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ABSTRACT 

As India is a developing country having vast cultural diversity, growing sprit in different-

different sectors recorded a fast growth in development of micro and small enterprises. From the 

recent years it’s developing and attracted the attention of government to initiate policies to 

support its activities. In a globalization era MSME seems as an engine of growth of economic 

development. It put in GDP next to agriculture sectors. It also plays a vital role to generate 

employment in India where people are compelled to live under poverty due to unemployment or 

under employment. It’s recorded second largest industry to generate immediate employment with 

lower investment after agriculture. 

This paper discussed the effect of supply chain network on SME’s development. It also considers 

the data of growth of Indian MSME which is collected from GOVT of India annual report 2012-

13. It explores the main features of SME which can be accelerated with the help of supply chain 

network. How this supply chain network increase the productivity of small and medium 

enterprises. 

This paper also focuses on various issues and challenges. It highlights the key constraints and 

advantages of SMEs. It considers the literature review on supply chain network practices applied 

on small and medium enterprises and explanation the main imminent. 

In this paper we found the improving strategy of supply chain network push the growth of SME. 

The acceptance of rapid growing technology, decision making strategy and operation research 

tools can improve the performance of supply chain network. The changing business scenario 

becomes multitasking, it has to perform all activity to gain the competitive advantage and sustain 
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in market place. This paper analyses that growth of SME is positively related to supply chain 

network practices. 

Key words: SME’s, economic development, supply chain management, competitive advantage. 

 

Introduction 
 
Now a days we can observed that international business environment become a challenged for 

many industries to focus on supply chain network to achieve a competitive advantages. As 

organizations seek to develop partnerships and more effective information links with trading 

partners, internal processes become interlinked and span the traditional boundaries of firms. As 

we know SMEs is emerging sector and contribute 78% percent in employment generation and 

29% in GDP in developing economy and in Indian economy, have more than 80% constitute of 

total number of industrial enterprises that accelerate industrial growth. Small medium enterprises 

donate 45% to manufacturing sectors and perform 40% in Indian export sectors. Its participation 

in Indian GDP is 8% and it recorded 10.8% average growth rate per annum. Small medium scale 

industries consisting various trading related to leather, gems and jewelry, textile, agricultural 

goods, steel products and many more value added services. This sector provides huge number of 

employment for the people. Its growth rate linked with high domestic production and export of 

those domestic commodities. 

 

For sustaining this growth, SMEs have to improve their networking system. This networking 

system can be obtained by traditional supply chain networking with the help of the “triple bottom 

line” approach, including economic, environmental, and social aspect. Generally such type of 

traditional strategy is adopted by automobile sectors and fast moving consumers goods (FMCG) 

sectors for distributing their commodities. In many of countries, under the regime of free trade 

and globalization, the state has withdrawn the protection that provided to small-scale business. 

 

The worldwide evolution toward more specialized activities and better communication and 

information systems, offers supply chains a higher capability than centralized firms in terms of 

flexibility, responsiveness and costs. DAVOS-Kloster, Switzerland (2013) mentioned in his 
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report (by world economic forum) that reducing supply chain barrier could increase global GDP 

up-to 6 times more than reducing all import tariff. 

 

Through this study we can analyze that how a methodical supply chain networking helpful for 

improving national competitiveness and also have discussed about the challenges that can be 

transformed into opportunity for SMEs. 

 
Growth rate of SMEs  

The following trend line is showing the number of SMEs from 2007 to 2013. On the basis of 

MSMED Act 2006 the Entrepreneur memorandum part (2), the following number of SMEs filled 

EM(2) form. This trend shows a constant movement from 2006 to 2010. After 2010 it shows a 

hike in number of SMEs. There is 18% of growth of EM(ii) form filled by SMEs. But there is a 

point to be noticed that decline trend can be seen from 2011 to 13. Now we need to think about 

the reason i.e. decline of the share of the manufacturing sectors in India. The share has come 

down to 15.2% in 2012-13. As we know this sector contributes a large share to Indian economy. 

This is not the only reason to decline the number of SMEs, the another one is declining the 

output in agricultural activities. This sector has recorded 13.7% decline because of dropping 

human capital by 14.5%. 

Fig 4. 
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Objective of the study 

This study focuses on the significance of supply chain networking of small and medium 

enterprises. It also describes the challenges and issues regarding supply chain networking in 

small and medium industries. It also reveals the impact of supply chain in SMEs as support. 

 
Research methodology 

This study is based on the theoretical approach and concluded on the basis of literature review. 

This is based on critical review of near about 36 research article from high quality international 

journal. Mostly issues are covered under three categories i.e. networking, modeling and 

optimizing the output. This has reinforced the development of key hypotheses and proposals. 

