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CHALLENGES FACING UK SMES
IN INTERNATIONAL DEVELOPMENT

ANNE HAMPTON %, JAMES ROWELL 2

ABSTRACT. In the UK, Small to Medium Sized Enterprises (SM&®%) encouraged
to develop overseas business for a variety of nsasoich as sourcing of products and
components, seeking new markets and developingatienal partnerships. Although
the UK government, industry leaders and profestibodies encourage international
growth, SMEs themselves also recognise the need bemefits of trading in
international markets. One of the major challenfaesng SMEs, and particularly
owner-managed business, is how to formulate tpgirc@ch to international markets.

This paper aims to establish key issues UK SMEdamiag in the process of
trading internationally. The paper is based on italizle research exploring the
concept of ‘global mindsets’ and the extent to Wwhtis approach is applied in SMEs
operating internationally. The research views tiecept of a global mindset from a
wide perspective and includes: awareness of glsisaks; knowledge about other
countries and cultures; development of competemaridsaptitudes needed for working
in and operating a business in a global contextt SME responses to cultural
perspectives (as managers, employees and custorbes)level of awareness of
needing deep local knowledge and cultural sertsitii building good relationships
with suppliers, distributors and customers is disoussed.

The ‘soft skills’ that MNEs either recruit or degplamongst their international
managers, are not readily available to SMEs. SM&st therefore develop their own
understanding of the skills required in order tddotheir organization’s capability.
This research focuses on identifying the decisiand actions needed for SME
international business development, including &seurce implications and timescales
needed to develop markets and build relationships.

Key words: SME, International Capabilitie&lobal Mindsetinternational Business

JEL Classification: M16

Introduction

In the UK and EU Small to Medium Sized Enterpri¢8MES) recognise
the need to trade internationally and are encodragalevelop overseas business
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opportunities by governments, industry leadersmoéessional bodies. There are a
variety of reasons for SMEs developing an inteomati approach and growing

business overseas, including sourcing of produets aGmponents, seeking new
markets and developing international partnerships.

Therefore the development of an international staaod developing
appropriate  management capabilities is vital for ESM However, such
development also presents a challenge for some 8ik#Etors/managers. They
may have little or no business experience of mangaghd operating overseas, and
there can often be a degree of uncertainty reggrtbrmulating and managing
their business approach to international markets.

This paper explores factors relevant to owner-mearsagf SMEs focusing
on the ‘soft skills’ that are needed in developengd maintaining international
business effectively. The drivers for SMEs to cartchwsiness internationally are
discussed, as are the needs to develop, sharexpluit €apabilities for growing
the international business.

For the purposes of our research, we have adopbedaa perspective of
the international management issues involved, actlde: awareness of global
scale issues; knowledge about countries and csijtdexelopment of competencies
and aptitudes needed for operating a businesgylobal context; and responding
to the variety of cultural perspectives (as managanployees and customers).

Literature Review

An examination of the literature establishes thae tprocess of
internationalisation has largely been viewed asr@es of stages. The Upsalla
model traces firms moving from domestic marketseiport (either direct or
indirect exporting through agents). However, Holndwet al (2007) propose a need
to consider importing as a vehicle to develop awassbusiness, and suggest links
between importing and exporting. They suggest ihgiorts are focused on
operations, whilst exports on marketing. As a iteghke definition presented by
Welch and Luostarinen (1988) may be useful, defininternationalisation as
‘...the process of increasing involvement in inteloradl operations’ which implies
that inward business activities may have a stramgact on the internationalisation
process. The network approach, focusing on exmjotime impact of social
relationships between individuals and showing h@lationships may increase
overseas business developments, is therefore ablalalternative approach to
understanding internationalisation, (Holmlund e248i07).

This change in focus also suggests a need to uaddrshe ways of
thinking of those working in an international coxitdt is thus helpful to consider
perspectives on developing a ‘global mindset’. Then ‘global mindset’ has
become increasingly widely used in the businessldvtr describe a way of
thinking or understanding the world and its impactbusiness, but yet there is no
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single accepted definition. Whilst it is recogniztht companies can structure
experiences and plan employee development to serglabal thinking and cultural
competencies, establishing how this is achievedfisalue. Rhinesmith (2001)
suggests that a global mindset is developed throogh Intellectual and Emotional
Intelligence and that this leads to the developrn@nskills suited to the global
environment. This is supported by Bonache and Bew2001), who identify the
importance of tacit knowledge in developing morfe&tfve expatriate employees.

Although much of the research on internationalaratias studied MNES,
it is important to understand the impact on smaligsinesses and the means by
which SMEs achieve internationalisation (Hutchinaod Quintas, 2008). McDougall
and Oviatt (2000) recognise ‘accelerated intermafisation’ in SMEs, specifying
that ‘international entrepreneurship is a comborabf innovative, proactive, and
risk-seeking behaviour that crosses national bauesland is intended to create
value in organisations’. This definition underlindsat company size is not a
determinant for having international aspirations.

There is also the important factor when studyingeSNs that they “cannot
be considered as smaller clones of larger entegirifMajocchi and Zucchella
2003). In particular the available resources —rfagaand management (Majocchi
and Zucchella 2003), and market and competitivermétion (Hutchinson &
Quintas 2008), are limited.

It is worth noting that the term ‘born global' hhsen used to describe
companies that recognize the global nature of tefiness from their inception.
Gabrielsson et al (2008) recognize ‘born globals’ za subset of international
entrepreneurial SMEs, and give a full debate ordtfferent categories concerned.
Recognition of such firms shows the need to exanfindssues smaller and newer
firms face in developing the necessary skills fanaging the business.

Whilst Wyer and Smallbone (1999) identified thatcideng to enter
overseas markets is frequently driven by opportienisehaviour, Jeannet (2000)
found that companies have been shown to take agiive approach to identify
suitable markets using a range of criteria — ecooatavelopment, demand for
product/services. Bartlett (2006) identified companthat responded to the
availability of resources (technical, marketingsearch capability) in the target
country and Majocchi and Zucchella (2003) idendifthose basing decisions on
the level of risk associated with particular masket

This begins to show that the selection of markdatshe dependent on a
range of company and situation dependent factochidmg market “size or
volume, or from their technological developmen®gdnet 2000). Holmlund et al
(2007) have documented the motives for developmgrimational business as
including: management interest, limited domesticrkeg and inquiries from
buyers, as the major motives for SMEs to start gkgp Importantly, Majocchi
and Zucchella (2003) recognise that SMEs identifgat markets that are easier to
understand and serve; are similar or closer gebgralty, or as a ‘global niche
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approach’. In both cases the ‘organisation aimgetuce the complexities of
foreign market commitment'.

Whilst these studies show a reasoned approachsdthge found equally
rational approaches but driven by ‘softer’ managamskills. For example,
Bjorkman and Kock (1997) show that a manager'sada@lationships influence
the level of interest and possibilities for intaronal trading. In addition, previous
international experience of managers and compasiatso beneficial; Holmlund
et al (2007) cite a reduction in cultural barriegseater confidence and a more
proactive approach towards opportunities, increalsespropensity for SMEs to
trade internationally. This is supported by Majdcahd Zucchella (2003), who
state that "firms that have exported intensely...ehgenerated a value process...
from the beneficial effects of accumulated knowkgtdg

Researchers highlight the significance of takingtrategic approach to
developing international capabilities for achievewgccess in international markets
(Ghobadian and O’Regan 2006, Hanna & Walsh 200&per (1997) reports "a
considered strategy enables organisations to devafm maintain competitive
advantage”. Whilst there are clearly a variety ppraaches taken to developing
internationally it is worth noting that GhobadiandaO’Regan (2006) found that
using a ‘formal strategic planning’ approach pr@dd stronger basis for business
performance. This is supported by Holmlund et &7228nd Roper 1997.

According to Majocchi and Zucchella (2003), ‘thegdpst obstacle for
international expansion of SMEs is a “knowledge"gaphe gap in an SME’s
knowledge may be in many different areas such fagesft and effective ways of
gathering market knowledge about a country, or dermpes of entry into a
specific market. Another aspect of this challengdhie ability to share relevant
information on current and potential markets amongdevant staff. Further
support for these challenges is given by Karagaragd Lindell (1998) who cite
difficulties in forming international partnershipgack of managerial experience and
competence, and difficulties gathering informatioras barriers to
internationalisation facing SMEs. Majocchi and Zueita (2003) identify that the
entry barriers of some markets are significant, ¢hg North American market
having complex entry barriers and competitive imrmarket. Additionally,
Holmlund et al (2007) classified some companiespase-exporters’ and thus
having only limited experience and information, dnting themselves “more
dependent on governmental and/or association stippor

A key factor of SMEs is the impact and influenceasinership on the
extent of management capability and managementapprof the organisation.
Ghobadian and O’Regan (2006) quoting Daily and iDgér (1992) "concluded
that ownership (family ownership and professionanagement) influenced firm
size, firm strategy and internal control systemsffective leaders will “instil
confidence, share vision, and be a catalyst fomgka This is particularly
significant in SMEs because of the limited depthhmafhagement resources. Often
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responses to changes in the business environmentshielded by the current
culture and beliefs of the owner/manager" (Ghobadiad O’'Regan 2006).

Hutchinson and Quintas(2008) state "organisatiolegrning within
innovative SMEs is dependent upon the ability (oftee owner/manager) to share
their knowledge with employees". There is a needdieve a practical balance
(with limited resources) between knowledge acdarsiand its' exploitation. Zhang et
al (2006) report, success is linked to ‘effectimgimnmental scanning and to a greater
willingness of owner-mangers to share knowledgh thieir employees’.

As previously discussed, the concept of a ‘globaidset’ suggests that
companies can structure experiences and plan eewldgvelopment to increase
such global thinking and cultural competencies. [g¢thBonache and Brewster
(2001), identify the importance of tacit knowledgehe effectiveness of expatriate
employees; Holmlund et al (2007) identify severppmaches to developing
capabilities within the organisation. They expl&imose companies with importing
experience benefit from a reduction in cultural riems” and create leverage
through their importing business-partners whilsturépexporters’ consider
themselves more dependent on formalised exterpglost Companies deemed to
be more capable, encouraged the interchange afmafmn across departments,
for example between Purchasing and Marketing. Somganisations actively
encourage social contacts to informally share mdron and develop capability,
and are able to make "more strategic import-exploices based on accumulated
knowledge" (Holmlund et al 2007).

It is worth noting, however, that SMEs work withited resources, time and
'systems' for sharing information internally (Hubgon & Quintas 2008). Despite this,
Holmlund et al (2007) report that it is possiblad durther emphasises the expertise
and experience of owner/managers to enable thiggpen.

Whilst all international business may be consideesd "networking",
according to Lorenzoni and Lipparini (1999) theatieam of networking capabilities is
seen as demanding "strategic intent". They citedles of partners in a given network
developing and changing - "as companies develofidemce in their partnering
capabilities it weakens the boundaries of the eris”; thereby achieving positive
effects. Hutchinson & Quintas (2008) also repoat tAMES can create competitive
advantage by collaborating with other companies;they "must have the ability
to search for and share knowledge, particularlpsscthe firm boundary".

The literature suggests that SMEs use a range miaghes to develop
knowledge and identify trading partners (Hanna &3W2008; Hutchinson & Quintas
2008; Majocchi and Zucchella 2003), such as goventrsupport agencies, trade
associations and networks established both in dineehcountry and internationally.
Additionally, "trade events play an important rafe providing information about
competitors, new technology and potential partn@gfahna & Walsh 2008).

The advantages for these relationships are vaaigthugh all may offer
some combination of capability, information or etz to the SME (Hutchinson
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& Quintas 2008); companies are not intending talsskills or knowledge from
their partners, but to apply it to strengthen tlmin capability and market reach.
Further, SMEs with international ambitions activeek to develop new networks
to support their company’s capability (Loane & B20I06).
To summarise the factors identified which that gdidur research:
* A structured approach to leads to greater success
* The role of the owner/manager is significant inlding a successful
international business
* Greater knowledge, access to information, and éxpee increases SME’s
capabilities for conducting international business
e« SMEs have limited resources and need to developaplawareness and
share knowledge across the business
* Networking provides assistance for internationaledtgpment

Research Methodology

Following earlier research with large/multinatiorsiterprises, it became
apparent that the issues which smaller organisati@MEs) faced were very
similar. SMEs are being encouraged to become mareagtive in international
markets, and the UK Government provides supportfanding, such as trade fairs
and consultancy for business development. Howstierge is little discussion on
the “management issues” which SMEs need to addieske successful in
international markets. This research is based arestablishing the awareness of
the need for these skills; and what actions th@spansible for international
business development are actually taking.

The first stage was to hold a focus group with UKBouth-East)
International Trade Advisors, as they work withibasses with such experience in
SMEs. The purpose was to establish that our rdséaterests had sound business
relevance and the broad range of relevant questiatsneeded to be answered.
These Trade Advisors fully recognised the issuedchwhour research was
investigating and gave their support by introduaisgo some of the respondents.

The methodology used in this investigation into linel of development
of UK SMEs in the process of internationalizatia®,semi-structured in-depth
interviews with a founder and/or senior managermfr@ach organization.
Respondent SMEs were from a range of industriesn(findustrial machinery, hi-
technology, beverages through to a range of sendogpanies) in England. They
were not chosen randomly as this exploratory rebeamas attempting to develop
in-depth knowledge of specific business activitaasd approaches needed for
international trade. Patton (1987) and Hanna andsW&008) recognise the
benefits of such purposive sampling when conductxgloratory qualitative
research. Our reasons for taking this approachudeclgathering data from the
eleven interviewees - all key people responsibiérfiernational business and with
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access to sensitive data. Ghobadian and O’'Regd®)20iggest that high-ranking
informants can be more reliable sources of infoimmatthan lower ranking
counterparts. In our study the highest ranking modt knowledgeable in terms of
the specific businesses were MDs, Owner/manageatsGameral Managers who
have a broad overview of managing the business.

The challenges of accessing these people who aieybarly ‘time-poor’,
required a concerted approach (Collins and Cord@@7}l Our first point of
contact was by telephone to introduce ourselvdlewied by an e-mail confirming
our authenticity and the research topics. We hseel@een meticulous in confirming
dates with interviewees to ensure availability. dtlghout the research process we
have been conscious of the need to build trust dmtwthe interviewees and
ourselves in order to gain detailed and/or semsitiformation about their approach to
building their overseas business.

All interviews were recorded to ensure accuracgstablishing what was
stated; all interviewees were willing for this tagpen.

Results

The findings of the research are presented unseries of headings to clarify
the environment and parameters for managing eféeittternational business.

A structured approach to leads to greater successhrough qualified
market/agent selection, managing agencies; and priohng customer service

In many of the respondent companies internationalness opportunities
involved consideration with respect to: scale aodpe, product development or
adaptation, and either ongoing logistics or sergigpport. Therefore for many it
can be characterised as the development of a lmgsirationship rather than
simply ‘'receiving an order'. However, the time cdtnment to manage business
relationships is significant, and even more soSMEs with limited management
resources. It is therefore important that compamécognise this and make a
strong commitment to a long-term strategy for depilg international business.
Companies need to pay attention consistently tetiegi markets and customers,
and at the same time being alert to future oppdrtgin other countries.

Amongst the respondents, long-term commitment évelbping international
business was recognised as vital. One respondsetidhat it could take up to 5
years before winning business with some clientss Was particularly due to their
business sector - manufacturing and installingldispnd security systems. Not all
international contracts take this long, but resgons noted that it does take time to
build trust with customers and agents, and devapmicable products and services
relevant for international markets.

The need to qualify markets and/or agents is eafyamportant because
of the limited resources, and an increased losgppbrtunity if the ‘wrong' markets

11
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are pursued. Respondents identified a range of duglification parameters,
including: geographic proximity/accessibility; larage; size of market; levels of
finance; political stability; and country procedsiiand legislation.

Where the companies interviewed conduct businasaigh agents, they
recognised that agent companies may have diffdrading objectives to their
own. For example, an agent may wish to carry thepamy's products, in order to
offer a comprehensive range on its portfolio, duinay be directed by its own
commercial targets to give priority to competitoogucts. It is therefore important
that the company qualifies the prospective agampperts it in promoting and
selling its products, and manages agency agreerdiigently to achieve business
success. One important qualifying factor is thaladility' of the agent - do they
themselves have the ability to grow? and grow Jmuginess opportunities in the
international territory?

More broadly the factors/capabilities which are artpnt for assessing
agents include: size and market presence; motivatm ‘carry’ your brand;
commitment to identifying further business oppoities; and willingness to
communicate with your company. As for the supplyoegnpany, it is important to
continue to develop the relationship with the agémencourage them to support
your own business environment scanning. Similatrlis iimportant to train and
support the agent, to enable them to promote ymuaiugts and services effectively.

Whilst every respondent company recognised the teeatlapt products
and services to match the requirements of intesnatimarkets, this had a stronger
impact on some than others. Companies identifiech#ed to adapt their products
or product ranges to meet ‘local' tastes, or fotnad their agents would select
products, by default, themselves to match localirements. The factors concerning
the need for adaptation, or at least the need &ptaits operational perspective,
present themselves in a number of forms. For examespondents emphasised the
extra effort required to present a credible busitese for its products and services.

In a different context, a software developer, id&at a number of factors
which it had to deal with as part of its internaab market development. A major
concern was the need to adapt the product itsedf a library of terms within the
software had to be "translated" into those usetthénforeign market. This did not
mean translation of words, but their applicatioraitechnical context, which was
quite different even between the UK and the US weisrk

Instances like these can lead to misunderstandardusion, and difficulties
in "winning over" prospective customers. This cdspdead to higher costs and
ongoing support issues, which must be recognisedhbyservice company to
achieve profitable business, and a sustainableosupapability.

Whilst there is a need to adapt company processggeocedures, it is
essential to establish realistic customer expectatiegarding communications and
response times. With the SME's limited resourcés ithimportant for achieving
successful and manageable international businei®eifong-term. Therefore the
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evidence suggests the need to take a structuresbagbpto the selection and
development of international markets in order talde the company to operate
effectively in those markets.

The role of the owner/manager is significant in buding a successful
international business

SMEs recognise that the world has become much roomepetitive -
"customers now expect the highest quality prodtwtse delivered at the lowest
market price". Thus creating a driving force tlet many respondents to recognise
the need for clear leadership and for developingftattive international strategy.

There was also clear acknowledgement and recognitiche need for a
long-term commitment to developing successful ma@onal business. However,
for SMEs, putting that commitment into practice 0@ period of time is very
demanding. Other business pressures cause comffigtgorities, detracting from
the concentrated focus needed for building oversasess.

Amongst the respondents most had had significaetriational business
experience, half with over 20 years or more, amdftbers throughout their career;
their expertise often developed in much larger camigs. Whether this overseas
experience was gained in the countries in whicly thev operated doesn't appear
to be crucial. What is important is that it hadreased their awareness for adapting
to cultural and commercial differences.

Beyond this, a significant factor for internatiomahngers was a strong
desire to "control their own destiny”, which alskowed up in their personal
commitment to their role, and their personal commaitt as owner/managers to the
international success of their business. In therigwed companies it was clear
that it is the owner/manager who drives the diogctf its international business.
Whilst qualification parameters of various type® applied the selection of
markets and approaches to those markets is detstrinirthe MD's office.

