that there has
been no significant improvement in the success of SMEs winning public sector

contracts.

Furthermore, results of a study conducted around the same year by Federation of
Small Businesses (FSB) provide a clearer picture of the situation. FSB is the biggest
pressure group influencing government policy in the interest of small business owners
in the UK. It is important to mention that FSB has a panel membership of 6,394 and
all were invited to participate in the survey. The surveys reported that 78% of SMEs
had not bid or worked in public sectors (FSB, 2013). Similar findings emerge in their
more recent survey which revealed that only 23% of SMEs had worked for the public
sector in the UK over the previous year (FSB, 2017).

By and large, research has shown that SME patrticipation in public procurement in the
UK is amongst the lowest in Europe (MSDUK, 2014) and other studies (e.g. Loader
and Norton, 2015; McKevitt and Davis, 2015; Yukiko, 2014) have linked the low
participation to several challenges/barriers, which are discussed in later sections 2.5
— 2.5.4. However, what remains a conundrum is the fact that SMEs are still
underrepresented in public procurement markets despite government’s policies to

increase access to contracts opportunities. Therefore, its becomes necessary to
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analyse the current SME-friendly procurement policies in the UK to identify the need

for change or modification.

24.2.1 Success rates of SMEs participating in public procurement in EU

Generally, SMEs in the EU have underperformed in public contract competition in
relation to their population (Flynn, 2016) when compared to their contribution to
economic growth (Freshminds, 2008). There are approximately 20.8 million SMEs
registered in the EU representing 99.8% of all private enterprises and these produces
more than 50% of European GDP (Thomassen et al, 2014). Yet SMEs won 60% of
above-threshold contracts® between 2006 and 2008 awarded in EU (GHK, 2010).
This corresponds to only 33% of the total value of the above-threshold contracts

awarded during this period (Flynn, 2016).

Figure 2.2 and Figure 2.3 below outline the number and value of contracts awarded to
SMEs in EU, and depict a poorer situation, with relatively recent data. The estimates
for the successive three years—period (2009-2011) indicates that approximately 56%
of all public procurement contracts above the EU-thresholds were given to SMEs,
which equates to 29% market share of the total value of contracts awarded
(Thomassen et al., 2014). This suggests that while SMEs have won more than half of
all public contracts above the EU-thresholds, they hardly have access to the major
public contracts of high monetary value. The total value of contracts secured by SMEs
is significantly smaller as the large companies succeeded in winning contracts value
representing 71% share of the above-threshold procurement market for 2009-2011 in
the EU (Thomassen et al., 2014).

o Public organisations all over the EU are required by the procurement directive to

publish contracts valued above certain financial thresholds in the Official Journal of
the European Union (OJEU). Above-threshold contracts account for nearly 16% of
public procurement expenditure across the EU.
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Figure 2.2 Number of public contracts awarded to SMEs in EU 2009-2011
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Source: Thomassen et al. (2014).

Figure 2.3 Value of public contracts awarded to SMEs in EU 2009-2011
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Therefore, based on the above figures, SME success in public procurement has been
declining, even though the total market value of public procurement in EU has
increased by approximately 40% in the 2006-2011 period. This further justifies the
framework being proposed to support SME participation in public procurement.
Thomassen et al. (2014) also showed that in all above-threshold contracts that were

awarded in the EU between 2009-2011, micro-enterprises secured 18%, small
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enterprises secured 21% and medium-sized enterprises secured 18%. However, their
figures on the total value of contracts won by SMEs in the EU between 2009 -2011,

provide a different picture.

A negative trend is observed regarding SMEs success rates in public procurement,
and this becomes more apparent when the statistics are broken down into SME sub-
categories. Flynn (2016) detected a similar trend from a recent analysis of SMES’
performance in public procurement. The study shows that micro-enterprises secured
4% of the total value contracts awarded between the EU 2009-2011 (as compared to
6% between 2006 and 2008) and medium-sized enterprises secured 15% of the total

value over the same period (as compared to 17% between 2006 and 2008).

In summarising the discussion above, SMEs in the EU seem to have benefited from
public procurement in terms of quantity of contracts which might not necessarily
translate into higher income, in monetary terms. Nonetheless, some of the argument
presented in Thomassen et al. (2014), is largely derivative. For instance, their findings
did not reflect the fact that firm size plays key role in SMEs activity and performance
in public sector contracting, as highlighted in other studies (Pickernell et al., 2011;
Flynn and Davis, 2016a).

In addition, the methodology used in Thomassen et al's paper has analytical
weaknesses in terms of scope and interpretation of findings, particularly regarding how
the heterogeneous characteristics of SMEs (e.g. size, age) could influence rate of
participation. By including such information, the authors could have offer broader
insights into factors that influence quantity/value of contracts awarded to SMEs in EU.
This gap will be addressed in the present study by considering different categories of
SMEs. The researcher will not just analyse aggregate SME data, but breaking them
down into categories based on size, age and years of experience in bidding for public

contracts.

The next section discusses SME’s success rates in public procurement participation

with a focus on the UK.
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2422 Success rates of SMEs in public procurement in the UK

Historically, SMEs’ share of public sector spending has not made significant
improvement over recent years. In an earlier study conducted with a sample of public
organisations in the UK, Michaelis et al. (2003) discovered that less than 30% of the
total value of contracts goes to 70% of SMEs that participated in tendering exercises.
Their study shows that the underrepresentation and success rate in public tendering
becomes pronounced when the SMEs are broken into distinct categories of enterprise
sizes. Likewise, findings of a study conducted by NERA Economic Consulting in 2005
estimated that British SMEs only won 5% of the contracts available (by value) in the

UK public procurement market.

Five years after NERA’s study, SMEs have been experiencing marginal increase in
share of public sector spending in the UK. In 2009/2010, 6.5% of public procurement
spending departments went directly to SMEs, this increased slightly to 6.8% in
2010/11 and rose to 10.0% in 2011/12 (Booth, 2013). Table 2.2 for further details
which shows the proportion of public procurement spending that went to SMEs directly
from 2009-2012. This indicate that SMEs have been receiving a very small share of
public sector contracts and suggests that many departments lag behind regarding
government’s ambition, set in 2010, to spend 25% of procurement expenditure with

SME before 2015.