 

Literature review 

Giacomoliotta (2012) focuses in his study on simulation model of supply chain network in 

SMEs. He reveal that simulation can be used by SMEs at the individual level the estimating their 

own performance and capabilities. SMEs can also make use of simulation at the supply chain 

network level for complaining their own performance estimate to network integration 

requirement that emerged in these integrations requirements when cooperating with large 

enterprises. Performance of Supply chain network can also be evaluated for SMEs by separating 

their performance in small enterprises and medium enterprises. Seung-Kuk (2011) found in his 

study that Small scale industries and medium industries are different in purchasing performance; 

medium enterprises perform better than small enterprises. his research contribute to the growing 

body of knowledge related to purchasing and supply management in small and medium 

enterprises. he discuss about the key variable that can affect the purchasing practices and 

development such as industrial sectors, types of production process related to  a large original 

equipment manufacturers. 

 

Supply chain networking system improves the firm inside and outside activity. It works on 

capability, capacity and flexibility for the integrations activities of any SMEs. In this context 

SitiZulkifi (2009) has discuss the various issues of supply chain activities in SMEs. He 

emphasized on research and development for the improvement of supply chain integration in 



Asian Journal of Business and Economics 
Volume 4, No.4.3 Quarter III 2014 
ISSN: 2231-3699 
 

5 
 

SMEs. In this order to be more competitive, SMEs has to increase their capabilities for supplying 

and manufacturing process. 

 

It is not easy task to maintain the supply chain network among the SMEs. There are lots of 

challenges like quality maintenance, lack of partner’s coordination and uncertainty in delivery 

etc. Sanjeev Malhotra (2012) revealed most of the issues for supply chain networking in SMEs. 

One of them is that no firm wants to holds inventory in supply chain which conserves the 

inventory level by taking out the redundancies in the supply chain 

 

According to Lummus and Vokurka (1999) it is generally recognized that supply chain 

performance is limited by factors such as: The absence of frameworks which could help to 

establish alliances among supply chain partners, the lack of integrated information systems and 

electronic commerce firms, the lack of trust inside and outside a company, the lack of tools to 

measure the effectiveness of a supply chain alliance. 

 

A firm should consider various risk factors while formulating supply chain network so that firm 

can reduce their losses. It is defined by B.P. Sunjka (2012). His Results indicated that SMEs are 

affected by similar risk issues in all categories. There are also indications of industry specific 

risks emanating from the supply side markets and the demand side markets. The majority of risk 

sources were of a macro-economic and sociopolitical nature, that is, risk root causes beyond the 

control of the company. 

 

Lovelly, Saw & Stimson (2005) has revealed the importance of segmentation both as a part of 

network design process and as an operational tool and used five dimensions having the 

characteristics of the product, market, and source, geographical and environmental context. 

Segmentation is not the only tool but cluster improvement can also affect the supply chain 

network performance. Netsanet Jote Tolossa1 (2013) gives the importance of cluster supply 

chain. His Further studies in the design, implementation and improvement of cluster supply 

chain have to be carried out. Moreover, here commended that cluster in the global supply chain 

and benchmarking of best practices among these two disciplines should be studied further for 
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effective exchange of know-how and technology. That plays a crucial role to enhance the 

productivity of a firm. 

Thus, the success and subsistence of a company in the economic market rely not only on its 

ability to integrate managerial processes but also on coordinating all the related actors (Drucker 

1998; Lambert and Cooper 2000). 

 

What is supply chain networking? 

A supply chain is the material, information, and services, typically crossing several different 

organizations, involved in producing and delivering a product or service to an end user. Supply 

chain management is a total systems approach to managing the entire flow of information, 

materials, and services from raw-material suppliers through factories and warehouses to the end 

customer. In fact, some scholars argue that firm survival in the modern business environment is 

no longer an issue of one firm competing against another firm but has, instead, become an issue 

of one supply chain competing against another supply chain (Fine 1998). Supply chain in SMEs 

is a set of business activities including purchase from open/spot Market, manufacturing or 

processing of subcomponents/subassembly within the plant and delivery to large enterprises 

using hired transportation to enhance value of end product and in-turn to ensure long-term 

regular purchase orders.  
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Fig 1: supply chain model for improving operational excellence in a firm. 

 
 
Supply and process costs represent 30 per cent of an average manufacturing SME’s budget and 

logistics cost incurs about 40 per cent of total supply spending (Jonh and Riley, 1985). From a 

manufacturing strategy point of view, the key strengths of SMEs are flexibility, quick decision-

making and co-operation from employees, while weaknesses are the Lack of technical 

superiority, lack of infrastructural facilities and of financial resources (Dangayach and 

Deshmukh, 2001). 