Greater knowledge, access to information, experierdncreases SME’s
capabilities for conducting international business

An essential requirement of all companies setting @ 'break into’
international markets is access to good marketimfigrination on the target
countries; yet gathering information can be eititae consuming or expensive, or
both. Many respondents recognise the value of thsistance offered by
consultancy and networking support groups, sucthase programmes delivered
by UKTI. Even so, a small number of respondentgesfjthat more ‘government’
support - both financial and resource-orientatbdukl be available to encourage
early stages in international development actisitie

However experienced companies are able to adapmésket' research
methods over time. Initially, one company purchasednmercially produced
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market-profiling data. As it gained experience aagling refined its needs, it uses
web-based sources as an effective means of gajhelievant information; hence
reducing costs. They also subscribe to "GoogletAteridentify specific business
opportunities. Others emphasised the imperativgatber market intelligence on
each overseas visit.

Regarding the subject of commercial contracts, aedpnts raised the
issue of their own company's perspective on unaedstg the role and nature of a
contract. One respondent identified different typésainderstanding - that in the
UK a contract set out the actual terms of businebgst in other market areas that
it is really a formal agreement to work togetheor® significantly they identified
that a contract in China, even though signed byctistomer, "wouldn't be looked
at, at all'; and yet the supplier would be expectedrespond to any new
requirement of the customer company. It is impdrtdrat companies trading
internationally understand these perspectives;raibe friction can occur between
companies, especially at critical times in serdetvery.

Networking — External partners for international development

One company, a 'born global', has created a netafaskpporting partners
for a range of business expertise and capabilitys Tietwork includes resources
for Marketing and Financial Management whilst thgemtional activities of
Production and Distribution had been outsourcedsainception. In addition, it
operates in a loose network with other supplierskimg in similar markets, to
identify and share business intelligence and piatieopportunities.

Building relationships with customers/agents andtjsuppliers requires a
strong emphasis on building trust, and the assatiatplications varied depending
on the country. Some respondents reported devegpamsonal/family contacts
with their international business associates. Otwnpanies related how they
make practical use of their relationships with iinggional partners, for example
jointly sharing trade stands at exhibitions. Thhey are able to offer a wider range
of products and capabilities and have access toe nmoarkets. Indeed, one
respondent emphasised these forms of benefit; amelytheir overseas partners
were able to share knowledge, and both project rmordidence when presented
with business opportunities.

One company, in the engineering sector had idedtifihe significance of
one of its major customers who themselves operatesa the world. They
recognised the power of the "lead customer" and tisis to leverage their own
opportunities in international markets. Where SMise such customers, this
offers the opportunity to reduce the significantstsoof developing overseas
business.

Company respondents underlined the need to seledt cualify all
relationship partners carefully, even contractuatognising that these should be
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considered as long-term relationships. Once, hadegeloped these "trusting”
relationships, it becomes necessary to maintain dewtlop them often over a
period of many years.

Where business relationships have been developealigih personal
contacts/relationships, time and effort has beserdgigl. Repeatedly, respondents
gave examples of developing social relationshipth wheir business colleagues
(e.g. staying in family homes whilst making a bes visit, in India, or China),
thereby strengthening the business relationship.

SMEs have limited resources, and need to share th@ad across staff to
successfully address business and market requirentsn

Whilst all respondents recognised the need forng-term development,
putting the commitment into practice over a perajdtiime is very demanding,
often on the part of just one or two senior managaran SME. Whilst some
companies sell their products direct to customaitsers use agents to act on their
behalf; whichever is the case, the need to mairtagtomer contact and manage
the agent is obviously crucial for ongoing succééany companies were owner-
managed, which means that the MD needs to cardfalgnce the time allocated to
international visits against the other managemetiviaes necessary to run the
business.

This challenge can be characterised by one companrking through
agents. In the first year of a contract they wougdt up to 4 times; in subsequent
years, assuming no particular issues needed addyesisey would still make 2
visits per year. If this is multiplied by a numhsragents in the different countries
it becomes a significant commitment, both at aqeaklevel and for the company.
Another respondent reported making between 15-8@svyer year (to the Middle
East and China) to maintain business relationshipgse examples show the
significant strain on the management resourcedMisS

In most companies there is often either one singlkead contact person
for their international business. However, the @miation of international
activities on one person limits both the time aali and the possibility of sharing
the international business load. Of particular eoncis that it can restrict the
company's ability to explore new opportunities iffiedent markets.

Most respondents understood the constraints ofuress available to
support its international business, and were gnagpivith how they could
overcome these limitations - capability and avalitgbof staff. Two illustrations
highlight these needs; firstly a simple case - whproverseas customer rings the
receptionist calls fothe one person able to deal professionally with internadio
customers. Secondly, a more complex situation, r@spondent in a "technical
product” organisation, commented on the differefmween technical and
commercial negotiations. The point being made hirat, whilst staff may have
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international experience, their expertise lieshia technical aspects of the product;
and they did not have the business acumen or atythordeal with commercial
negotiations.

In some companies, where the operation of its natésnal business was
more widely understood by staff, regular (even ii@edommunications meetings
were held. However, even with this approach tormggtion dissemination, senior
managers still regarded its operation as "islarfdsusiness”, rather than creating
synergy across its international activities.

As many respondents stated, it is clearly impotiate able to communicate
quickly and effectively with customers, and obvigwsmail and phone communications
assist this process. But it is important to esthbliealistic customer expectations
regarding communications and response times. Eyeihguts pressure on companies,
and often it is just one or two managers in thepaomg need to be available to respond to
direct customers' or agents' requests. In oneceepvgjanisation, it became necessary to
implement support services to cover the custorsgpgiort needs, which were outside of
the normal UK working day. This company took thgative by recruiting staff to create
a "round the clock" support capability. Where tlsibess is principally product rather
than service-based, the need for 24-hour covelesascute.

Discussion

This research identifies a broad range of issueéshwiave an impact on UK
SMEs trading internationally. The findings highlighe significance of the length and
nature of experience most of the managers haveohagberating in international
markets. Whilst others have less experience, theg developed capabilities through
their own initiative in gaining international expgrce in their own businesses. In both
cases they have developed their capability thrdungernational" exposure rather than
through a formalised training programme, supporBogache and Brewster’s (2001)
view on the importance of developing tacit knowkedg

The owner/managers showed a high degree of unddistp of global
business and its impact on their companies withegtessarily being aware of the
term ‘global mindset’. However, as the respondegpterted, this same understanding
is not always shared amongst their staff.

The literature indicates that companies are moreessful when adopting a
strategic approach to developing internationalri®ss. Most respondents had clearly
adopted some form of structured approach - thrahglce of channels to market (via
agents), partnering organisations in their targentries, working in a loose network
of suppliers, or following the needs of a "leadtoo®er”. In some cases the strategy is
to build relationships with potential customers vehpurchases may be made in the
longer-term. Whichever strategy is adopted, withinlimited resources of SMEs, the
imperative is to qualify markets/agents/customelsgaately as a crucial aspect in
developing a successful international businessagtiort
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All business is a relational activity, however hetinternational context
this extends further. Our findings supports Loremzand Lipparini (1999)
suggestion that strategic intent is necessary tater ‘network capability’.
Examples of the range of relationship types weomentered:

- external (sales agents)

- external (partners closely/loosely connected tactimapany)

- internal (knowledge of products/markets/opportesitiand expertise
disseminated across the organisation).

Our findings show that the depth of internationapestise across the
company is limited; in response to this, the cimgjée for SMEs is to develop
capability and international awareness within tmpany. It is also important that
companies recognise the different forms of expenidich come into play, for
example, contrasting technical expertise as agaioesamercial acumen, and
decision-making authority.

In many instances only one or two people have resipiity or authority
for managing international business. In extremegitsis the owner/manager who
carries the responsibility for the whole comparg/weell as all of its international
efforts, reflecting Ghobadian and O'Regan (2006ith\WWuch pressures placed on
companies to be competitive in the global markes tlearly a high-risk strategy
to have no other international capability withire tbrganisation. Supporting the
views of Hutchinson and Quintas (2008) our reseashbwed that sharing
activities with managers/staff internally helps elep a stronger infrastructure,
increases support capabilities, and confidence dantifying and pursuing
international opportunities and projects a strorigee in the marketplace.

Conclusions

The understanding of an international perspectiyetle key/seniors
managers in SMEs, and the development of the ggtnin's resources, is crucial
to the development of sustainable internationalinmss. Taking a structured
approach to developing business is important faratong an effective and
sustainable international business portfolio.

We have demonstrated the need for companies tadmdhe capabilities of
people across the business, especially relatimgtailed knowledge of the potential
markets, and how they operate. Access to markatiiogmation is important, and
SMEs benefit from using a wide range of sourcess@&@hmost comfortable with this
aspect have identified effective approaches to theetneeds.

Although respondents recognised the challengessaiurce and capability
constraints within their own companies, only sonm@evable to perceive how this
situation could be addressed internally. In ott@nganies these constraints were
overcome by developing an external supporting stftecture of partners, agents,
and business associates.
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Whilst this research has been conducted on a smaiber of UK SMEs
there are opportunities to confirm and develop wtdading of the issues, using a
larger sample of companies. Additionally compargsaith equivalent organisations in
other countries could develop a broader base afvlatge across EU countries.
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ABSTRACT. Despite the relevance in terms of policy, we &tilbw little in Spain
about where and by whom jobs are created, and haivi$ affecting the size
distribution of firms. The main innovation of thigper is to use a rich database that
overcomes the problems encountered by other fivel-ludies to shed some light on
the employment generation of small firms in Spdite. find that small firms contribute
to employment disproportionately across all sectifrshe economy although the
difference between their employment and job creatihare is largest in the
manufacturing sector. The job creators in thaiosest both new and established firms
whereas only new small firms outperform their largeunterparts in the service
sector. The large annual job creation of the sfinallsize class is shifting the firm size
distribution towards the very small production snilthough not uniformly across
industries of different technology intensity.

Key words: Firm-level data; employment creation and destamgtifirm size
distribution

JEL Classification: L11; L53; J21

1. Introduction

During the 1970s two lines of research, complenmgiitat independent at the
time, resulted in an increasing attention to th@leyment creation potential of small
firms. The first line of research used cross-saatidlata to compute the employment
share of small producers to find overwhelming enate of a change in the size
distribution of production units. Large firms wereducing their share of total
employment whereas small firms were increasingrtivaportance. The most
impressive and cited piece of evidence of the shifictivity towards the small firm
segment is the drop in the share of the 500 lavyesrican firms (Fortune 500) in
employment: from 20% in 1970 to 8.5% in 1996. WMlvat so remarkable about
this finding was not that it meant the reversalaofong-time trend towards the

1 Bank of Spain, Research Department, Paloma.lopeiag@bde.es
2 Bank of Spain, Research Department, Sergio.puente@bd
3 Bank of Spain, Research Department, algomez@bde.es
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concentration of production in large productiontginbut rather that the increasing
importance of small firms was so robust over a vgigieple of countries, sectors, size
distributions and institutional frameworks.

The second line of research was started by DavidhBiwho used the
Dun & Bradstreet database to classify establishenantording to their size and
location in the base year, 1969, and in each sdoug&vave of data (four in total)
until 1976. This longitudinal database containezliad 80% of all establishments,
although the very small and/or young firms were ar@épresented due to the
firms’ registration criteria. Even so, Birch fouadd reported in 1979 that around
80% of net new jobs were created by firms with Hd@ployees or less [Birch
(1979):The job creation proces¥he main results are also in Birch (1981)].

Up to that moment, labour economists had analysdalighed labour
statistics for many years and consistently fourad thost new jobs were created by
firms in the largest size classes. The analysisdeag by counting the number of
jobs in the same size class in two periods. Thenagson behind this methodology
was that interclass movement of firms was negl@iblowever, Birch’s findings
implied that the growth of small firms until thegeaclassified as large firms were a
major factor in determining aggregate net employnggawth. Although Birch’s
methodology has been contested [see Davis, Halg@raand Schuh (1996)], it is
by now a stylised fact that gross job creation @estruction in small production units
is disproportionably large; more importantly, ratefsnet job change (job creation
minus job destruction) are largest in small firmd amallest in large producers.

Both types of studies, the ones using macro oreggée data and those using
micro or firm-level information, are fully complemry. The increasing share of
small firms intotal employment could be the resafitvery different underlying
phenomena such as, for example, a net employmelimadef large firms or a surge of
new small firms. Hence, the analysis of job creatiod destruction at the firm level
helps understanding what is causing the obsengegate phenomenon. In turn, rates
of net job creation fail by themselves to captime itnportance of a size class. Small
producers can create jobs at a larger rate thga [aoducers but still make a rather
small contribution to aggregate employment. In ptdeevaluate the real impact of
small firms on employment, a study of the developina the size distribution of
production units along time is required. Furthemnosuch an analysis can help
understanding what type of structural change mightcausing the job creation
differential between small and large firms.

The statistical observation that small firms crelge majority of new jobs
has had an enormous impact on public policy whiak &ctively supported and
promoted the creation, survival and expansion ddlisand medium enterprises
(SMEs). The rationale behind these policies has libe belief that, above all

4 See for example Acs and Audretsch (1993), Lovermad Sengenberger (1991), Storey and
Johnson (1987) and OECD (1985).
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during times of economic slowdown, small firms #re employment locomotive of
developed economies. The resulting observed dhifino size distribution is also of
great interest from a policy point of view for reas other than the concern with job
creation. Without getting into the debate of whetie increasing concentration of
employment and production in small production uisitdesirable or ndtthe fact that
it is occurring in most developed countries medrad the production and working
conditions in SMEs must be a primary target ana@:eonfor policy-makers.

Despite the relevance in terms of policy of theseies, we still know little in
Spain about where and by whom jobs are createdhawcthat is affecting the size
distribution of firms due to a lack of appropriak#a. Dolado and Gémez (1995) and
Dolado, Garcia and Gémez (1997), for example, sygs job flows of large
manufacturing existing firms collaborating with ti@entral de Balances” of the Bank
of Spain to find that the reallocation rate (grogscreation plus gross job destruction)
Is acyclical in Spain. The exclusion of very smiains and new entries might,
however, have significantly affected their measwnenof gross job flows. Analyses
elsewhere have confirmed the importance for theyg@ieration process of new entries
in the market vis-a-vis established firms. Boexl &ramer (1992), for example, find
that the entry of establishments is the drivingcéoof trend employment growth
whereas employment fluctuations are mainly assmtiaith continuing plants.

Furthermore, most of what we know about employnagmiamics in Spain
results from the analysis of the manufacturing @etd the exclusion of the much
larger and dynamic service sector. Given that tlufacturing and the service
sector differ substantially in terms of labour imégty, entry and exit rates, demand
shocks or ability to compete externally or to holeentories, it is not straightforward
that what we know from the manufacturing sectorl@édae extrapolated to the
whole economy. Indeed, the few existing analysetuding the service sector
elsewhere confirm that both net and gross job flavesmuch larger in the service
sector, with respect to the manufacturing, astitésimportance of net entry (entry

® There is contradicting evidence in this respectreCand ThuriK (1998) for example find that, on
average, the employment share of large firms i1 88 (in 13 European countries) has a negatieeteff
on output growth in subsequent years. The reashiaismall firms play an important role as ageifits
change being the source of entrepreneurial andsative activity, stimulating industry evolution and
creating an important share of new jobs. Hencentdes lagging behind in the industrial restructgri
process that has resulted in most developed cesirittria shift of employment and production to small
firms have suffered a cost in terms of economievtitoOn the other hand, Pagano and Schivardi (2001)
find that countries with a higher share of smath§é lag behind in terms of productivity growth. The
reason is that large firms might be able to expieiter the possibilities of a given innovationneke,
according to them, large firms are important fanaiyic efficiency and therefore for growth.

® Several institutional and policy factors can affeety differently the performance of small and érg
firms. For example, any fixed cost has a highemitgmce for smaller firms, meaning that the reducti
in red tape is even more important in an econortly éviminishing firm size. Likewise, the design bét
collective bargaining procedure or the financiaktegn should react to the reported size reduction.
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and exit of firms) versus established firms in jbb generation procedsThe
neglect of the service sector could be behind diedontribution of entry and exit
to aggregate creation and destruction of jobs fdynBuano (2000j.

Using a constructed database that overcomes tliepr® encountered by
other studies in Spain, this paper analyses bo¢h dbntribution to aggregate
employment growth of small firms and whether thattdbution is affecting the size
distribution of firms. The aim is to shed sometigh the real impact of small firms on
aggregate employment in Spain. One novelty of thpepis to go beyond the
traditional manufacturing-service sector divisionl &xplore these issues in industries
differing in their technology intensity within eachthe main sectors. We find that the
analysis at this level of disaggregation uncovengsssector-wide interesting differences.

The database used in this paper, with firm-levielination from the provincial
firm registries and the National Institute of 3itids (INE), offers at least four advantages
with respect to other databases. First, therdtls lindersampling of small and young
firms. Second, it includes all entries and exitsrd, the dataset covers the whole market
economy (but the financial sector). Moreover, weehdetailed sector information (4-
digit) which allows us to go beyond the traditiomabnufacturing versus service
distinction. Fourth and last characteristic of dataset is the high-frequency of the data
which allows us to compute year-to-year employnobiainges. This is important to be
able to compute accurately the contribution of fisms to employment.

The next section describes the dataset and exglame measurement issues.
Section 3 shows employment creation rates by fima and sector and presents some
regularities of the Spanish job creation processtiGh 4 looks at the employment
growth of different cohorts of firms. Section 5dies the development of the firm size
distribution along time and across sectors, andll§i, section 6 concludes.

2. Data and measur ement
2.1. Data

The Bank of Spain Firm Demography Database (BSH@bbains information
on sector of activity (at 4 digits), legal form aadhployment at firm-level for about
90,000-200,000 Spanish Limited Liability Societeesd Corporations operating in all
sectors of the market economy (but the financia) @ach year between 1996 and
2003. Data come from two sources: the “Director@mi@al de Empresas” (DIRCE)

" See Boeri and Cramer (1992), Armington and Acs¢).98udretsch, Klomp and Thurik (1998).

8 Ruano (2000) uses the “Encuesta de EstrategiaseSanales”, a panel of manufacturing firms
sponsored by the Spanish Ministry of Industry.

® Other studies are only able to compute employrobanhges from wave to wave of data, like the
very influential Dunne, Roberts and Samuelson (1989that paper, new firms could be up to five
years old when their employment contribution is pated. That information is interesting but
different, in our opinion, from the contribution effitries to aggregate employment.

10 Managed by the National Institute of Statistid$).
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with information stemming from tax and social ségurecords, and the “Central de
Balances del Banco de Espafa” (CB), which procedatasfrom the provincial firm
registries.

For a detailed account of the construction of théaskt, please refer to
Lopez-Garcia and Puente (2007b). However, threeriiat points of the construction
process are worth stressing and repeating herg. dfirall although all companies
(not self-employed) are obliged by law to depogire year their financial accounts in
the provincial firm registries, they often chooset rto. Moreover, reporting
employment data is not compulsory but voluntarye Tésult is that amongst the firms
that present coherent financial statements andogmgint figures at least one year,
many disappear from the registry to appear yeateés. IThat means that we are unable
to deduct the date of entry and exit of the firwigly from the presence or absence of
data in the registry, as it is done in other coesiti-or that reason we had to resort to a
second information source, DIRCE, to get informatim all entries and exits within
the period of analysis. Information for all the rest of active firms eveygar comes
from the firm registries.