Table 2.2 Fraction of procurement expenditure directed at SMEs 2009-2012

22% 25% 27%
14% 12% 21%

8% 7% 12%
27% 26% 18%
1% 1% 0%

11% 19% 16%
25% 24% 18%
39% 31%

3% 2% 3%
18% 7% 9%
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Source: Booth (2013).

However, figures presented in table above does not show the causes of variability in
value or proportion of contracts awarded to SMEs across government departments
and agencies in the UK. Although these agencies use the same public procurement
process as prescribed by law, they differ in many areas such as strategic focus, remits,
nature of service provided and allocation of expenditure budgets. As Loader and
Norton (2015) has argued “attempts to improve participation and success of SMEs in
the public procurement process require that consideration is given to the need for a
distinct, sector-driven, remedy”. While it is important to recognize these distinctions,
previous studies (e.g. Caroline Perry, 2011; Glover, 2008; Preuss and Walker, 2011)
on SMEs involvement in public procurement have tend to treat the public sector as a

homogenous body.

To address the above mentioned problem, this study will consider the role of context
in SME and public procurement nexus by collecting data from NHS Trusts in the North-
West of England, rather than generalising findings across public organisations in the
entirely UK. Through this, the findings can improve our understanding by taking a close
look at the distinctiveness of public sector organisations and the implications for

improving SMEs patrticipation in procurement.

2.5 Barriers to SME participation in public procurement markets

In this section, the researcher examines several barriers in the existing literature
regarding SME patrticipation in public procurement. Many barriers were identified and
classified in three broad sources, according to (Loader, 2013): the factors imposed by
the public-sector environment; the public procurement process; and resource
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limitations of SMEs. The key sources of barriers facing SMEs in public procurement

are depicted in Table 2.2 and discussed in sequence below.

Fiqure 2.4 Sources of barriers facing SMEs in public procurement markets

BARRIERS IMPOSED BY
THE PUBLIC-SECTOR
ENVIRONMENT

BARRIERS TO SME

BARRIERS RELATED TO PARTICIPATION IN BARRIERS RELATED
PUBLIC PROCUREMENT S TO SMES
PROCESSES SRR AT CAPABILITIES

Source: developed from Loader (2013)

2.5.1 Barriers related to the public-sector environment

According to Loader (2013), many of the factors limiting SMEs access to public
contracts originate from the workings of the public-sector environment. The author
argues that the public sector is inconsistent in developing policy goals promoting
SMEs participation and most of the existing policy instruments have conflicting
objectives which make their implementation difficult. Aligning himself with Loader,
Flynn (2016) posits that public organisations often lack direction and focus on where
efforts should be made to reduce SMEs’ under-representation in public contract
competition. According to the author, public buyers are faced with a dilemma that
places them in-between saving costs in procurement and helping small businesses to

win contracts.

Other major factors acting as barriers to SME patrticipation include lack of expertise
(Loader, 2007; Walker and Preuss, 2008; Pickernell et al., 2011) and risk averse
attitude amongst public officers (Loader, 2005; FreshMinds, 2008). It has also been
discovered that public sector buyers lacked market knowledge and adequate skills to
make the tendering process more attractive to SMEs (OECD, 2013; Georghiou et al.,

2014). With regards to risk averseness, public organisations have been accused of
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being insensitive to the needs of SMEs, as they prefer to do business with well-

established larger companies rather than trying new offerings from smaller ones.

Nevertheless, apart from Pickernell et al (2011), many of the studies discussed above
have only served to provide a basis for understanding some potential barriers facing
SMEs in public procurement, with limited in-depth analysis of these barriers according
to the type of products/services being procured. It would be more relevant if the
authors (e.g. Loader, 2013; Georghiou et al., 2014) to have taken into account, the
idiosyncratic characteristics specific public organisation in analysing the barriers
identified. Similarly, the claims made by other authors (e.g Flynn, 2016; Loader, 2007,
2013; Walker and Preuss, 2008) seem to have been done through review of extant
literature, there is no quantifiable evidence to show which barriers are considered

more important for SMEs to address when bidding a particular public organisation.

For instance, both the NHS and Ministry of Justice are public bodies in the UK albeit
with distinct service offerings and strategic goals. These differences may also affect
SME different in terms of public procurement participation. This is another reason why
the present study will examine SME participation within a specific type of public sector
using data from NHS trusts. The research findings presented in Chapter 6 suggest
what categories of SMEs is likely to benefit from the policy measures being
implemented in the UK. Issues to be addressed for SMEs to full advantage of these
policies are identified in Chapter 7, to make recommendations for improvements in

participation in Chapter 8.

Furthermore, there is no denying that some SMEs have been successful at winning
public sector contracts, but there are insufficient case studies in the literature showing
how the barriers imposed by public-sector environment have been tackled by SME
themselves. This suggests need for further studies on strategies that SMEs can use
in responding to barriers outside their control to increase participation in procurement,
and provides a rationale for adopting the Resource Based View (Barney, 2002:
Conner, 2002) as a theoretical lens in this study. This theory is discussed in more
details in subsequent section (2.6.6.1), indication how SMEs can leverage their

internal capabilities to improve participation in public procurement.
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2.5.2 Barriers related to the procurement process

Other than barriers originating from the public-sector environment, the procurement
process also hinders SMES’ participation. First, SMEs find it difficult to identity existing
contract opportunities in the public procurement markets (Loader, 2005). Also, the
literature (e.g. Ringwald et al., 2009) reported that SMEs complained that the tender
specification was overly problematical, and the qualification criteria were
disproportionate to the size or value of the contract. These issues have been
highlighted in developing (Akenroye and Aju, 2013b) as well as developed countries
(Yukiko, 2014; Loader, 2015), where SMEs complained that the evidence of insurance

and financial capability required in public tenders are too high.