 

Model of supply chain networking 

There are various models of supply chain networking, which address both the upstream and 

downstream sides. Adoption of modeling is depends on SMEs nature- is that manufacturing 

sectors or service sectors.  
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Fig 2.Supply chain model in small and medium enterprises 
 

  
 
The Global Supply Chain Forum has introduced supply chain model. This framework is built on 

eight key business processes that are both cross-functional and cross-firm in nature. Each process 

is managed by a cross-functional team including representatives from logistics, production, 

purchasing, finance, marketing, and research and development. While each process interfaces 

with key customers and suppliers, the processes of customer relationship management and 

supplier relationship management form the critical linkages in the supply chain. 

 
Logistic-supply chain model 

The combination of logistics performance and supply chain pruned up logistic supply chain 

networking model (LSCNM) which include high degree of linkages between entities in the 

channel  and a market requirement. This networking system changes market requirement into 

production requirement, production requirement converted into material requirement. It focuses 

into well defined planning process with affordable investment in inventory of any SMEs. 
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Fig3. Model of logistic- supply chain networking model:  
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Source: logistic management-“S.K. Bhattacharya” 
 
Issues of small and medium enterprises for implementing supply chain networking models 

Issues such as new technology, R&D and e-commerce, which are normally associated with 

innovations in a supply chain context, SMEs are experimenting with inventories to cut down 

delivery times but this has not helped much in reality, mainly because of the reasons such as 
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buyer–supplier relationships. In present scenario SMEs are showing their interest in quality 
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considered as preliminary and short-term goals of SCM. This is mainly because of the reasons 

that buyer firms are more interested in minimizing the cost of lost sales (or profit maximization) 
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to risks since they face greater uncertainties with respect to total number of orders received and 

the type of products manufactured. 

 

The present complexity of business dictates in growth stage has forced them to adopt 

channelization concept in materials requirement planning, enterprise resource planning and 

supply chain solutions more aggressively. The remaining organizations are reported as less 

confident of implementing SCM due to reasons like low level of distribution, low level of 

volume, highly opportunistic environment, low level of trust between trading partners and 

disturbed cash flow. However, these reasons could be considered as an opportunity to adopt 

SCM more rigorously 

 

The present orientation of Indian SMEs towards supply chain is quite reactive and fragmented 

mainly because of the reasons such as (1) expectations to exercise total control; (2) a culture of 

blame game and inability to understand the long-term rewards; (3) scientific management 

practices are still considered more suitable for higher volume and large-scale businesses and (4) 

fear of receiving adversarial effect from large buyers. The firms which have realised the benefits 

of SCM and turned voluntarily to such initiatives seemed to have focused on a core group of 

logistics skills (production, design, information management) and delegated or outsourced the 

peripheral functions of transportation and delivery. The subsequent section narrates some key 

issues through systematic analysis. 

 

Challenges in supply chain network in SMEs 

In an increasingly uncertain and complex business environment, Supply Chain Management 

(SCM) is a critical capability for all companies regardless of their size. This is particularly true 

for small and medium-sized enterprises (SMEs) as they compete on scope rather than scale, 

which requires an adaptable supply chain. As the backbone of many economies across Asia, 

SMEs are key drivers of the remarkable growth that the region has achieved over recent years. It 

is estimated that SMEs comprise more than 98% of the enterprises in the Asia-Pacific region. 

SMEs promote business ownership and entrepreneurial skills. They are agile and flexible 
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towards the shifts in supply and demand; attributes that are particularly important in volatile 

global markets. In addition, SMEs are engines for job creation. 

SMEs often lack the SCM expertise that is found in larger companies. SMEs are limited by the 

insufficient resources and lack of skills required to design, build, and manage an advanced 

supply chain; capabilities that are critical for their survival. For example, SMEs have a difficult 

time accessing and understanding their capital requirements and managing finances effectively 

both domestically and across borders. Without a sound understanding of currency fluctuations, 

trans-border transactions and associated costs, these organizations struggle to compete. Also, 

while larger companies capture efficiencies by forming strategic alliances with core suppliers, 

SMEs are not equipped financially to enter into such partnerships. 

There is a notable lack of studies that explore the needs of SMEs given their unique ecosystem 

and behavior. A better understanding of their challenges can facilitate these businesses, and 

secure targeted assistance to enhance their performance. The agribusiness SME supply chains for 

instance, are mostly managed manually. Training these entrepreneurs to use and apply IT tools 

could improve productivity, and allow them to run their businesses profitably. 

Access to information can provide a competitive advantage. For example, the availability of real 

time information on other markets and prices including the retail markets through existing 

technology such as cell phones can be a key source of advantage. 

Some SME’s tend to operate their business in a market condition they are most familiar with, 

and become isolated from innovative business practices. They tend to be naïve about new ways 

of doing business and satisfied to maintain the status-quo. The notion of value-add and spending 

on research and development activities is almost absent in this sector. 