Secondly, the unit of production considered isfitra. We only have data
on Limited Liability Companies and Corporationst na self-employed workers.
There are no employment thresholds, that is, we fsse firms with no employees
(only when they are constituted as Limited LialiktCompanies or Corporations).
As it was mentioned before, the number of firmswadl as their employment and
sector of activity, that enter or exit the markeery year is provided by DIRCE.
DIRCE records an entry whenever a new fiscal ifieation number is given to a
firm. An exit is recorded when a fiscal identificat humber disappears. That
means that any restructuring of firms (merges ampligitions) resulting in a new
identification number will be recorded as an eriyyDIRCE. Using information
from large firms collaborating with the Bank of Spave have estimated that
around 5% of entries of firms with less than 20 kyges and most of the entries
recorded by DIRCE of firms with more than 100 enyples could be the result of
some kind of restructuring process or “false” exgtriPlease bear in mind all these
caveats when interpreting the results presentéuktipaper.

Finally, after cleaning the data we cannot assuh@ the remaining
sample of firms is representative of the populatieor that reason we computed
annual sampling weights for each firm in the da&teagcording to its 2-digit sector
of activity, employment segment and status (comtidirm, entry or exit), using
as the population benchmark the aggregate data fDRCE. The resulting
comparison of our database vis-a-vis DIRCE is shiowkigure 1.

1 DIRCE has provided as well the employment and th®sef activity at entry or exit.
12 \Which are about 60% of all Spanish firms.
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EMPLOYMENT GROWTH RATES ACROSS YEARS AND SECTORS: BSFDD VERSUS FIGURE 1
OFFICIAL SOURCES (DIRCE)
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a. Excludes agriculture and financial intermediation and non market services.
b. Continuing firms (annual samples).
¢. Excludes financial intermediation and non market services.

Figure 1. Employment growth rates across years and sectors:
BSFDD versus official sources (DIRCE)

2.2 Measurement issues

We follow closely the definitions in Dunne, Robeatrsd Samuelson (1989),
DRS from now on. Imagine we analyse employment ticneabetweent and
t+1. Firms in this period can be one of three thingstries, exits or continuing
firms: Continuing firms are all firms that were ated int or before and still
continued to be active it+1. Entries are firms that did not exist inbut were
active for the first time it+1. And lastly, exiting firms are those whose lasdryef
activity ist, not appearing at all it¥1. Aggregate employment creation betwéen
andt+1 is computed as the sum of the employment creagtedibh of these firms.
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Let us define:

1. Bwi=Employmentirt+1 in all plants that first appeared in perted.

2. G, Gs1 = Employment in period andt+1 respectively in all continuing
plants.

3. D= Employment irt in all plants that were in operationtibut were not
active int+1.

Hence, the level of employment in each of the twoquls, L. and L., can
be measured as:

Lt = Ct+ Dt (1)

Liss = Cr + B (2)
The net change in employment between the two peidiven by

AI-t+1 = (Q+l_ Q)+ Bt+l - Dt (3)

According to (3), the net change in employment lsqgtiee net employment
created by continuing firms plus the employmenéte by entries in the period minus
employment lost due to the exit of firms. Recadl tive have an unbalanced panel of firms
and annual sample weights. These two facts togetiply that, for continuing firms, we
must first calculate their aggregate employment gaar and then calculate the year-to-
year variation. The reverse order, that is, toutatle each firms’ employment growth and
then aggregate over all continuing firm in thequbis not feasible given the characteristics
of our dataséet The implication is that the net contribution ohtiauing firms cannot be
disentangled into the gross contribution of expameind contracting firms.

3. Thecontribution tojob creation of small firms

In the mid-70s David Birch used for the first tirmdongitudinal dataset to
track establishments along time. He concludedvigt small establishments, defined
as having less than 20 employees, created 6 @uen§ 10 new jobs [Birch (1979):
The job creation proces$he main results are also in Birch (1981)]. Bisctiaim was
challenging at the time: It implied that interclassvements (small firms growing until
they are classified as large firms) were a majatofain determining aggregate
employment growth. Although Birch’s methodology hbbsen contested [Davis,
Haltiwanger and Schuh (1996), DHS from now Bril,is by now a stylised fact that

13 This reverse order would require sample weightdiimis operating two consecutive periods in order t
recover the population equivalent of firm level dogment growth rates. This in turn requires knowing
the number of firms active two consecutive yeathérpopulation. Unfortunately, this piece of imf@tion
is not published by DIRCE; we have only annual jetmn figures.

14 Birch classified establishments as small or lamgéhe basis of their base-year size. The maiuisrit is
what is called the “regression-to-the-mean biastilteng from the fact that many firms” employment
changes are transitory, or in other words, thergbdegain or loss is reversed in the short-ternmddet
any point in time, the small business sector costaidisproportionate number of business thatease |
than their equilibrium size, and the large busirsessor has firms that are greater. Since busthatare
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gross job creation and destruction of small firsglisproportionably large, although
their impact on aggregate employment is still ibade [see Segenberger, Loveman
and Piore (1990) and Storey and Johnson (19873 farmmary of OECD studies].
This section investigates whether small producersSpain are as important for
aggregate job creation as it has been reportedtaise.

How to assign a size class to a given firm has beesubject of a long debate
in the literature. In its seminal work Birch (194®ed the size of the initial year of
observation as defining variable. However DHS upoed years later that such
classification biased results in favour of smathB due to the so-called regression-to-
the-mean problem (see footnote 11). In their p#pey proposed instead to use the
average size of the firm over the period of analyEhis choice avoided the regression-
to-the-mean bias indeed but introduced a bias tisvirge firms given that small
firms that grew fast over the period would be éfgsss medium or large firms and
their growth would be assign to that size clasthadgh both size classifications are
imperfect, most empirical studies opt to use awege (or both initial and average
size to contrast the results) to classify firmsaage or small because it is expected to
give a better indication of the intended scale jpérations of the firm. Given this
argument and the specific characteristics of otasdd we also choose to classify firms
according to their period average size, althouglayd keeping in mind that this choice
might bias the results somehow in favour of medmarge firms.

Figure 2 below shows the percentage contributiaraoh size class to aggregate
employment creation over the whole period of am&ljy996-2003, as well as the share
in total employment?

The smallest size class, firms with less than 20leyees, was responsible for
about 50% of all net job creation of the perioddmuployed only a third of all workers.
That is, the employment creation of small firmsSpain is much larger than their
corresponding share in employment. Larger firm®rmghg to all the rest of size
classes contributed proportionally less than #a@iployment share to job creation.

The large contribution to net employment creatibsnaall firms should not be
taken to imply that all small firms create jobsaainiform rate. On the contrary, there
is piling evidence that relatively few firms arespensible for the majority of jobs
created in the small firm sector. Storey and Jami($687), for example, show for the
UK that 88% of firms that had less than 20 empleyieel982 still had less than 20
employees in 1984 and only 2% grew past that tbtéskowever, that 2% of firms
managed to create over half a million jobs. Gakagind Stewart (1986) do the same

too small expand over time and businesses thabardarge contract over time, we might get the
impression that small businesses are creating ohdisé jobs. What is really happening is that nadst
these jobs are created by large firms that aredearily small.

15 The size thresholds are those used by the OECErding to the OECD very small firms are those with
less than 20 employees, small firms those with tless 100 employees, medium-size firms are those
employing between 100 and 500 and large firmstarsetwith more than 500 employees. There is an
alternative classification from the European Corsiois which defines upper thresholds of 10, 50251
workers for micro, small and medium enterprisespeetively.
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kind of exercise for the UK over a 10-year periodgach a similar conclusion: 2.3%
of firms with less than 20 employees in 1971 thaviged to 1981 had in 1981 more
than 100 employees. The vast majority of survivermained in the “very small
category”. Teitz et al. (1981) show similar restitis a sample of Californian firms
whereas the Fifth Report of Enterprises of Eurégpedpean Commission) and OECD
(1985) confirm the fact that only a small perceatagfy small firms are truly
contributing to overall job creation in other OE€Buntries. The analysis of the job
creation winners, or high growth firms, in Spainbisyond the scope of this paper.
However, we have deepened into the topic in a coiopgaper where the proportion,
job creation potential and characteristics of tparfish high growth firms are analysed.
We find among other things that only about 8% adilbfitms (less than 20 employees)
can be classified as high-growth. However, thoaefifens create between 70 and 100%
of all jobs created by the small size class oveptriod:®

THE CONTRIBUTION TO JOB CREATION AND EMPLOYMENT BY SIZE CLASS FIGURE 2
/Annual averages
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Sources: Bank of Spain Firm Demography Database.

Figure 2. The contribution to job creation and employment
by size class, 1996-2003

The evidence is contradictory, however, as to wdretthe few small
winners come from the pool of young firms, who happo start-up small and
grow fast during their first years of operations,flom the pool of mature small
firms, or from both. Birch himself concluded in lseminal paper that “not all
small businesses are job creators. The job creatershe relatively few younger
ones that start-up and expand rapidly in their ypwutgrowing the “small”
designation in the process” [Birch (1981), pageTiat is, Birch observed that it
was not so much the “smallness” of firms what miatten job creation but their
age. This has been confirmed by other empiricalistu In the USA, for example,

18 See Lépez-Garcia and Puente (2009), forthcoming.
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Brown, Hamilton and Medoff (1990) observed thatistirg small firms do not
grow faster than large ones but by an accidenirtdf bew firms happen to be born
small. Since new businesses account for more tld@olof the net increase in
employment, and new businesses rarely start ot @0 or more employees, it is
almost inevitable that small firms will account fardisproportionate share of new
employment” [Brown, Hamilton and Medoff (1990), ag4]!’ In Canada, Picot
et al. (1994) found that employment growth betw&881 and 1984 of Canadian
firms already existing in 1981 (at least 3 yeajalas of -14% in the group of
very small firms, with 20 or less employees, and1df% in the group of large
firms. If the birth of new firms and their contrittan to employment growth
is added, the employment change among the veryl §imak is 12% and that
among large ones -9%. These results are robugy &itme. Their conclusion is the
same as in Brown et al. (1990): “The results fastaxg small and large firms are
not that dissimilar. It is the fact that new firrend to be small that makes the
difference” [Picot, Baldwin and Dupuy (1994), palf®]. In this same line, Hull
(1986) analysed a sample of about 500 small Gemmamufacturers to conclude
that “it is more the youth of small firms than theize which makes them grow”
[Hull (1986), page 24].

Other studies, however, have found that the supgab generation
performance of small firms vis-a-vis their largeuaterparts is due both to age and
size. Evans (1987) uses USA manufacturing datastomate the relationship
between employment growth, firm size and age. Hésfithat employment growth
decreases with size given age, and with age givex and this is robust to
alternative assumptions and functional forms of ¢gnewth relationship. More
recently, Gomez et al. (2004) compute gross jovdléor 13 European countries in
the 1990s using a sample of continuing firms. Tfieg that job reallocation (the
sum of job creation and destruction) and also oletgreation decreases with the
size of existing firms.

Who are the winners in Spain? We proceed to disgilgaannual net
employment growth of firms of different size intts ithree main components:
employment creation of new firms, employment dgs&doby exiting firms and net
job gains of established firms. Figure 3 below sh@wverage annual employment
creation rate&’ Table 1, on the other hand, completes the pidiyrghowing total
employment created, in absolute numbers, overéheg 1996-2003 by each type
of firm (new, exiting or incumbent) and size class.

7Brown et al. (1990) analyse employment growth of ufacturing firms that existed 4 years before
and observed that while small firms (defined inirtiseudy as firms with less than 500 employees)
decreased employment at a rate of 10% large fiemmmed essentially unchanged.

8 The employment growth rate of a given size classvbent and t+1 is calculated as the
employment created betweé¢nand t+1 by all firms in that size class divided by theatal
employment irt.
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INET EMPLOYMENT GROWTH AND ITS COMPONENTS BY SIZE CLASS FIGURE 3
Annual averages
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Sources: Bank of Spain Firm Demography Database.

Figure 3. Net employment growth and its components by siasscl

Table1:
Total employment created over the period by firpetyand size

TOTAL EMPLOYMENT CREATED OVER THE PERIOD BY FIRM TYPE AND SIZE TABLE 1

Thousands

Total employment Employment Employment Net job gains by Percentage created Percentage created
creation creation by entries destruction by exits  existing firms by firm rotation by existing firms

<20 1,749 1,136 -518 1,131 35.3 64.7
20-49 499 315 -145 329 34.1 65.9
50-99 279 149 -91 220 20.9 79.1
100-249 253 111 -114 256 -1.4 101.4
250-499 146 49 -48 145 0.8 99.2
>500 739 158 -48 628 15.0 85.0
Total 3,664 1,919 -964 2,710 26.1 73.9

Sources: Bank of Spain Firm Demography Database.

Figure 3 and Table 1 together show two importagulegities of the Spanish
job creation process. First, as Figure 3 shows|ldimas create employment at an
annual rate which is almost double that of the mdsthe size classes. Indeed,
average annualet employment growth of firms with less than 20 enyples was
11.6% whereas that of firms with more than 20 eygds was 6.3% (7% for firms
with more than 500 employees). The result of thgehannual job creation of very
small firms can be seen in Table 1: Over the whpeléod very small firms created

1,749,000 net jobs out of the total 3 and a halfioni created in Spain (48%, as
shown in Figure 2).
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Secondly, the important contribution to aggregatgleyment growth of
the smallest size class is sustained by the oulistgremployment performance of
new firmsas well asby the employment creation of small establishemdi With
respect to the former, whereas small new firmsteckeore than 2 jobs for every
job destroyed by small firm exits, new firms wittora than 20 employees created
1.8 jobs for every job lost by large firm deaths: e other hand, established
firms with less than 20 employees created abowtetws many jobs as established
firms with more than 500 employe¥sThe last column of Table 1 shows that the
relative contribution of existing firms to the jaleation record of each size class
increases with firm size. However, even within fimeall firm sectotwo-thirds of
all jobs were created by established firms.

Both regularities above have been establishedhidraggregate economy.
However, OECD (1985) and Picot et al. (1994) amathgrs have proven that part
of the disproportionate employment creation of $inahs is reflecting an activity
shift towards sectors with an above-average shfasenall firms, like services and
construction. Furthermore, it has been reportedwdisre that the employment
contribution of firm rotation (established firmsg much more (less) important in
the service sector than in the manufacturing oee Boeri and Cramer (1992),
Armington and Acs (1999) and Audretsch et al. (3R9Bo check whether what
we observe in the aggregate is robust across seeter proceed to compute the
contribution to employment creation and share taltemployment of small firms
within each of the main economic sectors, manufa@u construction and
services. Table 2 presents as well the averageilwotndon to annual employment
growth of firm rotation and established firms withtach of the sectors and size
class. Not to overcrowd this table and the follayginwe show results only for the
small and large firm size class to stress sizeewdfices in job creation patterns.
The OECD defines very small firms as those witls lasin 20 employees and large
firms as those with more than 500 employees. Gikiahthe average firm size in
Spain is smaller than in other OECD counffilese have opted to show instead
results for firms with less than 10 employees amdfirms with more than 250
employees although results are quite robust tgéntcular size threshold used to
define small firmg”

19 Even if we assume that all employment created riyies with more than 500 employees is the
result of the restructuring of established largmdi, very small established firms would be creating
about 1.5 times as much employment as establisirad with more than 500 employees over the
whole period of analysis.

20 pagano and Schivardi (2001), for example, showiththe manufacturing sector the firm size in
Spain is about 60% of the EU-15 average.

21 The complete tables are available to request.
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Table2:
Employment creation by size and sector

EMPLOYMENT CREATION RATES OF VERY SMALL AND LARGE FIRMS BY SECTOR TABLE 2
Annual averages

%

Percentage of Percentage of Continuin
total job total Job creation Entry Exit firms s Net entry
creation in employment in rate contribution  contribution I contribution
contribution
sector sector

<10 EMPLOYEES

Manufacturing 36.2 11.7 7.5 6.3 -3.6 4.8 2.7

Construction 29.3 23.3 16.3 11.5 -4.7 9.5 6.8

Services (a) 35.7 24.5 13.8 8.5 -3.8 9.1 4.7

>250 EMPLOYEES

Manufacturing 5.9 28.5 0.7 1.0 -0.7 0.4 0.3

Construction 4.8 13.6 5.1 1.3 -0.4 4.3 0.8

Services (a) 36.0 31.1 10.7 1.6 -0.6 9.7 1.0
Sources: Bank of Spain Firm Demography Database.
a. Excludes financial intermediation and non market services.

Table 2 shows that very small firms (less than mpleyees) create more
net new jobs than their corresponding employmeateslacross all sectors of the
economy. The disproportion is largest in the mactufing sector: Whereas firms
with less than 10 employees employ barely 12% df vebrkers in the
manufacturing sector, they create more than omd-tbi annual manufacturing
employment. Very small firms in construction andvages employ a larger share
of the sector workers and create proportionally engobs every year but
differences are not as striking as in the manufaxjsector.

Very small firms in the service and constructionctses increase
employment at an annual rate exceeding 13% overpiiiod of economic boom,
about twice the annual job creation rate of smahufacturing firms. Even so,
small manufacturing firms create jobs at a rate temes that of large
manufacturing firms. The ratio is not even 1.5énvices. Table 2 shows that more
than 2/3 of that large employment creation diff¢éieddbetween small and large
manufacturing firms is due to the performance célsindustrial incumbents. The
rest is explained by firm rotation. On the othendhahere are no differences in the
employment creation rates of existing small andddirms in the service sector;
the whole job creation difference between both faize classes in services comes
from the more dynamic small firm rotation. Figurelbws graphically these sector
differences. The figure depicts the employmenttareaate of small firms minus
that of large firms and shows what part of theeadd#htial is due to the higher
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employment creation rate of small established finmessus their larger counterparts,
and what part to differences in job creation dufirto rotation?

JOB CREATION RATE DIVERGENCES BETWEEN SMALL AND LARGE FIRMS BY SECTOR  FIGURE 4
Between annual averages
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Sources: Bank of Spain Firm Demography Database.

a. Excludes financial intermediation and non market services.

Figure 4. Job creation rate divergences between small agd fams by sector

Figure 4 shows clearly that small firm rotatiorirideed what explains the
superior job creation performance of small firmgha service sector. In fact, very
small existing firms perform worse, employment-wige the service sector than
their very large counterparts. On the other handhé manufacturing sector firm
rotation is, in averagdess important than established firms to explain thke jo
creation differential of small firms.