Although the abovementioned authors have made useful efforts to reveal which
aspects of public procurement process the SMEs perceive to be frustrating and unfair
to them, the methodological approach followed have some weaknesses. For example,
Yukiko (2014) use binary logit model (quantitative analysis) to investigate the
factors responsible for withdrawer of SMEs from public tendering in the Japan, but
the correlations of variables (e.g. financial performance indicators and non-financial
performance indicators) do not provide sufficient information to infer the underlying
reasons for leaving the procurement marketplace. It might have been more thorough
if the author has obtained narrative data with other qualitative methods such as
interviews or focus group to help identify the factors that influence decision made by
SMEs about tendering for public works. Such may help supplement or interpret the
results obtained from the quantitative analysis, as being considered at present in this

thesis.

Similarly, although Loader (2015) made effort to obtain data for SME suppliers across
the UK but several crucial questions are left unanswered about sample
representativeness as well as generalisation of the findings. First, the data use in her
study are collected from an online medium which increase the tendency of reporting
bias and analysis. Secondly, the paper presents an analysis of SME suppliers’ views
without considering the opinion of other stakeholders such as procurement experts,
contract managers, whose interest or attitude might impact on SME participation as
well. This suggest a need to compare and contracts data amongst these different

audiences to get more accurate picture of the phenomenon under investigation. The
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present study will attempt to address this gap by using data collected from SMEs and
public buyers to test the proposed framework developed, through focus group

discussions.

Other common barrier to SME participation in procurement include lack of awareness
of opportunities and insufficient communication with the public procurement officers
(Cabras, 2011; GHK, 2010). Effective communication is of paramount importance and
has implications for improving participation of SMEs in public tendering. For instance,
this can enable prospective suppliers’ linkup with public officers to identify existing
contract opportunities. In attempting to address the lack of awareness about contract
information, the EU procurement law has made it mandatory that all public
organisation in the member states must advertise contracts publicly either via the
internet or e-procurement portals to make opportunities more noticeable (Eurostat,
2015). Consequently, since 2010, the UK government has taken steps to ensure that
public organisations advertise contract opportunities on a dedicated website called

“contracts finder”.

Yet, there is insufficient evidence to suggest whether government policy interventions
like the contract finders has influenced SMEs to participate more in public
procurement.. For example, Loader (2013) revealed that most of the barriers
mentioned in earlier studies (e.g. Glover, 2008; Cabras, 2011; GHK, 2010) still exist
even after the SME-friendly procurement policy measures come into force in the UK,
but the author did not assess the impact of these policies on public procurement
participation rate amongst SMEs. This aligns with research objective 3 of this thesis,
which seeks to examine key issues and concerns about the policy measures, to
recognise whether opportunity for improvement exists. It is imperative to review the
policies being implemented in UK’s public organisations to determine whether
additional features need to be added or removed. The findings can help address the

increase trend of SME underrepresentation in public procurement markets.

Finally, SMEs perceive the procurement process to be time consuming and costly to
comply with (Flynn, McDevitt and Davis, 2013). This is related to the huge paper work
requirements and time needed to prepare tender response (Small Business Forum,

2006). These are some of the difficult issues for SMESs to address given their resources
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limitation. To add to this difficulty, there is a widespread concern about delay in
payments to contractors and sub-contractors (Loader, 2015). The policy measures
taken in response to these issues in the UK include the elimination of PQQ from small
contracts and the prompt payment rule that requires public sector to pay suppliers

within 30days of reviving invoice.

2.5.3 Barriers related to limitation in SMEs’ capabilities

Barriers related to limitation in SMEs’ capabilities are not necessarily caused by the
public-sector environment or the procurement process, but firms' internal factors such
as level of expertise, skills, capital, human resources and technological competence.
Since these resources and capabilities form the basis for supplier selection in public
procurement (Temponi and Cui, 2008), they are of critical importance to SMEs that
compete for public contracts. However, several studies (e.g. Glover, 2008; Karjalainen
and Kemppainen, 2008; Loader, 2013; Akenroye and Aju, 2013a) have associated
SMEs low participation and success in public procurement to shortage of resources
and capabilities such as lack of legal, administrative, customer services, IT skills,

human resources issues like bid preparation and management skills.

However, the findings in these studies only provide limited insights as only one study
(i.e. Loader and Norton, 2015) has examined the barriers within a specific public
organisation i.e. the UK the heritage sector. Yet, the authors did not show whether
SME experience of barriers to procurement in this sector are caused moderated by
firm age, size or experience. To make the findings more comprehensive and insightful,
a quantitative analysis like correlation can be used to test whether certain barriers
facing SMEs in public procurement markets are influenced by other firm-specific
variables. That is why, the process of analysing data in this study takes into
consideration firm-specific characteristics of SMEs in the UK. The findings might
reveal new evidence to aid the development of actions towards participation and

success of SME of different sizes and experiences in the public procurement.

Furthermore, Karjalainen and Kemppainen (2008)’s investigation was on SMEs
participation in municipalities and state government procurements, but their discussion
of findings did not highlight the aspects of public sectors that might influenced the
barrier identified, unlike Loader and Norton (2015) did to offer deeper insight. On the
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contrary, Karjalainen and Kemppainen’'s research was deducted in nature as it
enables the authors to test impacts of variables already reported in the literature (e.g.
resource perceptions, electronic systems and enterprise size). Again, this
methodology tends to limit the scope of response/views shared by the respondents.
For example, if the authors have used qualitative techniques like interviews or case
study, they might identify new themes that depict the barriers to participation in public

procurement.

Michaelis, McGuire and Ferguson (2003) has argued that SMEs are considered
resources deficient and might not be able to align offerings effectively meet specific
needs of their public-sector clients. This explanation seems reasonable but very
narrow bearing in mind that other researchers (e.g. Simionescu and Bica, 2014;
Trzcielinski, 2016) have often depicted SMEs as flexible and responsive enterprises,
with ability to provide a niche service. Hence, this thesis seeks to identify how SMEs
can leverage their unigue capabilities to maximise the policy measures being
implemented in the UK. A detail discussion on this issue is presented in subsequent
sections (2.6.6).

2.5.4 Barriers to SME participation in public procurement in the UK

In 2008, the Glover committee tried to examine the challenges faced by UK SMEs in
public procurement markets (Glover, 2008). The committee sought the views of wider
stakeholder groups; small businesses, public procurement experts and SME
representative  organisations to understand key issues relating to the
underrepresentation of SMEs in public tendering. Glover committee report shows that
lack of access to information regarding available contract opportunities was the most

important barrier to SME participation in public procurement.

