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Summary: This research paper focuses on defining priorities for supply chain practices in small firms in developing
countries. We studied micro and small companies in Mexico City and by combining the resulting insights of a system
dynamics model; we study the relationships between best practices and small firms’ growth. The result is a strategic
framework that provides guidance to small firms on how to prioritize the adoption of best practices to improve survival and

growth.
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KEY INSIGHTS

1. Regardless of growth capacity, small
firms should start focusing on
prioritizing practices that improve
service and quality

2. Once quality and services practices are
in place, small firms should focus on
market expansion, collaboration, and
capacity building

3. Price competition strategy in small
firms does not sustain long-term
growth.

Introduction

Latin American countries face a complex economic
situation caused by lower growth and the prevailing
uncertainty in the global economy. Furthermore, the
labor productivity gap (i.e. GDP per employee) of micro
and small firms in Latin America lags significantly behind
that of their larger counterparts. For instance, labor
productivity of small firms relative to that of large firms
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ranges from 16% to 36%, while in Europe it ranges from
63% to 75% (OECD - ECLAC, 2013). Since 98% of the
firms in Latin America are micro and small, labor
productivity is a significant factor that affects the rate of
development in the region.

The adoption of supply chain and business best
practices is associated with performance improvement
in large and small firms. However, for the context of
small firms, a strong limitation on resources makes
imperative to prioritize their focus and practices.
Therefore, for small firms to move towards greater
productivity, it is essential not only to implement supply
chain practices, but to understand which activities are
most important for their performance.

Growth is not the only determinant of a small firm’s
survival, but it increases the firm’s probability of
enduring through external pressures. Based on this
knowledge, a literature review focused on Small-and-
Medium-Sized Enterprises (SMEs) from emerging
countries, and the study of 15 Mexican Micro and Small
Enterprises (MSEs), we use system dynamics to
illustrate how different practices impact small firm
growth and develop a framework to prioritize these
practices.



Data and Methodology

We collected data, in partnership with students and
faculty from Monterrey Tech, Mexico from 15 micro and
small firms located in Mexico City.

The data collected for these companies includes
information about their business practices, lean
manufacturing practices, company processes, and the
routine of one of the company’s key decision makers. In
addition, we gathered information about the companies’
competitive advantage. We particularly asked the
general manager: “What is your main advantage among
your competitors” and explored the question with some
examples of main competitors. We also interviewed the
companies to understand their main challenges
according to the managers’ expertise. Both
“Competitive advantage” and “Main challenges” are
along with general company socioeconomic data in
Table 1.
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Figure 1: Base Limits to Success model
Best Practice Evaluation

For potential best practices that micro and small firms
could implement to improve their business, we used 40
Supply Chain practices from the Data Collection
Guidelines Manual that includes practices on the
following domains: Supplier Relationship Management,
Customer Relationship Management, Operations, and
Planning and Business Processes. Based on the impact
on sales growth of each of these practices, as tested

against the model in Figure 1, we
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assigned to each question a performance
attribute driven by the practice, split into
two categories: “growth drivers” and
“baseline keepers”.

“Growth drivers” are those performance
levers that lead to new customers or an
increase in sales in existing customers in
the systems dynamics model: marketing
practices, collaboration practices and
capacity increase. “Baseline keepers” are
practices that drive better performance
with existing customers; the baseline
keepers drive firm efficiency but do not
necessarily bring about new sales.

Table 1: Company profiles
System Dynamics Model

Given that growth is an influential factor in increasing the
likelihood of survival of micro and small firms, we use
system dynamics thinking, specifically a custom
variation of the Limits to Success system dynamics
archetype. This model relates internal and external
factors to a firms’ sales growth. Using this model as a
basis, we added variables that describe the
relationships between small firms’ growth and best
practice implementation. Figure 1 describes the basic
Limits to Success relationships used for this analysis.

This classification is the basis of our
proposed framework, by differentiating priorities
between companies that are in a growth path and those
that do not have this goal.

Results and Recommendations

From the insights derived from the system dynamics
model and the data collected in the companies in
Mexico, we proposed the framework (see Figure 2) as a
prioritization guideline for best practice implementation
in micro and small firms.
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Figure 2: Framework for Small Firm Practice Priorities

At the top of the priority order are practices related to
quality and service. Our results show that these
practices are essential and should be prioritized by all
the companies independent of growth outlook. We
name these practices “baseline keepers” because, even
though they will not necessarily drive growth, they will
sustain certain degree of stability in a small firm by
keeping the current customers satisfied and willing to
buy again.

Cash generation practices are next in the priority order.
The cost control practices, although important for the
company’s financial health, will not keep or acquire new
customers. However, they are essential to support
sustainable growth and operations of the company.

The third element in the priority order is the firm’s
growth. If the firm is looking to grow, then we suggest
priorities based on the firm’s growth strategy. If the firm
is not looking to grow, they should keep focus on the first
two elements of the framework, “baseline keepers” and
cost control, to keep the business on track. For growing-
focus firms, the priorities relate to the firms’ growth
strategy and differentiation conditions. In any scenario,
the firm must ensure they will plan capacity to support
growth. Therefore, capacity planning is a priority for
growing firms.

If the firm has planned capacity, they should then invest
in practices that fuel growth according to their strategy.

For firms competing in the product differentiation
market, expansion practices will bring forth new
customers. For firms competing in service
differentiation, i.e. flexibility of delivering different
services adapted to customers’ needs, growth will more
likely come from current customers asking for new
variations of the current services. Therefore, activities
related to customer collaboration and relationship
building are key. Finally, small firms should avoid
engaging in price competition. This strategy drives
short-term growth but does not sustain long-term
growth.

Conclusion

Improving the productivity of micro and small firms is
imperative for Latin American development. These
companies represent a large majority of companies in
the region and have untapped potential. Although
previous studies recognize the relationship between
business practices and the importance of tailor-made
guidance for micro and small firms, there is a gap on
how those firms should prioritize these practices to
improve productivity and survival. Micro and small firms
have limited resources and, as a result, the decision of
which business practices to prioritize can be the
threshold for them to adopt best practices.

We proposed a practice prioritization framework aimed
at micro and small firms level. We found that strategies
related to be the low-cost operator is a misguided focus
for small firms, and they should instead prioritize
flexibility and product differentiation strategies (i.e.
quality and service). After achieving a baseline of
service and quality practices, small firms that are looking
to grow can focus on the practices that will drive sales
growth.

Our framework is not only intended to help micro and
small firms to prioritize decisions, but support
governments to better develop training programs and
interventions aimed at micro and small firms. Our work
also contributes to a not much explored area of supply
chain management: small and micro firms in emerging
economies.