Table 2 and Figure 4 show that the very large eynpémt creation record of
small firms in Spain is not responding solely teeator shift towards more small-firm
intensive service sectors because it is a phenantakong place within each of the
main economic sectors. On the other hand, notralldirms create employment. The
winners differ across economic sectors. Wherea$§ 8marotation is what makes the
difference in the service sector, the employmentritiution of both new firms and
small incumbents are important in the manufactupimg;

These regularities are robust across a numbemudrtiions. For example,
in our dataset established firms are those withye@e or more, that is, they can be
very young firms. Age could be then the relevamtdato explain the relatively

22 The total job creation rate of the small firm slésequal to the sum of the net job creationahsnall
established firms plus the creation rate of snetllemtry. The same applies to total job creatite od
the large firms segment. It is true then that fifferdnce in the total job creation rate betweealsand
large firms must be equal to the sum of the diffees in the job creation rate of small establishets,
versus large established firms, and small net evgrgus large net entry.
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larger employment creation of small manufacturingsting firms. In order to
correct for the fact that our established firms yanger than in other studies, we
have recalculated employment creation rates ann toenponents using only
established firms that already existed 3 yearsrbefbat is, that are three years-old
or more® Existing manufacturing firms will be then similarlefined as those in
Brown et al. (1990) and Picot at al. (1994), twdle studies that found that small
established firms did not perform differently thémeir larger counterparts in the
manufacturing sectors of the USA and Canada respdct Figure 5 shows the
annual net job creation rate of existing manufaegufirms by size, conditioned on
existing 3 years before.

JOB CREATION RATE OF MANUFACTURING FIRMS FIGURE 5
ACTIVE AT LEAST THREE YEARS BEFORE
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Sources: Bank of Spain Firm Demography Database.

Figure 5. Annual job creation rate of manufacturing incumisesith 3 years or more

Even after excluding the very young establisheohdiffrom our dataset,
small established manufacturing firms have a mutebemployment performance
than their larger counterparts, especially overldlse part of the period of analysis
when the dotcom bubble burst in the USA. Largetegsfirms had actually net
job losses over that period whereas small exidtings in the manufacturing sector
continued creating employment.

The distinction between the manufacturing and sersector is useful in many
ways: To be able to compare with other similaristjbecause they have traditionally
corresponded to the traded and non-traded sedttine @conomy, and because their
technologies of production (capital intensity, rmnim efficient scale of operations and

Z\We have included in the computation of annual emplent growth only those incumbent firms
that already existed three years before. That mtwtsour first year of analysis is not 1996 but
1999. All established firms in the period 1998-19f® example, were already operating in 1996.
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so on) used to divert significantly. However, ldstades have brought about important
technological changes that have rendered theidradimanufacturing-service distinction
less useful. First of all, the information and conmications technologies (ICT) have
made it possible to delocalise services such dmgalentres or IT support. That
means that, at least some part, of the servicersgam now be traded and is subject to
international competition. In Spain, the liberdlma of the telecommunication industries
has contributed as well to that process. Secattéy\adoption of ICT in traditional service
industries such as retail and wholesale trade gltinig 90s is dramatically changing the
minimum efficient scale of operations and produigtigrowth patterns of a traditionally
labour intensive sectdr The result of these tendencies is the coexistaiitbin the
manufacturing and service sector of industrieseoy different technology nature. For
this reason it might be of interest to explore Whethe regularities observed for each
economic sector hold across industries of diffetectinology intensity, This is done

in figure 6.

JOB CREATION RATE DIVERGENCES BETWEEN SMALL AND LARGE FIRMS BY INDUSTRY FIGURE 6
Between annual averages
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Figure 6. Job creation rate divergences between small agd fams by industry

It is striking to note that new and established Ikifians are creating
employment at a larger rate than their larger cenpatrts across all manufacturing
industries, independently on the technology leviethe industry. On the other

245ee van Ark et al. (2003) for an accounting ofithgact of the diffusion of ICT in the service seai
European productivity growth vis-a-vis USA.

2 Following van Ark et al. (2003) we have distingeigtbetween ICT (producing and using) manufacturing
and services industries on the one hand, and nonvi@iufacturing and services industries on the
other. The 2 and 3-digit industries correspondmgdch of these groups can be found in the Annex.
Additionally there is a group labelled non-ICT athevhich gathers construction, mining and productio
and distribution of utilities.
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hand, firm rotation is what makes the differencenam-ICT services. ICT service
industries include ICT-producing industries suchedscommunication and
computers and ICT-using services such as retalusimess professional services.
In both cases, although especially in telecommuioies, very small established
firm perform worse than very large established $inm the extent that total annual
job creation rate of very small firms is lower thhat of large firmg®

Why do small firms have a better employment pertoroe than their larger
counterparts? There are two possible answers. Fsie dne is that the greater
contribution of small firms is due to some sortlité cycle, whereby fast-growing
firms enter small and expand over some years teecga to the average sector size.
The second possibility is that the better perfoirreanf small firms reflects greater
entrepreneurship and hence growth amongst the I'bongihess sector” that typically
does not make the transition to the “large busisestor”, which is coherent with a
reduction in the optimal firm size. The next settxplores this question by analysing
the growth pattern of different cohorts of firmsteging in different sectors of the
economy. Our findings suggest that at least path@flatter possibility, a particular
small firm dynamism, is present in Spain.

4. Employment growth of new firmsin Spain

There is mixed evidence on how total employmermntesf cohorts of firms
evolves as their age. The reason is that theréwardorces at work: on the one
hand, new firms enter small and then grow fastan timcumbents in their same
sector of activity to converge to the minimum d#itt scale of the sector. On the
other hand, failure rates of new or young firmslagher than those of established
firms [see for example Bartelsman et al. (2003)RDfor the USA and Mata,
Portugal and Guimaraes (1995) for Portugal findea fall of employment of
different cohort of firms in years subsequent ttryenThat is, the destruction of
employment due to the exit of young firms outwemhieir higher employment
growth. On the contrary, Baldwin (1995) found foar@da a net increase of
cohorts’ total employment along time whereas Baad Cramer (1992) found that
German new firms increased their employment duttagfirst or second years of
operations to decrease it afterwards.

Figure 7 below shows the average of 7 differentosh share of total
employment several years after birth. What we efeserthat after an initial push the

28 This is the only case in which size thresholdtefime small and large firms do make a differenammputed
job creation rates. For example, if instead ofddiggi annual job creation rates of very small firassus that
of very large firms one computes differences betweasy small firms and the rest (grouping all firmith
more than 10 employees), the results concerningskVices change to a picture very similar to @n-I
service industries: Although small existing firnerfprm as their larger counterparts employment;vtiee
huge employment creation due to small firm rotatidngs the annual job creation rate of firms JWggs than
10 employees above that of larger firms. Henceeitrs that very large established firms in the I€Vice
industries do indeed create employment at verg larqual rates but that is not the case for mesiizen-
established firms (very broadly defined), outpenfed by very small ones.
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cohorts’ share of employment decreases as firms gider. This is consistent with
Lépez-Garcia and Puente (2007a) who find that Spaméw firms have an inverted
U-shape hazard rate. This type of hazard mighoresto the fact that new firms count
with an initial stock of resources that help thesing through the first years of activity.
Only when these resources are exhausted learnimagvdbout their efficiency and,
according to Jovanovic (1982), the least efficatide to exit the market.

AVERAGE SHARE OF TOTAL EMPLOYMENT OF DIFFERENT COHORTS OF FIRMS FIGURE 7
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Sources: Bank of Spain Firm Demography Database.

Figure 7. Cohort shares of total employment

The decline, after one or two years, in the emplaynhshare of new firms
is due to the fact that the employment growth afising firms is not enough to
compensate the employment destruction caused bgxihedf young firms. This
could be the result of either a very slow employtrgowth of start-ups or a very
high exit rate of young firms or both. Tabl€ Below shows that firms’ exit is not
the “problem” in Spain: After 7 years of operatiamly about 20% of firms of a
given cohort have exited the mark&iThis is something happening with each of
the cohorts under study. The relatively low exiesaof Spanish firms (please keep
in mind that the BSFDD dataset comprises only Lachitiability Societies and
Corporations, not self-employed workers) is sonmgfhalready observed in other
studies like Lépez-Garcia and Puente (2007a), N(##@24) and Ruano (2000).

%" The table shows the number of firms, as percentégee initial stock of firms, belonging to each
cohort which remains active every subsequent yiéar entering the market.

2 This exit rate of firms is quite low. Bartelsmanast (2003), for example, calculated that after 7
years about 60% of firms have exited the markétiimand, Germany and Canada. The percentage
was about 50% in Portugal, Italy and the USA.
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Table 3:
Firms belonging to different cohorts active eveeayafter entry
FIRMS ACTIVE EVERY YEAR AFTER ENTRY TABLE 3
%
1996 1997 1998 1999 2000 2001 2002 2003
cohort 1996 100 98 96 93 89 86 82 80
cohort 1997 100.0 97.8 95.3 91.5 87.5 84.0 81.2
cohort 1998 100.0 98.0 94.9 91.4 87.9 85.3
cohort 1999 100.0 97.6 94.4 90.9 87.9
cohort 2000 100.0 97.4 94.0 90.9
cohort 2001 100.0 97.4 94.7
cohort 2002 100.0 97.6
Sources: Bank of Spain Firm Demography Database.

If it is not the exit of young firms what explaitie decline in new cohorts’ share
of employment, it must be that new firms grow gslwly. Figure 8 below shows that
this is the case, above all in the manufacturictpseGiven that employment growth of
new firms depends crucially on their market of nefiee, Figure 8 shows the ratio of
employment of each firm to its 2-digit sector ofivaty average size along time. We
show those ratios for all firms belonging to eatcthe main economic sectors.

EMPLOYMENT CONVERGENCE OF NEW FIRMS TO SECTOR AVERAGE SIZE FIGURE 8
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'Sources: Bank of Spain Firm Demography Database.
la. Excludes financial intermediation and non market services.

Figure 8. Employment convergence of new firms to the secterage size

First of all, entrants are about a third of therage size of the incumbents in
their reference sector within the manufacturing #rel service sector. Second, first
year employment growth of firms is larger than tbhisubsequent years, which is
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consistent with the growth path of new cohorts’ lpiment share shown in Figure 7.
Third, after 7 years of activity Spanish firms haat reached yet the average size of
established firms in their market of reference. v@noof new cohorts of firms is
relatively slower in the manufacturing sector igisithe service sector.

To get a feeling of whether Spanish new cohorffirmis grow slower than
in other countries, Figure 9 shows the employmaintsgof surviving firms belonging
to different cohorts at 2, 4 and 7 years afteryerglative to its initial employment
for the three main sectors of the market economy.

EMPLOYMENT GAINS RELATIVE TO INITIAL EMPLOYMENT, FIGURE 9
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Sources: Bank of Spain Firm Demography Database.

Figure 9. Employment gains of a new cohort of firm relatiedritial employment

In average, new manufacturing firms increase by #@8i6 initial employment
seven years after entry whereas new service firamage to increase their employment
by 50% in the same time period. According to Barntein et al. (2003) these computed
employment gains of new cohorts are in line witieotEuropean countries and clearly
below those in the USA, where new firms doublertheiial employment in 7 years.
However, the analysis of Bartelsman et al. (208frs to firms entering the market in
the late 1980s or early 1990s, a period of econstoigdown due to the dotcom crisis
of early 1990s. On the other hand, the oldest ¢afidirms in our analysis entered the
market in 1996, when a long period of economic ¢jnolaad just started. Given the
different moments of the business cycle in whicl fiems entered the market in both
analyses we would have expected higher relativdagment gains in the Spanish
case. The fact that it is not the case suggedtSgamish new firms grow slower than
in other European countries.

What could explain the slow post-entry growth of&iph firms? Bartelsman
et al. (2003) give some hints. As it was mentiobefibre, in their paper they find that
surviving European new firms enter larger but grouch slower than their American
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counterparts. They conclude that the observedréiftes in post-entry behaviour seem
to indicate a greater degree of experimentadimongst entering firms in the United
States and obey to a given number of factors thaidlapply to the specific case of
Spain. Among those the fact that certain admirtisracosts at entry are fixed and
very large in Spain could be a disincentive famfigxperimentation. Likewise, post
entry adjustments in employment may be hindereddigities arising from labour
regulations, like hiring and firing restrictionsinglly, higher risk aversion in
project financing might result in lower financinggsibilities for entrepreneurs
with small or innovative projects, often characted by limited cash flows and
lack of collateral. Gomez, Messina and Vallantiq2palso find that labour market
institutions such as employment protection and ypteyment benefits reduce job
reallocation rates in a panel of European countries

We do not explore further in this paper which oratvigroup of these
possible reasons can explain the slow growth ohiShanew firms, leaving it for
further researci. What we do now is to focus on the fact that ihé& so much
“age”, or a life-cycle story, what explains the bughare of jobs created by small
firms in Spain. Our results suggest rather that‘sheallness” of the firms matters
for their employment creation record. This smalin§’ dynamism is coherent with
the increasing importance that small firms are mgvin terms of aggregate
employment and activity in other developed coustriehe next section explores
this issue by analysing the evolution of the firrpesdistribution over time and
across sectors in Spain.

5. Isthesizedistribution of firmsin Spain changing?

As Baldwin and Picot (1995) suggest, the net empkyt creation rates
for different size classes are only partial meastiat describe the dynamic path
of adjustment of producers in an industry. Imagioe example, that a technology
shock or a shift in demand prompts the entry ofaaevof small new firms. In the
short-run we will observe high small firms’ job at®n rates. Whether this shock
has an impact in the short-run on the firm sizérithgtion depends on whether the
new entries displace other existing small firmswihich case the total share in
employment of small plants might not change, ortimpethey displace other large
firms or no firms at all. In the latter two cases might observe a temporary surge
in small firms’ employment share. In the long-rtve hew firms might move along
the learning curve and grow to produce at a lasgale. In this case after the initial
surge, small firms’ employment share might deckmel that of medium or large
firms start increasing. If, on the other hand, tharning process was not so
important and new technologies were exploited bediie a smaller scale the
explosive employment growth of small firms wouldraintained along time. The

29| 6pez-Garcia and Puente will explore in a compamiaper which are the factors that increase the
probability that a firm grows fast.

41



PALOMA LOPEZ-GARCIA, SERGIO PUENTE, ANGEL LUIS GOME

consequence would be a shift in the size distdiputowards the small size class
along time. Hence, the analysis of the firm sizriiution over time, and across

sectors, is the second piece of information requiceunderstand what might be

causing the job creation differentials across figize classes and whether those
differentials are having any impact at all on aggte employment.

There is piling evidence in other developed coestithat there has been
indeed a shift in the firm size distribution towarsimall production units since the
1970s after decades of dominance of the econonfigsate in production. The
most impressive and cited proof is the drop in #imare of the 500 largest
American firms (Fortune 500) in employment: fron®2@n 1970 to 8.5% in 1996.
Loveman and Sengenberger (1991), on the other haviéw the existent data for
the six largest OECD countrf8sThey write: “The most important empirical result
to emerge from the country reports is that ther® leen a recent increase in the
share of total employment in small enterprises asthblishments. While the
magnitude of the increase varies considerably fcoomtry to country and across
sectors, its significance rests primarily on thet that it signifies the reversal of a
substantial downward trend in the employment shafesmall units that has
prevail for many decades (...). What is remarkableuaithis finding is that (...)
the pattern of decline and then growth is so rolowsr such a wide sample of
countries, sectors, size distributions and insting” (pages 6 and 7).

Moreover, this increasing importance of small pighin units in
employment is robust independently on whether @es dirms or establishments
as production units and it remains after contrgllfor the effect of the business
cycle. Moreover, no more than 50% of the econonmgewemployment shift to
small production units can be explained by a sattoecomposition of
employment from goods to services production gitreat average enterprise and
establishment size is smaller in the service sef@&CD (1985), Davis and
Haltiwanger (1989), and Picot et al. (1994)]. There, while composition effects
are clearly important, there remains a signifiegithin-sector shift to smaller units.

What is not so clear is why this shift has takesc@l The most probable
answer is that a complex set of factors, with diffit weight depending on the country
or sector of reference, is to be blamed. Early w/tike Carlsson (1992) or Acs (1992)
explain it as the result of three major changethénworld economy since the early
1970s. The first one is the intensified global cetition, mainly from low-cost Eastern
Europe and Asian countries, resulting from the ldgvaent in transportation,
information and communication technologies. Sommdi have responded to this
increase in competition shifting production ouhih-cost locations to low-cost ones,
which can explain the wave of corporate downsizofgthe last two decades.
Moreover, technological changes, such as thosehthat decreased computer costs,
have reduced optimal firm size and the minimumeso&éntry.

30 United States, Japan, France, Germany, United Kimgahd Italy.
42



EMPLOYMENT GENERATION BY SMALL PRODUCERS IN SPAIN

The second major change has been the increase degee of uncertainty,
reflected in a significant growth slowdown in alldustrial countries triggered by
the oil price shocks of the 1970s and exacerbayethé volatility of exchange
rates. Piore and Sable (1984) and Brock and EE8890] claim that the instability
of markets has resulted in the demise of mass ptmiuand has promoted flexible
production, a comparative advantage of small fiower their large counterparts.
Other recent episodes of instability could havggered similar effects. Flexible
production has also been a crucial advantage of §inmas given the third major
economic change, namely, the intensified markegnfientation due to growing
consumer demand for differentiated products.

More recently, Audretsch (1995), Audretsch and Th2001) and Acs
and Audretsch (2001) have suggested that incregdealization and the technological
revolution have shifted the comparative advantagyeatds a knowledge-based
economic activity. In such economy, the focus igtmindividual as possessor of
knowledge rather than on the firm. It is argued #@symmetric information and
uncertainty about the future value of the knowledegilt in its different valuation
by firm and individual. This situation can leadttee departure of the individual
from the incumbent firm in order to launch a nemnfwhere his knowledge can be
commercialized. That is, entrepreneurship is takingew importance because it
serves as a key mechanism by which knowledge ctéatme organization (such as
a university or an incumbent firm) becomes comnadizgd in a new firm.

From a theoretical viewpoint, there is not a sindieory of the firm
that can embrace all these factors to explain thenge in optimal firm size.
Instead, diverse theories of firm size and firmesilistribution, not necessarily
exclusive, incorporate one or several of the exgi@ns put forward to account
for the observed shift in size distribution [You9@b)]. The traditional firm
theory [Viner (1932)], for example, is a technoleai theory where scale
economies determine firm size. According to thisdty, the expansion of the
service sector, generally characterised by lowateseconomies, and the drop
of the costs of computers, which have reduced thenmam efficient scale of
operations, might be behind the increasing impagarof small firms.
Traditional industrial organization models [Willimon (1985), for example],
on the other hand, focus on product and cost diffeation to explain firms’
market shares. According to these theories, a ghanthe market environment
favouring flexible production or increased demaad dpecialised and customised
products or a reduction in the cost of factors mfduction for small firms - due
to better access to finance or to the introductibmew financing possibilities
for small firms like venture capital funds or busé#s angel networks - could all
result in an increasing share of small firms.
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Transaction cost theories [Piore and Sabel (198®)jch explain cross -
industry differences in the extent of vertical gration, are usually invoked to
explain the success of Northern-ltaly clustersndustrial districts of small firms to
face increasing competition from emerging econonhiastly, according to evolutionary
models based on innovation and Schumpeterian cdiopefAcs and Audretsch
(1987)] small firms have a comparative advantaggoinng industries where the
main source of innovation is information outside thdustry whereas large firms
are dominant in routinised technological regimaghis context small firms would
be the main actors in the new knowledge economy.