Although the issues that Glover committee investigated were of critical importance to
the UK government, the findings were narrow in scope. For example, the report claims
that data were collected from different public-sector entities in the UK, but this was not
reflected in the end results. It would have been more logical to see whether the barriers
to procurement differs across regions where SMEs are located. Similarly, the findings

cannot be generalised across the SME population in the UK without considering the
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sub-groups within it. SMEs are not a homogenous group due to differences in firm
size, age, location, business focus etc., and it would be appropriate to highlight the

variables in studies when investigating their participation in public procurement.

Other key barriers facing SMEs in public procurement globally in the UK include the
large size of public contracts (Loader, 2013), but this results conflict with evidence
from a subsequent study by the same author. For example, Loader (2015) discounted
the idea that SMEs cannot bid in public procurement because the contract sizes are
large. In responding to the issue of contract size, the UK government has directed that
public organisations should be dividing contracts into smaller lots to attract small
businesses. However, there are currently no incentives/penalties applied to motivate
compliance amongst public sector buyers. This suggest an opportunity to considered
in this study, a possibility for using incentives to encourage public buyers to do more

business with small suppliers.

Similarly, contract bundling might still be prevalent because it can enable public
organisations to negotiate better deals from suppliers (Smith and Hobbs, 2001), as
against diseconomies of scale are associated with the letting contracts out in multiple
lots. This is because the desire for reducing contract size seems conflicting with the
efficiency and cost savings agenda of the government (Flynn, 2016; Cabras, 2011),
and this might explain why cost consideration take priority in supplier selection process
in most public organisations (Loader, 2011). For this reason, the present study will
also examine whether SMEs are enthusiastic about the rule requiring public

organisations to split contract into lots.

Generally, firms seeking for public contracts are asked to demonstrate their track
record of performance in similar contracts (e.g. Loader, 2011, 2013). This suggest that
lack of experience or track record is another barrier facing SMEs in the UK. The use
of this criteria for supplier selection could be discriminating against young SMEs —
especially those that are new to the public procurement markets. The question then
arises, how can SMEs with no previous experience of bidding participate in public
procurement process? This is another issue that has been addressed in this thesis

through the approaches recommended in Chapter 8.
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So far, there is insufficient research examining the barriers facing SMEs in public
procurement in the UK. Apart from the evidence obtained from non-academic reports
or government publications (e.g. Glover, 2008; GHK, 2010; Cabinet Office, 2013,
2014, 2015), majority of the few studies published in academic journals were authored
by one notable scholar (i.e. Loader, 2005, 2007, 2011, 2013, 2015, 2018). Although
being a qualitative researcher, Loader has used various qualitative approaches like
systematic literature review, case study and interviews to investigate the barriers to
SME patrticipation in public procurement, she does not seem to take into consideration;
however, that there are fundamental differences in the characteristics of SME which
has implications for generalising findings to the total population of small business in
the UK.

Interestingly, in her most recent study, Loader recommends that new ways of
measurement are needed to examine the impact of SME-friendly policies of the UK
government. In responding to this call, the present study will be adopting mixed
methods by using qualitative and quantitative data to evaluate the said policy
measures from the perspectives of SMEs. No doubt, Loader et al has contributed
significantly to the literature regarding the barriers that prevent SMEs from
participating in public procurement, but there is a paucity of studies analysing whether
these barriers are interrelated or interconnected. Although this is not within the scope
of the present study, but it suggests opportunities for future researchers to analyse the
possible interactions between the barriers identified in the literature to determine which
are the driver and dependent variables. Such an analysis can help determine the
critical barriers that SME owners/managers in the UK should pay attention to when

participating in public procurement.

Consequently, the next section will discuss and analyse the policy measures that are
being implemented to facilitate SME participation in public procurement. The policies
will be examined further in Chapters 6 and 7 through a survey of SMEs to identify

opportunities for improvement.
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2.6  Overview of policies to support SMEs in public procurement

This section discusses the policy measures that governments have introduced to
support SMEs in public procurement. Some of these policy measures were designed
in response to the barriers of public procurement participation as discussed in previous
sections 2.5-2.5.4 and have also been referred to as SME-friendly procurement policy
(e.g. Flynn and Davis, 2015;2016a). Therefore, throughout this section, the terms will
be used synonymously these terms will be used interchangeably to denote
government’s actions and approaches to promote participation of SMEs in public
procurement. The forms and dimensions of policy measures may be different across
countries depending on the nature of barriers facing SMEs in each procurement
jurisdiction. For example, the main purpose of SME-friendly procurement policies in
EU is to reduce discrimination against SMEs by making sure that the contracting
process is fair and transparent, whereas, countries such as China, India and Kenya,
adopted ‘interventionist approach’, in which governments set aside a specific fraction

of public sector contracts for SMEs (Flynn, 2016).

Likewise, policies to support SMEs in public procurement might be state-specific in the
US due to the relatively devolved approach to public procurement legislation (Kidalov
and Snider, 2013). Therefore, there is a probability that policy measures implemented
by each country may reflect the severity of the barriers posed by public procurement
process against SMEs (Flynn, 2016; Loader, 2015). However, in the present study,
the policy measures that are being implemented in EU and UK will be the primary
focus because data are collected from SMEs that compete for public procurement in
the UK.

2.6.1 EU Policies to promote SME participation in public procurement

According to Flynn (2016), the origin of SME-friendly procurement policies in the EU
could be traced to the establishment of internal market for goods and services in 1992.
The author highlighted some of the measures introduced to enhance SMEs’ ability to
compete in public procurement markets in the EU and overseas. These include:
increasing information availability to SMEs, provision of training to small firms,
simplifying the render process and reducing the sizes of contracts to improve greater

participation of SME. Even after the creation of the single market in 1992, pressures
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on EU member countries have not relented towards ensuring that small businesses
are empowered to fulfil their potentials. For instance, in 2008 (June 25), the European
Code of Best Practices Facilitating Access by SMEs to Public Procurement Contracts
was introduced to draw the attention of Member States and their contracting

authorities to the problems encountered by SMEs (European Commission, 2008).