In general, innovation takes a backseat in the SME sector, and if any innovation takes place, it 

remains at the individual level. We do find examples where SMEs have innovated in acquiring 

their fair share of the market at minimal risk. At the same time we also find that there is no active 

engagement in brand building or product development. 

Consolidation can be the key to some of the most prevalent existing SME challenges. An 

example is exploring the possibility of a cooperative to foster deeper collaboration among the 
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agribusiness sector SMEs. If a number of SMEs operating in the same market segment can be 

brought under one umbrella, problems such as finance, new technology, and innovative 

management practices can be handled effectively. Such an organization could help these 

enterprises to overcome the disadvantages of their small size and focus on their core 

competencies, while benefiting from the economies of scale that enhance their competitiveness. 

For this purpose, we need to identify the SMEs operating in the same market segment. More 

often than not, most of the SMEs operating in the same market segment operate from the same 

location forming a cluster. Hence, it can be relatively easy to form an umbrella organization 

consolidating the SMEs in the cluster. Hence it can be identified that the major benefits of 

consolidation thereby enhancing the efficiency of the SME clusters. 

Advantages of supply chain networking in SMEs sectors 

SMEs are not entirely powerless in today’s global market; they have been able to counter the 

economies of scale of Large enterprises with superior differentiation. By providing products and 

services that better cater to their customer’s needs, SMEs are able to compete against the low 

cost but commoditized offers of Large enterprises. That being said, this differentiation advantage 

is fading with the increased capabilities of today’s Large enterprises 

 

SCM can help SMEs to improve their business performance. It helps both types of SMEs i.e. 

strong as well as weak SMEs. A weak SME will choose SCM to interact heavily with partners to 

create differentiation and to learn from them; it seeks to take value from the relationship. A 

strong SME will choose SCM to add and leverage its differentiation value while increasing its 

bargaining position in the network by having other partners rely on it for the value-adding 

differentiation. SME-SCM issues – exploration SCM is a systems approach which aims to make 

the organization/function more agile and cost effective by integrating the processes of various 

partners at all the three levels –strategic, tactical and operational. The profitability of the SME 

may well be critically determined by an ability to obtain supplies of the right quality, on time and 

at the most favored prices. Skills are needed in dealing with their own supply network to ensure 

that Group no. Group Issues covered Group I Supply chain integration Includes supply chain 

integration decisions like use of IT, partnering, collaboration, alliance, etc. Group II Strategy and 
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planning Includes strategy and planning issues of SMEs and their links with SCM Group III 

Implementation Highlights implementation difficulties in SCM-based decisions like change in 

culture, need for IT solutions, competition, owner manager’s impact, buyers (OEM) 

expectations, etc. 

 

According to World economic forum report if all countries reduce supply chain barriers half way 

to global best practice, Global GDP could increase by 4.7% and world trade by 14.5%. It is more 

effective because it minimizes resource wastages and reduces cost of trading firms and by 

extension lower prices to consumers and businesses. We can understand through some practical 

example of a country i.e. In African countries, the poor quality infrastructure services can 

increase the input material cost of consumer goods by up to 200% and in Madagascar, supply 

chain barriers can account for about 4% of total revenue of a textile producers, corroding the 

benefit of duty free access to export markets. 

Conclusion 

This paper has explored the various aspect of supply chain networking in small and medium 

enterprises. As literature make clear that all researcher and practitioner have raised very valuable 

questions like- how to implement the supply chain network in different size of SMEs? Is really 

size matter in supply chain performance? Is it essential to focus on various models to channelize 

the SMEs performance?  

 

The major issues has been discoursed is innovation in supply chain model. The New 

technologies, supplier’s relationship, mode of transport, inventory management science are the 

raising issues for the Small scale industries. They think they can maximize their profit by 

ignoring these issues. But they are left behind in globalization culture. No doubt if these issues 

are resolved the SMEs share can be increased up to 14.5% in world trade. Key issues that can 

improve SMEs performance in productivities are collaboration, innovations and coordination. 

Time management and inventory management that include logistic supply chain model give the 

lowest cost solution for increasing the small size firms.  

The world economic forum predicts that how an improvement in administration and 

transportation and telecommunications infrastructure and service could result in increment of 
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4.7% increases in global GDP. This report conclude that SMEs sector would witness increased 

trade with solution to specific constrain that affect smaller companies.  

Hence in spite of having lots of challenges and issues Supply chain networking improve the 

productivity of SMEs. Serious attention should be given to the organized private sector-led model of 

SME internationalization support provision. By studying the size, nature and capability, we can 

construct networking model and can reduce the unnecessary cost. This reduced cost will be 

helpful for expending the investment 
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