Has the firm size distribution also changed in 8p&ur data is unfortunately
only available from 1996, meaning that there areymars in the sample with
aggregate employment destruction or even stagndtmmthis expansionary period,
the whole firm size distribution has indeed shiftedhe smallest size classes both
in the service and in the manufacturing sectorufeiglO0 shows the cumulative
distribution function of firm siz& the first and last year of observation (1996 and
2003) in the manufacturing and the service sector.

© Maufacturing 1996 Maufacturing 2003
Services 1996 . = Services 2003

Figure 10. The cumulative distribution function of firm sizE996 and 2003

31 Size is expressed as the log of the employmetiteofirm.
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To our knowledge there is no other analysis ofdéxéelopment of the firm
size distribution in Spain. For that reason we dat know whether the shift
towards the small size classes has just startedlika, in other developed
economies, it started before.

We saw in section 3 that the superior employmenfop®ance of small
firms in the manufacturing sector was due to the goeation of small new and
existing firms. In the service sector it was thepyment created by small net
entry what made the difference between small argklfirms. In both sectors the
large employment creation of very small firms hasl lan impact on the size
distribution of firms. Although we only show thezsidistribution in the first and
last year of analysis, the shift towards the srsailize classes has been continuous
along time. The last piece of the puzzle requisethé analysis of the changes in
the firm size distribution across industries ofeliént technology intensity.

Figure 11 shows that the firm size distribution fmnged uniformly
across all service industries, independently on thdrethey are technology
intensive or not. On the other hand, only in tedbgy intensive manufacturing
industries has the activity and employment shittedards smaller production units
over time. The optimal firm size seems not to hakanged in non-ICT
manufacturing industries like textiles, food anddrages or the production of cars
neither in other non-ICT industries like constrantior the production and
distribution of gas, electricity and water.

During this period of economic boom in Spain anremus amount of
small new firms entered the markets. This, posdiémgporal, phenomenon could
explain the observed displacement of the firm disgribution. For that reason we
present below the cumulative distribution functadrthe size of firms with exactly
three years of existence, the first and the laat géobservatior: Comparing only
this sub-sample of firms we have relative configentbat any displacement
observed in the distribution function is reflectiag actual decrease in optimal firm
size and not a circumstantial wave of new smathgir

The size distribution of firms in non-manufacturidges not change if we
only look at a sub-sample of existing firms orka tvhole population of firms. The
observed difference between Figure 11 and 12 imidweufacturing sector could be
due to the fact that the percentage of firms withcdy three years of activity
(relatively young) is much lower every year in miauuring than in services. In
any case, Figure 12 shows that firms with threersyed activity in 2003 are
smaller than firms with three years of activityiB99 across all sectors where a
displacement of the size distribution was obserfgedthe whole population of
firms. Hence the shift in the size distributioraisobust fact to the age composition
of the sample of firms compared.

%2The first year of observation for this exercisd 9. The reason is that we only know the age of
firms that entered between 1996 and 2003. Hend&ralh that entered the market in 1996 have 3
years of activity in 1999.
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Figure 12. Size distribution of firms with three years of dgisce across
sectors with different technology intensity

Now we have all the pieces of information we needtart understanding
the importance of very small firms for the employmereation process in Spain.
We begin with the manufacturing sector. We know bath new and mature small
firms are creating employment at a much higher ttzé@ their larger counterparts
in the sector. This is so across all manufactuiimdyistries. The result has been a
shift in the size distribution of firmsin technglp intensive manufacturing
industries, at least over the last seven years.thten clear that firm optimal size
has been reduced in those industries, and thisuésfor new firms entering the

47



PALOMA LOPEZ-GARCIA, SERGIO PUENTE, ANGEL LUIS GOME

market and for already existing firms. The factttihds happening in technology
intensive industries suggests that small entrepirgadehigh technology firms are
gaining comparative advantages due, for examplagto ways of financing their
operations (risk capital), opening of new markeltere knowledge and not scales
of production are important, increasing subconingcof the technology intensive
lines of production by large firms etc.

On the other hand, it seems that the firm sizeridigion of less-ICT
intensive manufacturing industries has not charadeadg time. This is only true for
the car industry, with a very important employmemeight in the sector, but not for
the rest of non-ICT manufacturing industries, sastiextiles and shoes, where the
firm size distribution has indeed shifted to theallest size classes. The reduction
in the optimal size in those non-ICT industries hieady been highlighted by
some case studies of the shoe industry in the megfio/alencia (with 2/3 of the
Spanish production of sho€€)The reason is the increasing outsourcing (to other
Spanish firms and abroad) of many activities tauoedfixed costs and be able to
face increasing competition from other low-costroies>*

The fact that small existing service firms perfomorse in terms of
employment, or not very differently, than theirdar counterparts, above all in
some ICT industries such as telecommunicationscangputers, suggests that the
shift to the smallest size classes in all servickistries responds to the huge push
of new firms who are entering very small relatieethie size of the firms that exit
the market. Maybe this could be explained by thenop of new service markets
(those related with business to business senvicesxample) and the possibility to
outsource some of the service activities. It is detar whether this push will
continue in the future, once the markets have radtur

With respect to the other non-ICT industriesonstruction, mining and
the production and distribution of water and eleityrC] , Figure 11 shows that the
size distribution has not shifted but increased diispersion (the 1996
distribution is steeper than the 2003). That mehatthe weight of the very small
and large firms have increased over time, to thendent of the medium-sized
firms which is consistent with a very dynamic secoch as the construction one
over the years of analysis.

6. Conclusion and some policy implications

Much has been written about the Spanish produstinecture, dominated
by very small firms. But we have not a clear idsat@ whether that firm size
distribution has changed along time and why. Thipgy uses a database that

% See Martinez Mora, forthcoming in the Revista deifies Regionales.

34 The competition has sharply increased due to ¢beadtion of transport costs and trade barriers,
especially since 1995, when import quotas starteché dismantled in the EU (the process
culminated in 2005).
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overcomes the problems encountered by other fik@kligtudies in Spain, to try to
shed some light on the employment contributionnodlé firms in Spain.

We first study the contribution to annual employtngrowth of new firms,
exits and continuing firms of different sizes otlee period 1996 to 2003. We find
that, as it has been reported elsewhere, Spanishll siihms create a
disproportionate share of new jobs. This is so s/l economic sectors but the
disproportion between the contribution to total gwbation and actual share in
employment is largest within the manufacturing seavhere firms with less than
20 employees are responsible for more than 60%noftidl manufacturing net
employment creation but employ solely about 20%albfworkers in the sector.
Moreover, new small firms are responsible for mafghe job creation differential
between small and large production units in theisersector while both new and
existing small firms create jobs at a much higla¢e than their larger counterparts
in the manufacturing sector. These regularitiesadse true across industries of
different technology intensity within each of thaimeconomic sectors.

We proceed then to study whether the observedrbpédormance of
small firms is just reflecting the fact that newnfs are normally small and, as
reported elsewhere, create jobs at a higher rate itttumbent firms. Age and not
size could also be behind the job creation recofdthe small existing
manufacturing firms given that, in this study, ¢éoning firms can be quite young.
However, the analysis of the convergence pattesnihé average sector size of
different cohorts of firms across sectors show tieat firms grow as slowly as in
other European countries, if not more, comparet wie USA, especially in the
manufacturing sector. Why is this so? Bartelsmaal.g2003) offer some tentative
explanations like the existence of higher entry adplistment costs in Europe as
well as the higher risk-aversion of the bank-baBedopean financial system. In
any case, our results suggest that not only thdagalso the “smallness” of firms
matter for their employment creation record. Thealnfirms’ dynamism is
coherent with the increasing importance that stfiatls are having in terms of
aggregate employment and activity in other develamaintries.

To explore further this issue as well as to undestwhether the large job
creation record of small firms is a transitory pbienon or a permanent one and
to evaluate its real impact on the employment gerer process in Spain we
proceed to study whether the firm size distributi@s changed over the period of
analysis. We find that it has indeed been the allkeugh not uniformly across all
sectors of the economy. The optimal firm size i I@anufacturing industries
seems to be decreasing, and this is true for nelnaature firms, which suggests
that small technology manufacturing firms are gaincomparative advantages
over larger ones and that it is a development wigchere to stay. Non - ICT
manufacturing industries such as textile and slawesalso reducing their optimal
size due to increasing outsourcing of lines of patidn to face competition from
low-cost countries. In all service sectors, indejetly on their technology level,
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the firm size distribution is also shifting to thmallest sizes. However that is due
to the employment impact of new firms, enteringyvemall in comparison to the
size of the firms that exit. The firm size distrilmn of the construction sector has
not shifted but become more disperse, with verylisarad large firms gaining
employment share to the detriment of medium-size filasses.

The fact that employment and activity is concefigatnore and more in
the very small firm sector might have importanti@plimplications, given the
particular problems small firms face. It has beewoven, for example, that
administrative burdens inflict a higher relativestdo small firms than to their
larger counterpard In this regard, the fact that average firm sgaeétting yet
smaller should be a call for a careful revisiontioé administrative regulation
imposed on the small firm sector. As there wouldHeeneed to improve the policy
instruments aimed at facilitating the access tarfae for small firms, given the
fact that they face higher difficulties to finantleeir operations, above all if
they are new - with no track record or collateraand/or innovativé® Other
institutions  or regulations, including those of tHabour market, with a
disproportionate effect on small firms would acaoglly need to be revised.
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THE SUPPORT OF TECHNOLOGY DEVELOPMENT IN
IMPERFECT COMPETITION
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ABSTRACT. The phenomenon of globalization affects a lot thaity of imperfect
competition and it influences its forms. The impetfcompetition includes two extreme
forms and each from them is connected with speaifiblems. An enterprise generally
disposes of reasonable resources for an implerizentdtechnology development in the
monopoly position but practically it does not hawvey motivation to implement it. The
monopolistic competition, represented by SMEs, asivated to implement technology
development. However, financial resources are lysuégsing. In this situation, the role
of state or “supra-state” (the EU) support candmesiclered as irreplaceable.

The support of SMEs in the Czech Republic reflélts EU-framework. In
the period 2007-2013, the most of the finances fprhlic resources, affecting
SME competitiveness, flow into the Czech Repubirf the EU structural funds,
namely through relevant published operational @aognes.

The platform of “technology centres” was made m phevious period and it was
allocated in separate regions. Their significarie ris the support of technology
development and innovation focused on SMEs. Reseasults show that these
technology centres differentiate by founder, asl welby their capital power and
operational performance. As a result, it preserddfferent rate of the fulfillment of
their main role: to support innovation trends of Biveffectively. Simultaneously, the
research presents — in the framework of the arglyszblem — a connection between
the support of technology development and indisatibrvealth in regional context.
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JEL classification: D43; M13; 032; R11

1. Introduction

The world economy changes by the influence of teldgy development.
However, there are not changes only in the wayradygction and changes of final
products. In consequence of technical and techggboggress, there are changes
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in production, distribution and sales processe®rdhmight be even changes in
market structures, sector and branch structures@iomies.

“Markets have become much more opened and compédidam intensified
significantly over recent years. The value chaimi@easingly disaggregated with
activities distributed to locations that make thesieconomic or strategic sense.
Advances in technology enable communication anchgement to take place on a
global scale, and underpin new business modelsirama/ative products, services
and solutions [1]

The perception of technology development (as thecial factor of
economic growth) also brings its institutional sagpn the Czech Republic (by
the way, like in all EU member states) on threelevEU, the Czech Republic and
separate regions NUTS I, respectively NUTS Il

In June 2001, the European Commission issued thepEan Union
Strategy for Sustainable Development, which becamease for Strategy for
Building of Knowledge Society [2]. Conclusions fratime evaluation of the first
cycle achievement of Lisbon Strategy in 2005-20@4tes— among others —
weaknesses in the environment enabling entrepriaguowths and strengthening
innovation, research and development. The main anoftthe second cycle of
Lisbon Strategy for years 2008-2010 is growth amg@leyability [3]. An important
element is the "7 Framework for years 2007-2013, which disposes with
milliards EUR, and whose projects are focused dectsd research activities,
support of innovation activities of small and medienterprisegin the next text
only “SMES”), cooperative enterprises and research institutions

The Czech Republic has created likewise many giaticuments, which
concern the already mentioned problems; for exardpie

= The National Research and Development Policy ol0hech Republic for
years 2004-2008, (nowadays the version for yead8-2015 is available);

= The National Innovation Policy of the Czech Repulfbir years 2005-
2010, (innovations are understood as the main mésoof research and
development);

= The Framework Programme for Support of Technologntfes and

Centres of Strategic Services published in 2004.

In the shortened programming period 2004-2006, deeelopment of
innovation business and technology was supportethenCzech Republic in the
framework of the operational programme “Industrgl Business”, and partially also in
the framework of the operational programme “Humasdrrces Development”. The
most important programme was “Prosperity” which vi@zised on the support and
development of the infrastructure of industry resleaand development, namely
enterprise incubators, scientific and technicak@aand centres of technology transfer.

The National Strategic Reference Framework for mlam period 2007-
2013 announced as one of priorities the capacipp@t of research, development
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and innovation, which is connected with the follogi two operational
programmes: “Research and Development for Innonsatiand “Business and
Innovations”. They are complemented with the openal programme “Education
for Competitiveness”.

The amount of paid funds for operational programimese period 2004-
2006 gives evidence of the extent of this supgérancial resources are ready to
be used for the current planning period from EUdfyn

Table 1 presents both absolute amounts, and thieitian to incomes of
state budget and to GDP of the Czech Republic.

Table 1:
Support of operational programmes from EU fundheCzech Republic
(milliards of Czech Crowns, current prices)

2004 | 2005 | 2006 | 2007 2008 20Q02010[2011|2012/2013

Incomes of state budget 769 866 | 923 | 1026

GDP 2815 (2984| 3216| 3530|3706 . . . . .
ERDF, ESF, CF 18 21 27 83 87 91| 95 99 104 108
% of state budget income{ 2,34 | 2,42 | 2,93 | 8,09

% of GDP 064 | 0,70 | 0,84 | 2,35| 2,35

Source: own elaboration according to [15]; [16] &hd]

Notice 1: The exchange rate 25 CZK/EUR is useaé&sy comparison.
Notice 2: The total amount for years 2007-2013&spnted in planned distribution, although thel CR
is delayed in finance utilization from EU funds teudly.

Analogical accent, which is given to innovation ggeses in terms of
institutional support, is put — and again bothlom EU level, and the Czech level —
to SMEs, because they are considered to be an tamptabilizer of economy in
aspect of their flexibility. [5]

Therefore, the EU pays significant attention tonthé\pparently, one of
the last issued documents is ,Think Small First&. i,.Small Business Act for
Europe” from June 2008. It is stated there thageneral SMEs in the EU still have
lower productivity and grow more slowly than the@runterparts in the USA. In the
USA, surviving firms increase on average their eyplent by 60 % by their
seventh year, while employment gains among surgifirms in Europe are in the
order of 10% to 20%. [6] Moreover, the need to Boom enterprises outcomes in
terms of their financial management should be esigkd. [7] SMEs still wrestle
with market failure, which disturbs conditions, which SMEs operate, and
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compete to other subjects in scopes such as fin@aceely risk capital), research,
innovation and living environment. Therefore, oridhe 10 principles for policy
preparation and implementation on the EU level,wadl as on the level of
particular countries in the mentioned document®somote the upgrading skills
in SMEs and all forms of innovation{6] The member states are invited to
.promote the development of SMEs’ competencesdrésearch and innovation
field by means of, e.g. simplified access to pul@gearch infrastructure, use of
research and development services, recruitmenkibéd employees and training,
as allowed in the new Community Framework for estatd for research,
development and innovation[6]

The law on SMEs support from 2002, the Conceptidn SMEs
development launched in 2005-2006, and the follgw@onception of SMEs
development for period 2007-2013 with the guaraofel®linistry of Industry and
Trade, as well as the financial support from pubbsources in the previous
planning period, give evidence how attention wad pathis question in the Czech
Republic in the past. The following two tables gndphs show counts and rates of
using the support by SMEs in comparison with laggeerprises.

Table 2:
Financial support of innovation activities from fiolvesources in 2004—-2006

2 a) Number of enterprises according to their size

Enterprises received financial support from
regional central EU (incl. 5th or 6th EU
authorities| government Framework Programme

Small enterprises (10-49 empl.) 174 422 437
Medium enterprises (50-249 empl.) 91 363 393
Large enterprises (above 250 empl.) 29 210 146

46% small ent.
37% ™ medium ent.

17% large ent.

Graph 1. Relation among supported types of enterprises
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2 b) Number of enterprises according to industanbhes

Enterprises received financial support from
regional central EU (incl. 5th or 6th EU
authorities | government | Framework Programme)
Mining and quarrying 2 3 3
Manufacturing total 166 634 643
Electricity, gas and water supply 4 10 9
Construction 45 52 60
Services total 78 297 260
0% B Mining and

quarrying
64% Manufacturing total

Electricity, gas and
water supply
79, ™ Construction

" mServices total

Graph 2. Relation among supported enterprises accordimygigstry branch

Source of tables 2a), 2b) and graphs 1 and 2: tatoeation on the base
of CZSO data [15]

Particular provisions are mentioned in the Conoeptf SMEs support,
which were launched for SMEs support in the paste-scheme 1.
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Scheme 1The provision launched for SMEs support in thedbzRepublic in

2004-2006

Adjustment of income
tax rate

Adjustment of tax base

Limitation of byrocracy

Corporation income tax ra
decreased gradually from
28 % to 24 %.

Some personal income ta
rates decreased from 15 ¢
to 12 %; from 20 % to 19

%.

a X

Higher expense allowances
for individual enterprises
are implemented from
2005.

Depreciable time of some
movables cut down.

Tax deductible items - 10(
% expenses on research
development (decreasing

tax base) was implementgd.

Tax advantage of
corporation was certified in

and

The conception of
simplification of business
administrative procedure
was prepared and
authorized (creation of
central registration places
for trade licensing offices,
unified registration form,
which concentrates
information for trade
licensing office,
employment office, social

the case of gift to
universities and public
research institutions. =

=  To support workforce
mobility, tax deductible
expenses were extended
expenses incurred by
employers on employee
transport to/from workplag
and on alternative
accommodation of
employees.

security administration, and
health insurance companigs.
Adjustment of trade act was
authorized, which deals
with simplification and
quickening record into the|
trade register.

by

D

Source: own elaboration according to [8]

A significant shift just in accent on the researitimovation, technology
development as important factors of competitiveriesgease of SMEs is seen at
the comparison of the conceptions of SMEs supporpériod 2004-2006 and for
period 2007-2013.

The study, which analyses the situation in thetehpity Prague, touches
the rate of innovation enterprise environment t{#]. In aspect of industry
branches, dominant innovative Prague enterprisas. (@search and development
branch) are IT industry, chemistry industry, prdilut of transport means and
metal products. Graph 3 records the rate of teahaied non-technical innovations
in Prague enterprises according to their size.
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m technical innovations
small enterprises _

® non-technical innovations

medium enterprises

large enterprises

Graph 3. Implementation of innovations depending on entsegrsize
in Prague in 2003-2005 (%)

Source: own elaboration on the base [9]

It is evident that the innovation rate decreaseh decreasing enterprises
size, and it is possible to say that the majoritynon-technical innovations
(organization and marketing) over technical (inrimres of products and
procedures) are roughly the same. Beside thisyiéry interesting to see different
attention on innovations depending on size of @nisrs. Table 3 presents the
survey of this aspect.