The ‘Code of Best Practices’ proposes different solutions to challenges that SMEs face

when bidding for government tenders (Preuss and Walker, 2011). These include:

e The dividing contracts into lots to help reduce complexities arising from the size
of contract to attract SME suppliers

e Increasing the transparency of contract information so that SMEs can gain
access to existing contract opportunities in the public sector

e Setting fair qualification requirements for prospective suppliers

e Giving sufficient time for bidders to prepare and submit tenders

e Making sure that payments to suppliers are not delayed unnecessarily -
suppliers are to be paid promptly

e Adopt value for money rather than lowest price in evaluating tenders and
simplifying the tendering process.

Furthermore, the European Parliament adopted new Procurement Directives for public
contracts, utilities and concessions in 15 January 2014 (i.e. new Public Contracts
Directive, 2014/24/EU and the Utilities Directive, 2014/25/EU). The new Directives
consist of reforms to help SMEs to bid successfully for public sector contracts
throughout the European Union (EU). A summary of the measures introduced to

encourage small firms are:

e Shortening of the procurement timeframes,

e Using standard ‘European single procurement document’ to make bidding
process simpler for companies,

e Removal of stringent supplier requirements such as three years’ worth of

audited accounts (i.e. reduced red tape),
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e Introducing “e-certis” (a central online portal where suppliers can find out the
type of bidding documents required in any EU country),

e Allowing bidders to prove qualification status with self-declarations,

e Breaking contracts into lots for SME participation and

e The introduction of turnover cap to facilitate SME participation i.e. Companies
with annual turnover that is twice the estimated contract value must be allowed

to participate in the bidding process (Cabinet Office, 2014).

Although the EU policy schemes to increase public procurement access for SMEs are
well intentioned, there is no definitive guideline showing procurement managers the
strategies most appropriate for addressing priority issues in their countries. For
example, lack of access to information and large contract size are the most prevalent
barriers to public procurement in the UK (Loader, 2013, 2015), but these may or may
not have been prominent issues in other EU countries regarding SME participation in
procurement. Therefore, there is potential for inconsistencies in implementation and
compliance across the EU, which can make monitoring and evaluation complicated.
Hence, a one size fits all approach to policy formulation might not be successful since
each member states of the EU have its unique situation influencing SME participation

in procurement.

In addition, the centre assumption of the EU procurement law is that SMEs would be
able to compete better in a fair, transparent and non-discriminatory bidding process
(European Commission, 2008:2). On the contrary, larger suppliers can perceive
governments’ actions to improve SMEs patrticipation in public procurement as biased
and unfair. This suggest the need for approaches that can boost SME patrticipation
without compromising the competitiveness of larger firms in public procurement.
Therefore, the present study aimed at exploring ways in which SMEs can derive

benefits from EU procurement policies being implemented in UK public organisations.

2.6.2 Procurement policies implemented in non-EU countries to support
SMEs.
In this section, the researcher reviewed government policy and measures to promote

SME involvement in procurement in Non-EU countries, perhaps, this may provide
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insight into how SMEs participation in public procurement can be enhanced in the UK.
For example, the United States that have traditionally been supporting small business
through public contracting process through the Small Business Act 1953, which
requires public sector bodies to set aside a proportion of their expenditure for
small/minority owned businesses (Kidalov and Snider, 2013). The same Act articulates
the principle of ‘maximum practical opportunity’ requiring public sector bodies to utilise
contract advisements and subcontracting strategy to facilitate the participation of small
firms in public tendering (Qiao, Thai and Cummings, 2009; Clark and Moutray, 2004).
A similar approach has been used successfully in form of incentives packages to
encourage SME participation in procurement in India (Small Enterprise India, 2012).
For example, small business suppliers are exempted from paying the non-refundable

tender security fees that is required when bidding for public contracts in India.

However, there is a difference in methods for supporting SME in the US, India and
EU. The US and India reserves a certain percentage of public sector contract for small
firms by adopting an ‘interventionist’, whereas the EU policy intends to remove
discrimination against SMEs and creating a level playing field for all bidders (Flynn,
2016; Kidalov, 2013; McClelland, 2006). The interventionist approach used in the US
seem more stringent as it sends clear message on need for strict compliance as
against EU policies which are currently being implemented in the UK. This may be a
reason that Loader (2013) referred to the policy measures as being ineffective.
Therefore, this study argues that levelling the playing field for all bidders does not
prevent large firms from leveraging their size and resource advantage to gain
competitive edge over SMEs in the public procurement markets. The researcher will
be recommending approaches (in chapter 8) to help mitigate the risk arising from the

exposure of SMEs to competition with large firms.

Moreover, the UK might combine the existing policy measures with the interventionist
approach for better impact about SME participation in public procurement. A similar
example could be found in the practices adopted in African countries such as Egypt
and South Africa, where mixture of interventions toward promoting SME participation
in procurement. In  Egypt, for example, 10% of public sector contracts was set aside
for SMEs under the Small and Medium-Sized Enterprises Development Law of 2004
(Akenroye and Aju, 2013a). The South African government approached this from a
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different angle but like the EU policy measures, which reflect the introduction of
changes to public procurement practices. According to Wittig (1999), the South African
government introduced “Green Paper on Public Sector Procurement Reform (GPPR)”
which contains measures similarly to those adopted in the EU, namely streamlining
the procurement process and the establishment of tender advice centres for SMEs
(Republic of South Africa, 1997).

Other initiatives that symbolise actions to promote SME participation in public
procurement in African countries include ‘match-making events’, where small
firms (such as smallholder farmers) were networked with traders/caterers (Sadler
and Thomson, 2016). This method has been successfully implemented in Kenya,
Ghana and Mali to connect smallholder famers with the contract opportunities for
the supplier of foodstuffs to support school feeding programmes in the primary
schools (Karg, Sadda and Casey, 2015). Match-making events created an avenue
for smallholder famers to meet traders and they can then work out collaborating
scenarios among for developing profitable business relationship. This was
designed to address specific challenges of smallholder famers these countries
namely inability to meet the skills and experience required by the school feeding

procurement process (Commandeur, 2013).