Table 3:
Kinds of innovation activities according to sizeRyhigue enterprises in 2003-2005 (%)

Extension| Quality | Improve-|Gain of| Extensior| Decrease dOrganiZ Marketing
of assort-| improve| ment of | new |of market energy and ation | innovations
ment of | ment of| produc- | market material |innova-| (methods of
products of producty  tion intensity of| tions sale and
services or flexibility use distribution)
Enterpri- services|
ses
small 36 37 . . 18 18 20 12
medium 44 37 . . 28 28 37 14
large 49 44 44 36 . . 60 30

Source: own elaboration on the base [9]

The Framework Programme for Support of Technologntes and
Centres of Strategic Services [10] is an obligatdgcument in the Czech
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Republic. Its purpose is to support economic dgyaknt in the Czech Republic
by the support of investment projects focused omaaded technology and
activities with high value added and great expateptial. It should increase
international competitiveness of the Czech Republibe scope of innovations, IT
and strategic services, as well as support creafimew job opportunities, namely
in less developed Czech regions.

The Ireland case, referred to as a European tiger td its abnormal
dynamic growth at the beginning of this centurygvyass the justness of choice to
support advanced technology and activities withhhiplue added. Ireland
achieved the second highest value of GDP per céaiter Luxembourg) in 2008
while it took even the Dplace in 1999. [14] J. Harford speaks about sxeints,
on which enterprises hankering after success musiisf markets, customers,
intensive capital, intensive knowledge, intensikdls and strong participative
culture. He just mentions to the factor of “intergsiknowledge”: Jnnovation,
including non-technological innovation, across allements of the business
functions is essentials in order to gain a competiedge through differentiation.
Even more mature manufacturing areas can benaiinfthe application of new
knowledge to continuous improvement and the usecbhologies.[1]

2. Material and methods

The situation described above points that a coraditieinstitutional support is
given to problem of technology development (innimvet are considered to be the
main expression), as well as to stabilization etgroéeconomy in the form of SMEs
in the Czech Republic in connection with the EUigyollt is comprehensible, if the
technology development is considered as immaneht{aondicio sine qua non — of
competitiveness increasing and achievement ofisabta growth.

The aim of this article is to show three fundamkeowanections:

a) The institutional support of technology developmentspect of market
structures, namely in the reality of globalized ldpin context with basic
postulates of economic theory.

b) Financial health, respectively effectiveness ohtetogy centres as one of
institutionally strongly supported elements in @eech Republic in aspect
of their function fulfillment, i.e. support innovan trends of SMEs.

c) Regional distribution of technology centres in tBeech Republic and
focus attention on question, if its current staa be evaluated as synergy
positively affecting element on creation of regiomwaalth.

There are used following methods for fulfillmenttbé mentioned aims:

a) graphic-analytic method;

b) on the base of elaboration and analysis of receiata, comparison of the
three selected technology centres which is launamede form of a case
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study, regarding submissions, this comparison gods from vertical
(structure) financial analysis, which is completgith cause analysis of
top indicator of effectiveness;

c) regional aspect of the problem is evaluated withcepanalysis method
combined with classification and comparison methafd quantitative
development of technology centres and developménegional GDP,
respectively rate of particular regions (NUTS bl total Czech GDP in
the analysed period.

3. Results and discussions

3.1 The theoretic assessment of relation of techiogly development and
market structure

The development of technical-economic level of gmises leads to
monopolization, but spreading territory of entesps operation, namely in
connection with globalization, has just the opposdffect, i.e. it leads to
demonopolization. In the next consideration, iagsumed that demonopolization
does not go through a fragmentation of monopolgrehy decrease of current
technical-economic level. On the contrary, it ipmosed that it will reach demand
increasing through expanded market by globalizatnunchanged technical-
economic level of enterprises, i.e. at adequatts degel.

Ask the question, if the support of SMEs is reabtmaalso from
theoretical point of view. It is no worth to glorifperfect competition, it is
necessary to make up the reality of imperfect cditipe.

However, imperfect competition does not need necdssthe form of
monopoly; it can express as oligopoly or as morisiimlcompetition based on SMEs
functioning. Which forms of imperfect competitionillwbe reality depends on
technical-economic level of enterprises, but als@iea of territory, where the given
firm can offer its products, respectively on numiiigpeople that are its customers.

The monopoly, a typical representative of imperfesmpetition, keeps
down its production quantity below the level, whiglould be optimized by
market, and increases its monopoly prices aboveékehaarice adequately in the
interest of maximum profit achievement. A monop@hguld not react on the
market extension with change of technology, bec#useuld not be motivated to
do this. On the contrary, an increasing market aelhrextended by globalization
could lead to product price rice. By contrast ia framework of oligopoly, which
sells at a lower price and produces higher quastif products in comparison with
monopoly, there exists a competitive environmamtyhich the competitive fringe
is interested in change of technology, and thudeicreasing product costs leading
to following decrease of price and increase of pobidn quantity.
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An oligopoly can exist in form of cooperative olfgy, but it would not solve
the situation. A cartel is considered to be amdlesubject in most of economies, but
first of all, it does not contain the element ohdgnic competition, which - as only one
- can lead to technical-economic progress, in wilgh monopoly is not interested.
This element is contained in oligopoly with a doanihfirm. Competitive fringe of
firms has an area to a positive change of thdiiglogies. This is the situation when a
priori a lower oligopoly price and a higher prodoct quantity are affected
henceforward positively by escalation of compaditiess of the firms in competitive
fringe in comparison with a monopoly, i.e. the eris decreasing and the production
guantity is increasing not only by firms of competi fringe, but by whole oligopoly.
Chart 1 illustrates a rationality of this theoraticonsideration.

Legend:

P — price; MC — marginal costs; AC — average cadts;demand; AR — average
revenue; MR — marginal revenue; Q — quantity; Ejdilérium.

The indexes meag; — magnitude relevant to monopojy>- magnitude relevant to
firm A; g — magnitude relevant to firm B— magnitude relevant to competition fridge; E —
magnitude relevant to equilibrium; T — magnitudevant to total; D — magnitude relevant
to dominant firm.

|
I | |
: ﬁ 1
Qu Qg  Qp Qf Qg Q

Chart 1. The comparison of price and production quantitynohopoly and
oligopoly with a dominant firm

Source: own elaboration
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The extended market by globalization could by sdad with one
monopoly firm or with an oligopoly with a dominafitm presenting co-existence
of prior monopoly firm and firms of competitionfige. This case concerns about a
non cooperative oligopoly, because SMEs supponestdies rise next to dominant
firms. A substitution of monopoly with cartels €.icooperative oligopolies - is not
an interest of economies, because their practieesl@gal in most of national and
supranational entities.

Chart 1 reflects conclusively that the price deneahbly oligopoly is lower
than that one, which would be demanded by monogbéyproduction quantity is
higher too.

The globalization process, which leads to markderesion, can lead —
from theoretical point of view with its influencer @emonopolization by creation
of a competition environment — to positive econoaifects through oligopolization.
Of course, a necessary condition is the maintenahdemestic competition on the
newly globalized market, which would be interesieda technical-economic
development, in contrast to monopoly.

The problem is not that firms of competition fringave a higher costs
level (i.e. SMEs in principle) than a dominant firnsmall and medium
entrepreneurs present a stabilizing element namedgpect of employment. In this
respect, the SMEs maintain a permanent rate cluseea60 % of total employment
with moderate trend to growth in the Czech Republiese entrepreneurs — surely in
consequence of the support, which is given theave lbeen able to keep in step with
effectiveness and performance development in langerprises. It is argued with the
maintenance of their share of GDP (round 35 %)exipart (between 30 and 40 %), as
well as in produced value added (above 50 %). &ffswess of their activities
measured with labour productivity and costs prbiiity is lower than large
enterprises, which is given - among others - thggher rate in industry branches,
where an achievement of above-average effectivésmiessre difficult. [11]

3.2 Technology centers in the Czech Republic anddh financial health

Technology centefgin the next text only “TCs”are one of the platforms
of the technology support development in the C&epublic and their objective is
to support development of innovative environmermmaly in relation to SMEs,
and so simultaneously, to influence regional dguelent positively.

3 Itis to remark this term includes different naofi¢he subjects. In the Czech Republic, 12 diffeterms
are used, e.g. technology park, scientific-tectngzak, business and innovation centre, business
incubator, which have analogical mission. The sifietechnical park is historically the first name
which has been used since 1990 when the Soci8i@ftific-Technical Park was established.
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TCs provide their consultant, technical and finaseevices internally or
externally. Since 1990, when the first scientifictinical park was arisen, number
of TCs has reached value of 44 in 2008, and it ggiegidence of dynamic
development of these subjects. [12] In 2004 thepsupprogramme of TCs was
declared by the Czech government. However, TCsiare&a homogenous entity;
more over in connection with the thesis about arpmefficiency of public sector,
and thus disputableness of all public supports inécessary to pay attention to
economy, efficiency and effectiveness of their agien. “The government
support.....disturbs economic competition.... Dispa$ahe government support
must be suggested circumspectly with the aim twicescope of this distortion.
Otherwise, the government support will become @pnbductive and will
decrease total level of research, development andviation, as well as economic
growth.” [13]

The most of the TCs (56 %) are private profit stege (39 % limited
company, 24 % stock company, 3 % limited partn@)shpublic institutions
present less rate (16 % - 13 % universities, 3 Wipuesearch institutions); and
private non-profit organizations (13 %); the restpresented by associations of
corporations (5 %).

In aspect of settler, we can distinguish three doagoes of TCs in the
Czech Republic:

a) TCs found by public corporations (32 %) = “publi€T
b) TCs found by private corporations (32 %) = “priva”;
c) TCs found by both types of corporations (36 %)airl§ TC".

A case study was launched for assessment of harprodijference in TCs
financial health, which compares some featuresinanial health by three TCs
[12] different according to their type of settleci. their state in the years 2006 an
2007. The most important results are selected fitwms case study: structure of
capital, development of revenues, costs, profib8sl(net income), and regarding
specific feature of these subjects in aspect ofirasd qualification structure of
employees — financial wages productivity measuedetation between revenues
and personal costs.

From the case study follows:

Public TC

- Debts present c. 98 % of total capital, there predate commerce short
term liabilities (c. 87 %), short term bank loameate c. 13 %, equity is
made up more than 91 % by legal capital;

- Revenues increased between 2006 and 2007 to 161e%c.(7 million
CZK), expenses increased to 165 % at the same ke amounted 0,013
million CZK);
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Progress in wages increased in inter-annual demwedap from value of
1.99 to value of 2.24; but it is the lowest valonethie analysed sample of
subjects.

Private TC

Equity creates early 82 % of total capital; absolutedominance has profit
of last and current years (practically 99 %); sitern liabilities
predominate in debts (91 %), but private TC alsssueng term liabilities
from business relations (9 %);

Revenues decreased to 87 % between 2006 and 2@07134 million
CZK); costs reduction was at the same level, wiechto profit decrease
to 94 % (i.e. 7.7 million CZK);

Progress in wages decreased the most markedly (fafoe of 4.08 to
value of 3.64); however, it still presents the leghlevel in the analysed
sample.

Joint TC

Equity (c. 93 %) also predominates over (c. 93 &ijtsl (c. 7 %); the basic
capital is the largest part of equity (57 %), bufp (26 %) and capital
funds (16 %) also present an important share; gebtent only short-term
liabilities from business relations;

Revenues decreased to 89 % between 2006 and 280%¢.(i15 million
CZK); there was higher cost reduction (to 88 %) asgbrofit increased to
104 % (i.e. 1.5 million CZK) as the only one fronetanalysed subjects;
Progress in wages decreased moderately (form \afl@61 to value of
2.41), and presents middle level in the analységests.

If we use indicator ROE (return of equity) for assment of effectiveness

of the analyzed TCs, rather different results fwlle in terms of level of this
indicator, as well as in terms of its inter-annuakvelopment. The following
decomposition can be applied for determination esuad these changes:

EAT EAT 5§
5 A

| .

I'n

Legend: EAT = earnings after taxes; E = equity; &ales; A = assets

TCs.

Table 4 presents the values of ROA and its compsneithe compared
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Table 4:
Values of ROE decomposition of analyzed subjects

ROE EAT/S S/A A/E
private TC 2006 0,10 0,05 1,58 1,32
private TC 2007 0,11 0,06 1,46 1,23
public TC 2006 0,45 0,02 0,57 39,00
public TC 2007 0,07 0,00 0,57 58,96
joint TC 2006 0,03 0,09 0,27 1,10
joint TC 2007 0,02 0,10 0,23 1,08

Source: own elaboration according to [12]

As indicated, profit margin is the highest in thenj TC, it developed
negatively only in the public TC. Assets turnovertlie private TC reached higher
values markedly, although this indicator of acfiiecreased, analogically like in the
joint TC, which in contrast features the loweshatgtin this point of view. Financial
leverage reflects above described capital structiutlee compared subjects. It affected
the ROE development in the private TC, as welhahé joint TC negatively, on the
contrary, it put behind ROE decrease in the public which, however, decreased
markedly as a result of influence of decreasingpaly very low profit margin.

3.3 Regional distribution of TCs in the Czech Repuix

An evident inequality is seen in regional distribatof TCs in the Czech
Republic. We can say the regions with higher nunabemiversities and research
institutions are characterized by higher number®©f Chart 2 shows the strongest
region is Prague and Stredocesky region (vieweeltheg), the both regions are
followed by regions Moravskoslezsky, Jihomoravshkg &linsky.

OOO
]
@

Chart 2. Regional distribution of TCs in the Czech Republic

Source: [12]
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The regional GDP is chosen as indicator of regia@nomic wealth
creation. Particular regions are judged by indexegional GDP growth between
years 2002 and 2007, their share in the total CgdaR, and a number of TCs in
both monitored years.

Table 5:
Comparison of GDP and number of TCs in separate SIUIMin the Czech Republic
Index of regional Share on the Czech G[
GDP growth (%) Number of TCs

regions in the Czech Rey 2007/2002 2002 2007 2002 2007
Praha 1,37 25,7 24 4 5
Stredocesky 1,76 9 10,8 1 6
Jihocesky 1,44 5,5 5,4 1 4
Plzensky 1,50 4,9 51 1 1
Karlovarsky 1,30 2,3 2,1 1 1
Ustecky 1,47 6,4 6,5 1 2
Liberecky 1,46 3,4 3,4 1 1
Kralovehradecky 1,43 4,7 4.5 1 2
Pardubicky 1,49 4,1 4,2 0 1
Vysocina 1,56 3,9 4,2 1 1
Jihomoravsky 1,46 10,3 10,3 4 6
Olomoucky 1,43 4.8 4.7 2 2
Zlinsky 1,51 4,6 4.7 1 5
Moravskoslezsky 1,43 10,3 10,1 4 7

Source: own elaboration according to [12]

We can deduce from data in the table 5 that the@&se of number of TCs
Is not the same like the index of regional GDP dlowActually it could be said
about Stredocesky or Zlinsky region, but otheradian is in Zlinsky region. It is
obvious that the starting level of GDP plays anantgnt role there, i.e. the base
for GDP growth index calculation. If we judge tHeee development of particular
regions in total Czech GDP, we can see that thease of TCs number does not
lead always to the increase of share in total Weakation. A simple explanation
might be the fact that the objective of TCs exiseems to support innovation
environment of SMEs, whose share of total GDP prssenly about 1/3.
However, an unanswered question is how the streicitishares of regional GDP
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would develop, if the mentioned support of innoeatentrepreneurship would not
be launched, and SMEs as a stabilizing elementafany would be weakened.

4. Conclusions

Regarding the role of SMEs in the national econdhmjir institutional support
focused on support of technology development andvition entrepreneurship (in
condition of globalization and in aspect of mark&ucture) can be evaluated as
desirable. Oligopolization — namely conditions flunctioning SMEs in the
framework of competition fringe in the oligopoly tivia dominant firm — leads in
condition of globalized economy to development ofpetition though in the
framework of imperfect competition.

Tools of institutional support still must be applieircumspectly so they do
not have a negative effect on economic competiigerand do not become roots
of economic inefficiency.

This danger is evidently expressed on a case onobrinstitutions”,
whose base objective is to support innovative s@afdSMESs, i.e. TCs. On the base
of results of the case study, it can be deducedfith@ncial health, performance
and effectiveness are different among analysed estshjaccording to their
belonging to public or private sector. The thesisu inefficiency of public sector
is confirmed in this connection. The separate nunafel Cs in region does not
enable to assume higher regional GDP growth rate.caused by starting level of
regional GDP and purpose of TCs existence (the@tigb SMEs, which does not
present crucial share of GDP.)

However, regarding the role of SMEs — a stabilizietement of
employment rate, maintenance of competition enwremt, and interest in
technology development — it is obvious that thastitutional support (provided
initially and circumspectly) is desirable. (Regagliimpossibility of launching
economic experiments — only modeling is possiblee-will not be able to prove
that economic consequences would be different withios institutional support.)
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ALLIANCE DECISION-MAKING OF SME: PHASES AND
INFLUENCE FACTORS

KARLA DIAZ !

ABSTRACT. Experience of some countries shows how alliancee halped SME
(small and medium enterprises) to be successfuleher, this strategy is still not very
popular in many other countries. Managing alliarise® more difficult than deciding
to enter into such a cooperative relationship. Megsearchers, particularly in the
advanced countries have studied strategic alliangs special emphasis on large
enterprises and focused as a way of internatiai@iz but there is still a gap of
references to understand how this decision is tikemthe SME: what makes SME to
be engaged in alliances? which factors are planignportant role into this decision?

The innovation of this research is to provide anravork of alliance decision-
making process based on five phases as well @getitdication of key factors that make
SME to be engaged on alliances. The proposal ésllmsdifferent perspectives from the
social capital, mainly social exchange, and ecooateivelopment into the alliances
decision making particularly in SME. This reseazolnld be especially attractive to the
different actors involved in SMES: government; éagmterprises, universities and Non-
government organization in order to focus theiorefbn those weak phases or factors
that may be potentially developed in a new waypiot jvorking.

The empirical data comes from a sample of MexickfESThe preliminary
results show that the perception of the entermasepetence and the identification of
potential partners are critical phases into théarale decision-making process.
Although most of the entrepreneurs desire to belied in alliance, the lacks of
possession of information about alliances issuesddsas the lack of trust are key
factors that limit this decision.

Key words: Alliances, decision-making, phases, influencedest

JEL Classification: D01

1. Introduction

Many sectors from developing countries are succagbio new
competitive pressures, and many firms, especidly small and medium size
enterprises are finding the global marketplacerg taestile territory. These firms,
as well as the social actors that are affectechbir performance, are clamouring
for assistance. To solve this dilemma, the seaocchnEw way of working is
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required, in which government; enterprises, unitiess and nongovernmental
organization could take the decision to work togeti©Only few firms have all of
the resources needed to be competitive. Experieh@®untries such as: Japan,
Italia and Korea, for example, shows how alliantese helped SME to be
successful in today’'s fast changing environmentwéwer there are many
examples, particularly in developing countries likatin America, in which this
strategy is still not very popular; how can theser®mies promote this strategy
that has enjoyed great success in other countrmds®, makes SME to be engaged
in alliances?, which factors are playing an impart@ale into this decision?. This
paper provides a framework of alliance decisionimglof SMEs, and proposes
different phases and key influence factors whichESMay experiences before
deciding to be engaged.