Since SMEs in the UK face very similar challenges when competing in public
procurement, this thesis will also examine whether there is a possibility for using
match-making events to link SMEs together to develop collaborative bids. In
addition, this could offer opportunities for large prime contracts in the public sector

to connect with SMEs that seek to explore future sub-contracting opportunities.

2.6.3 Policies to support UK SMEs in public procurement: chronological review
The research context of this study is the UK marketplace for public sector contracts.
SMEs face varieties of challenges when competing for public contracts (e.g. Loader,
2011, 2013, 2015), and they are important to the UK economy: 99.9% of all private
sector businesses in the country are SMEs, they account for 60% of all private sector
employment in the UK and 47% of all private sector turnover (FSB, 2017). Perhaps,
these are the reasons why the government seeks to make public procurement markets
work for small firms. In the last fourteen years, like other EU Member States, the
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government has introduced various measures to promote SMESs’ participation in public
procurement (e.g. Flynn, 2016; Flynn and Davis, 2015; Loader, 2015). Therefore, this
section focuses on policy measures aimed to improve SME patrticipation in UK’s public

procurement markets.

In 2003, the government issued a policy notice, entitled Small Supplier...Better Value,
which was aimed at enlightening public-sector organisations about the benefits of
using SMEs as suppliers (Office of Government Commerce, 2003) cited in Flynn
(2016). That same year, Better Regulation Task Force (BRTF) and the Small Business
Council (SBC) released a joint report titled: Government: Supporter of Customer?*!.
The BRTF/SBC report highlights the key barriers to SMESs’ participation in public
procurement, and viable solutions to tackle those (Vincze et al., 2010). The Small
Business Friendly Concordat was introduced in 2005 to promote SMEs involvement
in procurement in the local council (Office of the Deputy Prime Minister, 2005). This
was a non-statutory guidance to encourage local authorities to award more contracts

to SME suppliers.

Similarly, a committee headed by Anne Glover, was set up in 2008, to suggest how
the barriers facing SMEs in public procurement could be tackled (Booth, 2013). In a
report titled Accelerating the SME Economic Engine: Through Transparent, Simple
and Strategic Procurement, the Glover committee recommended that the government
should promote transparency, simplicity, strategic approach to public procurement”
(Glover, 2008:5). To achieve these, the committee put some ideas forward:
stablishing a dedicated online portal for all public organisations in the UK to publish
contract opportunities above £20,000 and make it freely accessible to the public;
simplifying tender documentations and issuing them electronically, allowing different
SMEs to submit a ‘consortium bid’ and make subcontracting opportunities accessible

to small businesses (Kidalov, 2013).

There are indications that government had adopted all the recommended actions (HM

Treasury, 2008, p 74; Booth, 2013) and the policy measures have been put in practice

11 Government: Supporter of Customer? Better Regulation Taskforce & Small
Business Council, 2003. Available at:
http://lwww.brc.gov.uk/publications/smeprocurement.aspx
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by the UK’s public-sector organisations (Vincze et al., 2010). However, apart from
portraying the government’s agenda for SMEs’ involvement in public procurement, the
series of measures designed to promote their participation in public procurement were
not targeting specific outcomes. Even though these measures intended to help more
SMEs bid for public sector contracts, it appears that little or no performance targets
were set concerning the volume or value of government contracts that SMEs can win

as a result.

The more recent efforts to promote SMES’ participation in public procurement were
set out in both the 2010 budget (HM Treasury, 2010) and the Conservative - Liberal
Democrat coalition agreement. The coalition agreement mandated that 25% of central
government procurement spending, by value, would be directed to SMEs by 2015 (HM
Government, 2011). Prior to this time, only 6.5% of government procurement
expenditure was spent directly on SMEs (Booth, 2013). These were reinforced with
sequences of policy notices: Plans to Open Up Government To Small Businesses
(Cabinet Office, 2010), Government Opens Up Contracts To Small Business (Cabinet
Office, 2011a), Making Government Business More Accessible To SMEs (Cabinet
Office, 2011b) and A Better Deal For Small Businesses (Cabinet Office, 2012c).

The above-mentioned policy notices contain several measures that have been
adopted to make it easier for SMEs to gain access to contract opportunities in the

public sector and to help them bid. The measures include:

e Issuing a standardised template for pre-qualification questionnaire (PQQ) to help

streamline the procurement process and to remove excessive bureaucracy.

e The launch of a new website called “Contract Finder” where prospective supplier
can easily find all public sector contracting opportunities over £10,000.

e A directive requiring all public-sector organisations to pay contractors within 30
days and to mandate their prime contracts to do the same to subcontractors.

e Splitting large contracts into smaller lots.
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e Encouraging major contractors to provide sub-contracting opportunities for SMEs.

e Organising Product Surgeries for SMEs to pitch innovative solutions.

e The Government eMarketplace (GeM) was launched to make procurement
process easier and simpler for providers, including SMEs. This provides
prospective suppliers the ability to quickly bid for low value contracts without

undergoing any lengthy procurement process.

e A pilot of a new online tool named Solution Exchange which is intended to facilitate
pre-procurement market engagement practices in the public sector. The tool will
help Government departments to advertise problems to the marketplace and
interact with SMEs. The exchange provides a forum where SMEs can also learn
about how to sell goods and services more effectively to the public sector (Cabinet
Office, 2012d).

From 2014 to 2015, the UK government began to use legislation to promote wider
implementation of some of the policy measures already mentioned above. The Public
Contracts Regulations 2015 (Cabinet Office, 2015; Crown Commercial Service,
2015a) mandate all public organisations in the UK to facilitate SMES’ involvement in
procurement by focusing on some priority measures (e.g. Cabinet Office, 2011a;
Cabinet Office, 2015; Cabinet Office, 2013; Department for Business Innovation and
Skills, 2013; Loader, 2015; Perry, 20011). Overall, public sector organisations are still
expected to conduct their procurement exercises in compliance with the core

principles of transparency, fair competition and value for money (Flynn, 2016).

2.6.3.1 A critique of policies to support SMEs in public procurement in the UK

A critique of the policy measures discussed in previous sections (2.6.3.1) and the
studies that undergirds them, is presented in this section. What can be deduced from
a discussion of existing literature is that the policy agenda of UK over the last decade
has focused on how to use public procurement as a policy tool to develop SMEs.
However, there are a number of issues related to the policies being implemented in
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this area. First, the government seem to take as given that such policies will yield the
expected outcome, without giving due consideration to other factors, which might
affect implementation, such as the roles of different stakeholders (e.g. managers of
small businesses or large businesses). These persons can affect or be affected by the
government’s actions and policy to improve SME participation in public procurement
and their interest or concerns should be taken seriously. Therefore, this study can
make contribution in this area as data will be collected from SME owners/managers
as key beneficiaries of the policy measures under investigation.

There is a paucity of literature identifying the drawback of SME-friendly procurement
policies in the UK, but this does not suggest that the policies are perfect. For example,
the government launched the Contracts Finder as an online portal for advertising
public contract opportunities so that SMEs can gain better acces to information.
However, it appears that due consideration was not given to the fact that SMEs might
not be tech-savvy (Bharati, 2010) as larger firms to make use of this system. Similarly,
the Prompt Payment policy mandates public organisations to pay undisputed supplier
invoices within 30 days, but then again, there might be deliberate attempts by public
buyers to dispute invoices and avoid the prompt payment rule. This can happen if the
organisation is constrained by limited financial resources as a result of budgetary cuts
(Institute for Fiscal Studies, 2015).

Therefore, to avoid unnecessary delays in payments to suppliers, there needs to be
absolute clarity about what constitutes acceptable/unacceptable reasons for invoice
rejections in the public sector. This might be an opportunity for the UK government to
set deadlines for resolving issues relating to supplier invoices, as addendum to
existing prompt payment rule. The present study will test this assumption by collecting
data from SMEs to understand concerns about the policy measures being
implemented in the UK. This can help the researcher to determine strengths and
weaknesses of the policy and identify the need for improvement, in line with research

objective 4.

Furthermore, SME-friendly procurement policies in the UK do not specify what the
expected impact or outcomes will be for distinct categories of small firms. According
to Flynn, McDevitt and Davis (2013), SMEs have heterogeneous characteristics in
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terms of firm size, age, industry sector and it is expected that policies designed to
support them should reflect these features. Because of this, the present study will
consider different categorises of SMEs in the UK in the process of data analysis. For
example, the UK categorises SMEs in terms of size as micro, medium and small
enterprises (Rhodes, 2017); this classification has been reflected in the analysis of
attitude of SMEs towards the policy measures in Chapter 6. This links to the sub-
research questions 2 and 3, which seek to test whether there is a significant
difference in awareness and attitudes towards the policy measures.

Moreover, looking at the reports and notices published by government departments
(e.g. Cabinet Office, 2010, 2011a, 2011b, 2012c, 2013, 2015; Department for
Business Innovation and Skills), there is no evidence that SMEs were involved in
designing the policy measures under investigation. As the primary beneficiaries of
government actions that tend to promote fair in public procurement, SME views, beliefs
as well as feedback are important. This can help shape effective implementation of
pro-SMEs procurement policies and to ensure that the priorities of government reflect
key challenges facing the small business sector in the UK. Therefore, this study will
examine the possibility of improving engagement with SMEs during the policy-making

processes in the UK.

Table 2.3 lists policy measures to promote SME participation in public procurement in
the UK, identified based on the literature review in section 2.6.3, and their frequency
of occurrence in the reviewed articles. There are six policy measures that were
identified as important because they are recognised in the UK public procurement law
and/or the EU procurement code of practice (i.e. European Code of Best Practices
Facilitating Access by SMEs to Public Procurement Contracts, and Public Contracts
Directive, 2014/24/EU and the Ultilities Directive, 2014/25/EU), which regulate

procurement practices in all public-sector organisations in England:

Elimination of PQQ for smaller contracts
Prompt Payment Rule,
Consortium Bidding,

Contracts Finder,

o bk w0 NP

Division of Contracts into Lots, and
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6. Sub-Contracting

Furthermore, the above mentioned are the most reported policy measures in the
reviewed literature regarding policy to support SME participation in public procurement
in the UK (e.g. Booth, 2013; Booth, 2015; Cabinet Office, 2014; Cabinet Office, 2015;
Crown Commercial Service, 2015b: Crown Commercial Service, 2015a; Crossley et
al., 2015; Flynn and Davis, 2016a; Loader, 2013; Loader and Norton, 2015). A more
in-depth discussion of six key policy measures is presented in sections 2.6.4.1 —
2.6.4.6, below.
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Table 2. 3 Key policy measures supporting SMEs in public procurement in the UK

POLICY MEASURES IDENTIFIED

AUTHOR(S) AND | Sources Elimination Prompt Consortiu The Dividing of Sub Product Mystery Solution SME Meet the
YEAR OF of PQQ for payment m bidding | Contracts | contracts contracti | surgeries | shopper | exchange | training buyer
PUBLICATION smaller rule finder into lots ng events
contracts
Freshminds (2008) | Project report X X
European EU Directive X X X X
Commission /EU Regulation
(2008).
HM Treasury Government X X X X
(2008) publication
Glover (2008) Project report X X X X X X
Holmes et al Academic X
(2009) journal
Cabinet Office Government X X X
(2010) policy/publicatio
n
HM Treasury Government X X X X X X
(2010) policy/publicatio
n
HM Treasury Government X X
(2011) policy/publicatio
n
FBS (2011) Non-academic X
research
Loader (2011) Academic X X X X
journal
Preuss and Walker | Academic X X X
(2011) journal
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Perry (2011) Academic X
journal
European EU Directive
Commission /EU Regulation
(2011)
European EU Consultation
Commission paper
(2013)
Cabinet Office Government X
(2011a) policy/publicatio
n
Cabinet Office Government X
(2011b) policy/publicatio
n
Cabinet Office Government
(2012b) policy/publicatio
n
Cabinet Office Government X
(2012c) policy/publicatio
n
Cabinet office Government
(2012d) policy
Booth (2013) Government X
Statistics
Loader (2013) Academic X
journal
Cabinet Office Government X
(2013) policy/publicatio
n
Department for Government X