Alliances are defined, in this paper, as a co-dperagreement between
independent firms based on business contracts ltanee medium or long term
benefits, involving exchange, sharing or co-devalept of products, technologies
or services.

Managing alliances is no more difficult than deeglto enter into such a
cooperative relationship. There has been much sson of the reality that state-
led strategies have enjoyed great success in s@veloping countries in East
Asia, but few scholars have suggested new alteesfior the post liberalization
stage in those countries that failed in their oddi attempts at state-led
development, like most of Latin America countrigGagaburi, 1999). Many
researchers, particularly in the advanced coutise® studied strategic alliances
with special emphasis on large enterprises and statuas a way of
internationalization but there is still a gap oferences to understand how this
decision is taken from the point of view of SMEs wsll as the factors that
influence on them in undeveloped economies.

In order to be able to find answers to help underihg the current
alliance decision-making that are facing SME mainlyxon advanced economies,
this research bases its proposal on the sociatatdperature, particularly in the
field of economic development and social excharegmbse of three main reasons:

1.- The literature on social capital and economéwelopment, mostly
associated with Ronald Burt (1992, 1997, 1998),jaldro Portes (Portes and
Sensenbrenner 1993; Portes 1995, 1997, 1998), B®udghssey (Massey and
Espinosa 1997, Massey 1998) and Marcel Fafchamapikh&mps and Minten
1999), identify in perspectives the role of groapsl organizations, it is recognize
two key propositions. First, social capital is audie- edged sword. On the one
hand, it can provide a range of valuable servioesdmmunity members, ranging
grooms baby-sitting and houses-minding to job raferand emergency cash; but,
on the other hand there are also costs, in thaethame ties can place considerable
non-economic consequences. Second, the sourcescia €apital need to be
distinguished from the consequences derived freamthmputing only outcomes may
72
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be attained at another groups expenses, thatdieermes may be sub-optimal or that
desirable outcomes attained today come at the girigignificant cost tomorrow.

2 .-The theories of economic development and sesiethange incorporate
on one hand, economic variables such as profitytroand development, and on
the other hand, social variables such as intemactiooperation, and cultural. Both
variables are always presented in alliances siegtemnd the combinations of them
impacted strongly on alliances decision.

3.- The social capital argues that the vitalitycommmunity networks and
civil society is largely the product of the poldlc legal and institutional
environment. This view argues that the very cagagfisocial groups to act in their
collective interest depends crucially on the gyabt the forma institutions under
which they reside (North 1990), and that emergeaities such as high levels of
generalized trust” in turn correspond to superaies of economic growth. It also
stresses that the performance of states and fliemagelves depends on their own
internal coherence, credibility and competence thed external accountability to
civil society.

This proposal is also based on successful experiefcalliances from
some countries in Europe and Asia which providergdting elements to be
analysed; for example: in Baden-Wurtenberg, a redacated in Germany, is
characterized by successful engagements. The Gatapeamong SME in Italy
follows three models: High technology focus to axation in the north of Italy,
traditional industry of micro and small enterprigesuth) and the called “the third
Italy” in central and northeast of the country. Tgevernmental programs to
promote long-term co-operation among SME in Nonlag reduced cost between
20% and 30% and they have increased their knowléldgese programs have been
successfully reproduced in Australia, New Zealand &€anada. (Secretaria de
Economia, 2008).

Since 1936 the government of Japan promotes alliangagement between
SME and LE (large enterprises). The electronic eardindustries, characterized by
subcontracting, are a good example of this waynglhgement. Korea and Taiwan
provide also good examples of co-operation and-metationship among SME.
(Secretaria de Economia, 2008)

The Experience in México.

In Mexico, there has been during the last twentgryelifferent ways of
promotion focusing on the micro, small and mediumegprises. Many of them
have had poor results. Since ten years ago, thergaent had begun to promote
different ways of inter-organization such as coapees, agriculture unions,
credits unions, most of these ways of associatiaese characterized by
associations of one activity sector (mainly agtioal) and even some of them
were very success at that time , they are now dsig.
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As results of the different trade treatments amidiegico and EUA, Chile,
Venezuela, Colombia and other countries in Latinefica and Europe, the
Mexican government has had to develop differengams to promote the micro,
small and medium enterprise in order to take advariche opportunities of these
treatments but without losing their structure, tloeyld continue being small but
they must be enough competitive and highly efficieto be able to participate in
this new challenge.

This challenger is producing now a new paradignnfdg to be competitive”
consequently in 1993, a new legal society was dhiced in Mexico under the
name of “Empresa Integradora” (Integrated Entegpris

This way of inter-cooperation is defined as eniegw of specialized
services that integrate in a business unit, indi@identrepreneurs or groups of
SME in order to be more competitive. (Secretari&denomia, 2008).

The proposed Model

Alliance decision-makers are no longer assumedapletely rational —
rather, they are believed to have limitations iasmning capacity. As Anderson
and Paine (1975) note, “strategy formulation isjectbto many subjective
(behavioural, political, emotional) forces whiclilirence its ultimate form”.

A fair number of scholars have studied strategicisien-making in
alliances, typically aiming at understanding thecpption and decision context
that form the basis of the partner's decision. Hmvethe decision to be
engagement of SMEs goes beyond to choose a “godmiepa The current
literature does not provide a clear scheme of thelevdecision-making process
and the key factors into this process.

The essence of this approach lies in the promir@atassigned to identify
different phases and factors that have influenctheralliances decision-making of
SMEs.

This study propose a scheme integrated by five gshabe initiative of
alliance’s strategy phase, the competence peroepti@se, the identification of
potential partners phase, the risk-control peroaptihase and finally the evaluation
and decision phase.

One entrepreneur, before being in roll in a nevatsgy will take into
consideration all the benefits his company could fgem this strategy. The
growing interest in strategic alliances has begurprovide us with significant
research insights. Most major perspectives attampainswer the question “Why
strategic alliances?”
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Initiatiative

of Alliance perception of potential Perception
strategy partners

Competence Identification Risk-Control

Evaluation
and Decision

Mo Alliances
Engagement

Alliances
Engagement

Phase 1The Initiative alliance’s strategy

Many theories provide enough information tryingatesswer this question:

a) The transaction costs theory argues that an orgi@mizshould organize its
boundary-spanning activities in order to minimike sum of its production
and transactions cost (Beamish & Bank (1987), D{&97), Faulkner
(1995); Hennart (1988), Hill (1990), Madhok & Talm (1998), Parkhe
(2993), Thorelli (1986), Williamson (1975)).

b) The resource dependence theory is represented by&DBeng (1998);
Das, Sen & Sengupta (1998); Deeds & Hill (1996)ickiell & Singh
(1996), Pfeffer & Salancik (1978); Sinha & Cusum#h®891).

c) The Learning theory suggests that the main bethe@itigh inter-organizations
is focused to absorb as much knowledge as poskibte partners, thus
increasing organisational competencies and ultiynatdding value to the
organizations (Doz (1996), Gulati (1999), Hamel9I9 Inkpen & Crossan
(1995), Lane & Lubatkin (1998); Larsson, Bengtsddanriksson & Sparks
(1998), Mowery, Oxley & Silverman (1996), Kumar &iN1998), Simonin
(1997), Powell, Koput & Smith-Doerr (1996)).

The identification of economical benefits is, tHere, a factor strongly
engagement to the initiative of any strategy. Adewg to the Irish economist
Richard Cantillon, in 1732, entrepreneurship isntdied as the willingness of
individuals to carry out forms of arbitrage invalgi the financial risk of a new
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venture. Since then, economist such as Mill (188a)y (1857), Knight (1921),
Schumpeter (1934), and Kirzner (1973, 1997) havenbamong the most
influential contributors to our understanding otrepreneurial behaviour and its
related processes.

A clear example to help to illustrate the impore&wd leadership into the
alliances strategy could be found in the experienelich came from the fast
growth of SMEs in ltaly, mainly in Prato, Toscarthg existence of a leader
enterprise to be in charge of promoting and coatibn with other enterprises has
became one of the most important force to deveiepd enterprises (Secretaria de
Economia, 2008)

Phase 2: Competence perception

SME are always full of contrast; on one hand thap$e structure that
many SMEs have, provide a vast pool of creativegsndistributed in small way
of production that are more inclined to innovatal anore able to implement
changes than is likely in large but on the otherdhahey, particularly in Mexico,
face structural problems; many of enterprises araily-business in which the
conventional methods have been used generation éyergtion, many
entrepreneurs argument: This way of operation haked in the past, why should
we change our way of working?”

The global markets provide competitive pressured andividual
entrepreneurs provide the creativity and energyesgary to face adjustment
challenges, each individual SME alone lacks capaciésources an scale to
compete successfully. In the industrial districdgnamic sectors, SMEs overcome
individual limitation through collective efficiencgverschoor, 1994) achieved in
three different ways: interfirm co-operation, pgbliprivate collaboration and
supportive public policies. These three forms plevihe organizational forms
under which the small firms can combine its advgesaof flexibility and the
support that came from larges networks (Pyke amgi&berger, 1990, p. 4).

The entrepreneur, as protagonist of the decisiokinga could have
different perceptions of the company’s competekecmwledge is a factor that has
influence on the entrepreneur’s decision making.

Knowing the different association available and htmwengage on them
can be difficult and time consuming. (Roos, J. )9@vgued that employee
generate Intellectual Capital through their compete attitude, motivation and
intellectual agility. Relational capital represetit® knowledge embedded in the
relationships with the outside environment. It'e ghotential an organization has du
to ex-firm intangibles. Many researchers conteit thtellectual Capital greatly
assists enterprises in promotion competitive adesnc

The capacity to manage alliances and absorb kngeled alliances is a
distinct management capability: the alliance cdpggbPossession of information
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regarding to different issues makes people to beeroonfident and to have more
possibilities to decide their business strategies.

Phase 3: Identification of Potential Partners

The relative size, resources, and market powehefpartners affect the
decision of being engagement in an alliance. Atlemnbetween equally strong,
equally weak or unequal partners can be dramatichfferent in their alliance
motives and structuring process. Oliver (1990) olesethat partner asymmetry —
which allows one partner to exercise power androboter another partner, is one
of the key alliance motives. Bleeke and Ernst (}98fggest that many stronger
partners enter into an alliance with the hiddenndgeof “capturing” the weaker
one. They also contend that alliances between ahggputners are unlikely to be
successful. In line with Oborn and Baughnis (199@ument that small firms are
more vulnerable to their partners’ opportunistitbidaour, we reason that a small
partner firm will be even more vulnerable to a &r@rm.

Partners’ trustworthiness influences the conduthefpartners in all stages
of alliance development. Ngowi suggests that theme some factors that are
considered in selecting a partner: complementarigources relative to their
value, status similarity, direct prior alliance exences, indirect prior alliance
experiences and prestige. This Study suggestsiakp#ention to be engage in an
alliance, the expected characteristic that an prereeur wanted to find in a partner
and the trust of being engagement. This last oagsph key role, particularly in
developingcountries whose economics are fragile and highlganable.

Trust is influence by cultural background. Varistisdies point out the role of
cultural beliefs in the performance of work orgasizevaluate and carry out their work
(Hofstede, 1980; Trompenaars, 1994). The construaif stereotypes related to the
culture of a country affect the way of doing busgeOctavio Paz, the Mexican who
was awarded the Nobel Prize of Literature in 19®itributes to the current national
and international debate about Mexican culturbéntork place.

Phase 4: Risk-Control Perception

Scholars suggest that, we need to give specialtatteto uncertainty and
risk perception (March and Shapiro, 1987). Anderaond Paine (1975) argue that
there are two key sets of managerial perceptidgresperception of environmental
uncertainty and the perception of the need foteggra action.

A risk perception is a term to refer to those araltigs, as perceived by
prospective alliance partners, about the futur@isviat may negatively impact on
the performance of the alliance. Ring and Van da €92, pp 92-93) identify
two distinct sets of uncertainty in strategic altas: “uncertainty regarding future
stares of nature” and “uncertainty whether theigamvill be able to real on trust”.
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Proceeding along similar lines, it can be diffeiatetd between relational
risk and performance risk in strategic allianceagand Teng, 1996, 2001 in press
a). According to the literature reviewed, this stadvare the importance of control
and risk as a pre-conditions to be engaged omaéiatrategies.

Alliance researches have emphasized the importahdmth output and
process controls in determining the success cotperagreements (Geringer and
Hebert, 1989). The literature suggests that comdral key source of confidence in
partner cooperation (Gulati, 1995, Parkhe 1993)il&\dtrategic alliances present
new opportunities with risks that can be sharedy tbften limit the discretion,
control, and profit potential of partners, whilentinding managerial attention and
other resources that might be directed toward ith@sf mainstream activities (Hitt
et al., 1996). Howarth, Gillin, and Bailey (1995)@ae that strategic alliances also
present costs and risks to partner organisatiomsuse of their organisational
form, and they associate these with organisatios's of autonomy and flexibility
accompanied with possible relegation to an infgpimsition in the alliance.

The following figure illustrates the phases of thexision-making process
as well as shows the key factors that influencsaich phase the final decision.

control

Identification
of potential
partners

Initiatiative
of alliance
strategy

Risk-Control
Perception

Ewvaluation
and Decision

2. Method

Most developing countries are facing economic pgolilemmas; they
have experienced several variations of state-leéldpment strategies in the past,
with disappointing results. Imperfect markets, pdafrastructure, deficient
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educational systems and weak governments are mékinggansition to open and
competitive economies very painful. One of the maghnerable sectors is the
small and medium sized enterprises (SMEs). (Cagab®®9). Mexico is a good
example of these countries. There are more thaitlidmunits of micro, small and

medium enterprises operating in Mexico. They previdore than 16 million

employments and contribute with 52% of the GDP @YE2008).

Particularly in Mexico, enterprises have on onedhsinuctural and cultural
limitations to let them to decide to be engagedouthe other hand it is an important
number of successful experiences of inter-orgaonizat These two paradoxes provide
relevant data to try to answer the question of #tigly: What makes SME to be
engaged in alliances? which factors are playinign@ortant role into this process?

Sample

One of the reasons than motives this researcheig# of information
regarding to alliance of SME with other sectorsivwdrsities, Government, Non
governmental organizations, etc. There is not i@ffignformation of the total
number of enterprises who are now working undes uheme in Mexico (not
even in Latin America). There is an estimation BYAM (Universidad Nacional
Autonoma de Mexico), who is the most important Ruhlniversity not only in
Mexico but also in Latin America, that mention thiaére are between 2000 and
2500 project per year in which UNAM is working tdger with enterprises of
different sectors in order to develop products,rimmp services, etc. but there is no
information available regarding, particularly to EM

In order to be able to collect important data talgze the framework of
the alliance decision-making of SME it was defirieel following two criteria:

a) One group of SMEs who have, now, or have been equd the alliance
decision—making

b) One group of SMEs who have never experienced tlisisibn of
engagement.

Veracruz represents, in accordance with theserieritdhhe most important
state of Mexico. According to the data from the $HED09, 70% of the enterprises
under the concept of “empresa integradora” aretémcan Veracruz. It also
represents the first state of the south-east zbMerico with more business units
classified as micro, small and medium enterprigasntacto PyME, 2007).

This research is now leading to the empirical datéection of a sample
150 enterprises, 50% with alliances experience58f6 without.

In order to access to information of these two gsod hree important research
partners provide different facilities to be abldrtierview and apply questionnaires to
these SMEs. One of this partner concentrate mane 8% of the total enterprises
under the concept of “Empresas integradotias’other two partners provide us access
to enterprises which haven not experienced argnalii so far.
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The sample of this study has the following chanristies:
« They are located mainly in the State of Veracruz

« They are small, and medium enterprises
+ They belong to different sectors: agricultural, ofanture and services.

Measurement

The empirical data collection of the phases and famjor of alliance
engagement of SMEs is measured using 11 variablésr wne to two dimensions;
existence of alliance proposal, identification afomomical benefits, enterprise
competence perception, possession of informatigarding to alliance, flexibility,
identification of partners, expected partners dtaristics, trust, risk and control
perception, identification of risk and identificati of control. For quantitative
measurement between the variable and the alliaecsiah-making of SMEs is
measured using the linker scale of 3 and 5 options.

An especially questionnaire to this study was desigwith two sections:

Section A: This questionnaire has 47 items and itanducted to those
enterprises who had been involved in alliance dmtésand

Section B: This questionnaire has 35 items and itdnducted to those
enterprises who hadn’t been involved in allianceisiens at all.

The answers of this questionnaire are being celtetiirough three means:
personal interviews, phone interviews and by e-mail

3. Results and Discussion

The empirical data comes from a sample of Mexiddiz St is still too early
to present the final results, there are interegimings so far. The preliminary results
show that the perception of the enterprise competeand the identification of
potential partners are critical phases into tharale decision-making process.

There is a high tender of the successful alliarex@sibns to spend enough
time evaluating their enterprises potentialitiesvadl as weakness in order to
evaluate the potential partners.

Especially interesting is the fact that the ecordrenefit seems to be no one of
the most important factor to take the decisioretololved in alliances decision making.

Because of the current status of the study in wisamow the collection of
empirical data, it is not yet possible to preseahyndetail of the key factors, most of
the entrepreneurs desire to be involved in alliabae the lack of possession of
information about alliances issues as well asdbk of trust are key factors that are
limiting this decision.

4. Conclusions

Many sectors from developing countries are succogntm new competitive
pressures, and many firms, especially the smallmaedium sized enterprises are
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finding the global marketplace a very hostile tergi. To solve this dilemma, it is
required the search for new ways of working, in ahhgovernment; enterprises,
universities and non governmental organization diedo work together. This
paper provides a framework of alliance decisionimglof SMEs, and proposes
different phases and key influence factors whichESMay experiences before
deciding to be engaged.
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RECRUITMENT AND SELECTION SERVICES OFFER FOR SMES:
THE CASE OF ROMANIA
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ABSTRACT. Considered to be the engine of the economy, thes3}dEtor has a well
defined identity in the configuration of any modexconomy, helping to renew its
structure and to increase its competitivenessoimahia, the small business sector had
to be practically recreated after decades of demgdaeconomy. The statistical figures
confirm once again that this sector can be onéh@fnbain sources of growth that
Romania should rely on as a new member of EU family

SMEs are usually displaying an increased responss&to market needs in
a dynamic and complex working environment. Thus ESMave relied on human
resources as a source of competitive advantagee lsiadl more entrepreneurs are
becoming aware that quality of the hired human ueses is one of the main
success variables’ and that recruitment and selegtiocesses require professional
approaches. In that sense, SMEs’ demand for tkeegees has increased significantly.
As a consequence, SMEs sector, as the most imporéanjob generator, highly
stimulated such services providers’ development.