Business,
Innovation and
Skills (2013)

policy/publicatio
n
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Cabinet Office Government X
(2014) policy/publicatio
n
Flynn and Davis Academic
(2015) journal
Cabinet Office Government X
(2015) policy
Crown Policy notice X
Commercial
Service (2015a)
Crown Policy notice X
Commercial
Service (2015b)
Crown Policy notice
Commercial
Service (2015c¢)
National Audit Government

Office (2015)

policy/publicatio
n

Crossley et al, Academic
(2015) journal
Loader and Academic
Norton, (2015) journal
Krasnokutskaya Academic
and Seim (2011) journal
Strombaéck (2015) Academic
journal

Ballard (2015)

Essay report

Kidalov (2013)

Academic
journal

Department of
Enterprise, Trade

Project report
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and Employment,
(2009)
Loader (2018) Academic X X X
journal
19 18 15 15 15 9 4 3 3 3 2
1st 2nd 3rd 4th 4th 6th 7th 8th o9th 10th 11th
Source: developed by the author from the review of literature in sections 2.6 — 2.6.
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2.6.4 Six key policy measures being investigated in this study

The policy measures implemented to facilitate SME participation in public procurement
in the UK are summarised in Table 2.2 following the review of literature in sections 2.6
— 2.6.4. The key ones to be focused on in this study are discussed below:

2.6.4.1 Elimination of PQQ for smaller contracts

Multiple studies and publications (e.g. Cabinet Office,2012a; Cabinet Office, 2012b;
Booth, 2013; Cabinet Office, 2013; Department for Business, Innovation and Skills,
2013; Cabinet Office, 2014; Cabinet Office, 2015; Crown Commercial Service, 2015a;
Crown Commercial Service, 2015b) have reported that the UK government has made

efforts to streamline the supplier qualification process in public procurement.

Early actions in this regard include reducing the bidder’s qualification requirements
through the elimination of PQQ for smaller contracts (Cabinet Office, 2015; Crown
Commercial Service, 2015a; Crown Commercial Service, 2015b; Loader, 2018),
where the value of the contract is below the EU threshold for goods/service. Presently,
the EU threshold for procurement of goods and services in central government bodies
is £106,047 and £164,176 outside central government!?. As part of this reform, the
use PQQ for larger contracts was replaced with a standard Selection Questionnaire
(SQ), allowing bidders to self-certify their ability to meet the required selection

criteria/standards (e.g. financial and insurance requirements).

Traditionally, the PQQ was used to assess bidders’ eligibility to fulfil a contract and
thereby to facilitate the process of preselecting suppliers. The inappropriate use of
PQQ can lead to needless exclusion of suitable and capable suppliers from the
tendering process, in addition to discriminating against SME suppliers. There are
indications that some public-sector organisations in the UK deliberately use PQQs as
a tool to reduce the number of tenders they want to evaluate, rather than to reject unfit
suppliers (Cabinet Office, 2011a; Cabinet Office, 2012c).

2EU Procurement Thresholds. http://www.ojec.com/thresholds.aspx
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While elimination of PQQ for smaller contracts look promising and likely to reduce
some of the key barriers facing SMEs in public procurement e.g. administrative burden
(Loader and Norton, 2015), bureaucracy and disproportionate qualification criteria
(Loader, 2013), it has not been evaluated with a view to determining its efficacy in
helping SMEs to improve participation in public procurement. Consequently, the
current study aims to examine the attitudes and opinions of SMEs on policy relating to

elimination of PQQ for smaller contracts.

2.6.4.2 The prompt payment rule

Many published studies (e.g. Cabinet Office, 2012b; Cabinet Office, 2012c; Booth,
2013; Cabinet Office, 2013; Department for Business, Innovation and Skills, 2013;
Cabinet Office, 2015; Crown Commercial Service, 2015a; Crown Commercial Service,
2015c; National Audit Office, 2015), identified prompt payment rule as a policy

measure to encourage SMES’ participation in public procurement in the UK.

A research conducted by Federation of Small Business (FSB) in 2011 shows that
much of small business in the UK have experienced overdue payment for their
supplied goods and services in the previous year (Price, Rae and Cini, 2013). Unlike
SMEs, large suppliers have financial buffers to enable them cope with cash flow issues
arising from late payments. However, poor cash flow can prevent the growth of small
firms and even push them into insolvency. Therefore, a culture of late payment in the
public sector can easily discourage SMEs from seeking or tendering for available

contract opportunities in this sector.

The prompt payment policy was introduced to address this by ensuring that SMEs who
are acting as prime contractors or sub-contractors are paid on time. It is important to
note that, since 2008, most UK public organisations normally pay suppliers within 30
calendar days of receipt of an undisputed invoice (National Audit Office, 2015), and in
compliance with EU Directive 2011/7/EU (Department for Business, Innovation and
Skills, 2013). The prompt payment rule enforced by the Public Contracts Regulations
2015 raises the bar by making it a legal requirement for all central government

departments to ensure that subcontractors should also be paid within 30 days of an
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undisputed invoice, and that 80% of undisputed invoices are paid within 5 working

days.

The policy also obliges public organisations to publish the number of invoices paid on
time to their prime contractors, and it allows contractors to claim statutory interest for
overdue payments (i.e. payments made after 30 days of receipt of the invoice).
Although, it is rational to assume that the prompt payment policy would help SMEs to
overcome the fear of cash flow issues that may arise from delayed payments.
However, five years after the introduction of the prompt payment policy in the public
sector, SMEs believed that some prime contractors did not pay their subcontractors
on time (National Audit Office, 2015), even when the public organisation had disbursed
moneys promptly to large firm contractors.

Considering the foregoing, it is unclear whether the prompt payment policy constitute
some challenges for SMEs besides the potential opportunities in presents. Therefore,
the present study will examine SMES’ attitudes and concerns towards the prompt
payment policy and, particularly, in relation to how it has influenced their participation
in public procurement. It is also impor