This paper is aiming to point out the specificifytlee recruitment and selection
services offered to SMEs on the Romanian marksegdban a complex and comprehensive
research. Data on 129 identified services’ progid@n 2008) were grouped and
analyzed in order to highlight their main charastis according to several variables:
firms’ size and age; their targeted markets arehtdi the types of services offered;
their specific working methods and techniques;epstrategies. The results revealed
diversity and flexibility as essential attributddtee recruitment and selection services’
offer for SMEs, along with a growth trend. Furtmesearch is required in order to
explore economic crisis’ impact on this market.

Key words: SMEs, recruitment and selection, services, offer

JEL Classification: D00, M12

I ntroduction

The fact that personnel are the most valuableuresmf an organization is
largely recognised. An adequate human resource geament ensures the success
of an enterprise, regardless of its size. An affitihuman resource management
starts with efficient recruitment and selection ggeses. These processes can be
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considered the most important stages of the humsource management because
the success of an enterprise directly dependssostdff's quality. This paper was
written because of a vast interest in human regom&nagement in SMEs. Based
on a complex and comprehensive research conduct@d08, the paper aims to
present the specificity of the recruitment and &ee services offered to SMEs on
the Romanian market by providers, visible on therimet. The research was based
on secondary data obtained from external sourqesci@ized web pages) and
internal sources (the web pages of the identifigupbers). The paper is structured
into two main parts, besides the introduction dredonclusions. The first part of
the paper points out the main steps of the reseaethodology and the second one
focuses on the main findings of the research.

Further on, in the introduction we considered ulsed explain themain
conceptaised in this paper.

The supply of servicedn the generic sense, the supply of servicesds th
production of services for marketing on the markktlike the supply of goods, the
supply of services does not take the form of staoksting on the market and of
quantities of goods that can be brought to matketefore of the supply of goods
in the contractual relations between suppliersarstiomers.

Small and medium enterpriséscording to Law no. 346/2004 on stimulating
the creation and development of small and mediutar@mises with the subsequent
modifications and additions, legal definition foMBs in Romania established that
SMEs are classified into 3 classes of enterpris@so, small and medium enterprises.
Micro enterprises are those enterprises that haveol® employees and create an
annual net turnover or total assets of up to ZiamilEuros, equivalent in LeiSmall
enterprises are those which have between 10 aathglbyees and achieved an annual
net turnover or total assets of up to 10 milliomdsy equivalent in Lei. Medium-sized
enterprises are enterprises that have betweendb@4ghemployees and achieved an
annual net turnover up to 50 million Euros, equimain Lei, or which have total assets
of up to 43 million Euros, equivalent in Lei.

Recruitment“Recruiting is the work of human resource managmwhich
identifies sources of qualified candidates togfippost and it determines the candidates to
apply for employment of new or vacant positionshimitan organizatiorf” Recruitment
can be done inside the organization and/or outisi®cruiting from internal sources is
possible especially if the organization was engagedsustained recruitment process in
a previous period of time. Usually, internal recndgint is known as a form of promotion
or transfer within the organization. The most feagly used method for the internal
recruitment is the employment ad. External recreiitiis common especially for fast
developing enterprises and for those hunted byehigtiucated and qualified candidates.

3 Leu (plural — Lei) is the Romania’s currency.

4 Alexandrina Deaconu, Lavinia Rasca, Simona Podgarelulia Chivu, Andreea Nita, Doru Curtenau,
lon Popa, ,Organizational behavior and human resoumanagement”, Publishing house: A.S.E.,
Bucharest, 2002, p. 209.
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There are different methods used in external rgoernt such as advertising ads,
recruitment agencies, online recruitment agenmesyitment in educational institutions
or search in applications for employment publishqatess.

Selection “Selection is the activity of human resource ngamaent which
consists in choosing, according to certain critehia candidate whose psycho-socio-
professional profile best matches the characteisfia particular jol3” Selection refers
to the final stage of the decision in the recruiity@ocess. Selection must provide two
essential features: to identify, from a lot of emypks, the adequate person for the free
job and to be effective (the resources used faguieg and conducting the selection
process have to be justified by the quality of eemployee$) The selection’s purpose is
to provide candidates who will have the best resalthe job for which selection takes
place. During the selection process different rigitare used, such as the study of
background information provided by the curriculutaerand letter of motivation.

Personne recruitment and sdection services offer for SMESs - Research
methodology

The study on the supply of recruitment and sedactervices for SMEs
was basean five consecutive stageshose best performance was vital to obtain
the final results.

Thefirst stagerefers to establishing the reseamlrpose characterizing
the providers of recruitment and selection senficeRomanian SMEs, with visibility
on the Internet.

Thesecond stages represented bpformation collection Data was collected
from external sources (specialized web pages) r@echal sources (the web pages of
the identified suppliers). The specialized web pammtain lists of enterprises active in
different fields of activity. From those lists, grihe information about the suppliers of
different services in human resources field, iniclgdecruitment and selection services
was chosen. The web pages used for the researetthediollowing: www.afacerist.ro,
www.bizoo.ro, www.clubafaceri.ro, www.dmoz.org, wvghidafaceri.ro, www.ghidul.ro,
www.hrmarket.ro, www.infocompanies.com, www.prestawicii.ro, Www.woow.ro.
Along with the above mentioned web pages, web pabte identified bidders have
also been consulted, in order to verify the veyatfithe collected information and also
to obtain a larger volume of information. Sincetimei on the specialized websites nor
on those of the companies providing recruitment seidction services there was not
sufficient information on the tariffs, we have santemail to all the suppliers that had
specified their contact data, in order to obtaia tiecessary information for the
research.

®Alexandrina Deaconu, Lavinia Rasca, Simona Podgardalia Chivu, Andreea Nita, Doru Curtenau, lap
LOrganizational behavior and human resource mareg&rRublishing house: A.S.E., Bucharest, 20022@.

® Radu Emilian, Gabriela Tigu, Olimpia State, Clauduclea, Catalina Brindusoiu, ,Human resource
management”, Publishing house: A.S.E, Buchare68,30253.
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After obtaining all the necessary dathe third stageof the research
(information processingcould be initiated. All data obtained were sadgctkeeping
only the data about the bidders of recruitment seléction service that have as
customers both large companies and SMEs or only sSSMIEose major providers
having only big companies in their portfolio weiat nonsidered as bidders for SMEs
and they have not been taken into consideratiorthisrresearch. The information
obtained after filtration was grouped in a tabld/iisrosoft Excel on the following 13
criteria: the type of suppliers; the geographical area hiclwvthey operate; the year
when they were established; the size of the teaexpérts in the human resources
domain; their target market; their target custormtrs offered services; the field of
activity for which they provide recruitment and estion services; the approach
regarding job characteristics’ design; the way a&fsCtransmission and receipt;
sources and methods used for recruitment; selechethods used; rates. After
clustering, information was processed (measureaation to the criteria listed above.

The forth stage - analysis and interpretationta tesultsvas based on the
information obtained in the previous stage.

The fifth stageof the research the conclusionprovides information on the
recruitment and selection services offered to SBHsroviders visible on the Internet.

Data analysisand resultsinter pretation

Following the documentation, 129 providers workiimg the service of
recruitment and selection for SMEs were identifeeglindicated in the following table.

Table 1:
Types of providers
The type of the supplier: Frequency %
Company 125 97|
Psychological Offices 4 3
Total 129 100

Sourcedata processing

Following the centralization of information reldtéo the criterion group
"the type of suppliers” is observed that most bidd&25 — representing 97%) are
companies, and the remaining 4 (3%) are psychdbgiabinets. Of the 125
companies providing recruitment and selection sessi9 (7%) are multinational.
Relatively high number of providers of recruitmemmtd selection services reveals
the extent of an application for such services.

Depending on the geographical area in which thmsrade, the bidders of
recruitment and selection services for SMEs hawn bgrouped as shown in the
following table.
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Table2:
Bidders grouped by the geographic area in which tperate
Geographic area Frequency %
Bucharest 56 43
Province 73 57
Total 129 100

Source: data processing

As outlined in the table above, almost half of mapits (56 — representing 43%)
are in Bucharest and the remaining 73 (57%) ikérprovince. Since more than half of
suppliers of recruitment and selection serviceSlliEs are present in the province, we
considered that grouping them according to the t@synn which they are active, is
recommended. Results obtained after the groupaprasented in the following table.

Table3:

Grouping suppliers depending on the county whesg #tt
County Frequency %
Sibiu 11 15
Timis 11 15
lasi 7 10
Galati 6 8
Cluj 6 8
Brasov 6 8
Prahova 5 7
Other counties 21 29
Total 73 100

Source: data processing

Thus, a high concentration of providers of recneit and selection
services for SMEs in Sibiu and Timis counties carmbserved.

O Sibiu
15% B Timis
O lasi
0O Galati
B Clyj
10% O Brasov
8% 8% 8% B Prahova
O Other countie

15%

Figure 1: County distribution of the suppliers from province
Source: data processing
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According to the 8 Romanian regions, the distiiloubf the recruitment and
selection services’ suppliers is relatively heterapus: Centre (Brasov and Sibiu —
23%), West (Timis - 15%), North-East (lasi — 10%)putheast (Galati — 8%),
Northwest (Cluj — 8%) and South (Prahova — 7%).sTmot only in Bucharest, but
also in the province it can be identified an insehdemand for recruitment and
selection services, but also a higher concern ofesmanagers to attract suitable
candidates. The concentration of the suppliere@litment and selection services for
SMEs in the above mentioned areas are most proloablglated with the territorial
distribution of SMEs too. Thus, in 2007, 11% of Sd#¢ctive in industry, construction,
trade and other services were in the Northeast, ihZB6utheast, 10% in South, 9% in
West, 14% in North-West and 12% in the centre

Of all 129 suppliers, 98 did not specify the yehtheir establishment, and
the remaining 31 are grouped as shown in the fatiguable.

Table4:
Grouping suppliers by their establishment year

Year Frequency %
1993 1 3

1996 3 10
1997 2 6

1999 3 10
2000 4 13
2001 5 16
2002 3 10
2004 2 6

2005 3 10
2006 4 13
2007 1 3

Total 31 100

Source: data processing

For easier analysis reasons we have grouped fhgiens of recruitment
and selection services for SMEs as follows: esthbli before 2000, established
between 2000 and 2005, respectively established 3605. Results obtained in
this group are presented in the following figure.

It is noted that 9 (29%) of the providers have bestablished before 2000, 17
(55%) between 2000 and 2005 and the remaining %) Xdter 2005. There is a
substantial increase in the number of bidders ofuinent and selection services
between 2000 and 2005. This increase could be ie&gdldy the fact that between
2000 and 2005 the number of SMEs active in industrpstruction, trade and other

7 National Institute of Statistics, ,Statistical Yleaok of Romania” edition 2008, p. 700-704.
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services had a high increase rate: from 306.0431al35. Furthermore, according to
the Romanian Centre of Economic Modelling in 200ur country, 29 multinational

companies were active, while in 2005 their numizserto 49. Thus, there is an
increase in multinational companies present ircountry during 2001-2005.

17
18+

16
144
124
Number of 10

suppliers 87 erd

IS
.

N
h

o
n

until 2000 2000-2005 after 2005

Year of establishment

Figure 2. Allocation of tenders according to the year ohbishment

Source: data processing

Very few suppliers of recruitment and selectiorvises for SMEs, only 9

(7%) out of 129, have specified the size of thaimhn resource department, but all of
them have outlined that most of their staff arechelogists, with extensive experience
in the field. Since the size of the teams vary betw3 and 21 permanent members
(one bidder had a team of 3 members, one biddea keam of 5 members, one bidder
had a team of 9 members, two suppliers had teart® ofembers, two suppliers had
teams of 14 members, one bidder had a team of irbere and a bidder had a team of
21 members), we considered useful to group thesh@sn in the table below.

Table5:
Grouping suppliers by the size of their team ofegipin the human resources field
Team size Frequency %
Less than 10 members 3 33
Between 10 and 15 members 5 56
More than 15 members 1 11
Total 9 100

Source: data processing

8 National Institute of Statistics, ,Statistical Yeaok of Romania” editions 2001 (p. 345) and 2Q0&{6).
89



RECRUITMENT AND SELECTION SERVICES OFFER FOR SME$E CASE OF ROMANIA

As showed in the table, most of the supplierseofuitment and selection
services for SMEs (5 — representing 56%) have teaitis 10 to 15 permanent
members, suggesting the existence of a preferesd isi this field. It is useful to
outline that in certain situations, requiring aajez workload (eg: situations when
customers need many employees in a very shortdoefibme), temporary members
join the permanent team.

By grouping the providers according to their mésk&arget, the orientation
toward internal market became obvious.

Table®6:
Suppliers grouping by their target market
Market type Frequency %
Only internal market 120 93
Both internal and international market 9 7
Total 129 100

Source: data processing

As showed in the table, the majority of bidder20 {93%) are aiming only
the national market, by recruiting and selectingalgersonnel for local companies,
including SMEs. The 9 companies (7%) offering réonent and selection services
for both internal and international market are iwed in bidirectional flows,
attracting Romanian workforce for the internal amrnational market and vice
versa. The increased migration trend of both gealibind unqualified labour force
between countries offered higher opportunitieséaruitment and selection services
suppliers.

O providers offering
recruitment and
selection services

7% only for the internal
B providers offering
93% recruitment and

selection services on
both internal and
international market

Figure 3. - Suppliers typology according to their target kesr

Source: data processing
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From their target customers’ point of view, reamént and selection
services providers are mainly oriented toward carigsa

Table7:
Supplier grouping by target customers
Customer type Frequency %
Only companies 111 86
Both companies and individuals 18 14
Total 129 100

Source: data processing

Only 14% of the studied suppliers provide recrurttrend selection services
for individuals too, especially in career guidanod professional orientation.

Bidders who provide services for companies (al® Hpplicants) were
grouped according to the size of the firms theyrestl Not all suppliers clearly
specified the targeted companies - SMEs or to BMESs and large companies, but
they offered some information on their web-siteoubclients’ feedback, or
portfolio of customers, that helped us to deterntivgenature of their orientation.

Table8:
Suppliers grouping by targeted companies
Type of client company Frequency %
Only SMEs 13 10
Both SMEs and large companies 116 90
Total 129 100

Source: data processing

Only a low weight of recruitment and selection s&&s suppliers — 13 (10%)
are directly addressing only to SMEs, the remai®0go are aiming both SMEs and
large companies. Of the mentioned 13 providerse 4h& psychological offices.

The bidders of recruitment and selection servioeSMEs have been also
grouped by the type of services they provide (Table9).

Simple services providers are considered thoseamhpoffer recruitment
and selection services, regardless of their chapindistribution (“face to face” or
via Internet) and their purpose (recruitment antect®n for any position,
recruitment and selection for management posittwrigead hunting).

Complex services providers are considered to bsethoho offer both
simple services and other services in the humaouress field, such as payroll,
training or staff administration (drafting contraaf employment, operating in the
books of work).
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Table9:
Suppliers grouping by type of services

Suppliers of: Frequency| %
Full services in human resources field 3 2
Complex services in human resources field 54 42
Complex services in human resources field and pafstavelopment services 12 9
Complex services in human resources field and psggloal testing fo
different activities 4 3
Complex services in human resources field and eiffetypes of services
other domains 11 9
Simple services in human resources field 25 19
Simple services in human resources field and pafsigvelopment services 6 5
Simple services in human resources field and pdggieal testing for differe
activities 2 2
Simple services in humaesources field and different types of servicestier
domains 4 3
Only on-line recruitment services 8 6
Total 129 100

Source: data processing

Were considered full-service providers those wierdull services in the
human resources field.

As underlined in the above table, almost half {5depresenting 42%) of
providers offer complex services in the human nessudomain, 25 (19%) of them
provide only simple services, and 3 (2%) offer &ervice in the human resources
field. It is important to note that 83% of suppdigrovide services only in the human
resources domain and 17% in the human resouradagdiimy other areas such as:
management, marketing or sales. Of the 83%, 6%r{ganies) provide only on-line
recruitment services and 14% of them are oriente¢ard personal development
services, along with simple or complex servicess®al development services
address to individuals and refer to different typésservices like vocational and
professional counselling or guidance on drafti@veand/or letter of intent.

The next table (table no. 10) reveals that outthaf total considered
providers, the vast majority (97%) recruits ancest personnel for various fields
of activity. This situation reflects the low spdisation of the “actors” playing on a
still emerging market.

Only 4 companies (3%) are specialized in recruitna@ selection for a
particular domain: 1 recruits and selects persoanilin IT, 1 recruits and selects
staff solely on the IT & C, 1 recruits and selepersonnel only in IT and
engineering fields and 1 recruits and selects stdéfly on sales.
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Table 10:
Suppliers grouping by the field for which they pige/recruitment and selection services
Domain Frequency %
Different domains 125 97
Only one domain 4 3
Total 129 100

Source: data processing

Only 14 companies out of the suppliers of recreiihrand selection services
for SMEs accepted to reveal their approach regaijdim characteristics’ design. Their
options were grouped in 4 categories, as pointethabe table below.

Table 11:
Suppliers grouping by the approach regarding jabvatteristics’ design

Approach regarding job characteristics’ design foency %
Job and candidate profiles are established witkethgloyer 8 57
Job profile is established with the employer 1 7
Candidate profile is established with the employer 4 29
Employer specifies the profile of the job and thefite of the candidate 1 7
Total 14 100

Source: data processing

Most of the companies — 8 (representing 57%) ksely cooperating with
their clients in the both job and candidate prefilestablishment process.
According to their strategies, 4 providers of réonent and selection services for
SMEs (29%) establish only the candidate’s profilghvthe employer. A single
company gets the necessary indications on theadl@iland desirable candidate
directly from the employer, without a prior debate.

According to the way of CVs' transmission and rptethe 45 suppliers
that published it, were classified as presentatigrfollowing table.

Table 12;
Suppliers grouping by the way of CV transmissiod eaceipt
Manner of transmission and receipt of CV's Frequency %
E-mail 10 22
Web page 21 47
Both methods (e-mail and website) 14 31
Total 45 100

Source: data processing
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Most of the suppliers who published the way of Cifansmission and
receipt (21 — representing 47%) displayed prefagriowards receiving CV's on
their websites. The percentage of those orientedris both methods is also high
(31%). Receiving CVs help the providers of recr@itinand selection services for
SMEs to form a database, later used in the recemitiprocess.

Out of the 129 providers of recruitment and selactervices for SMEs, only
59 (46%) specified the sources and methods ofitemmt they are using. According
to our data, all 59 providers use their databassfudly built up. In situations when the
desired candidate can not be found in the datalsagmpliers appeal to different
methods of attracting other candidates, as showheifollowing table:

Table 13:
Suppliers grouping by the recruitment methods sy
Recruitment methods Frequency %
Only on-line recruitment 41 69
On-line recruitment and other methods 17 29
Other methods 1 2
Total 59 100

Source: data processing

Almost all providers (58 out of 59) are using thedern method of on-line
recruitment. Only one company stated the use odlitiomal methods like
publishing recruitment ads in the media. Of thep&@viders who use the on-line
recruitment, 83% publish ads for available jobstair website and only 17% have
their own recruitment portal (eg: eJobs).

Regarding the used selection methods, only 16 Y}Béviders of recruitment
and selection services for SMEs, of the all 12@ctied them on their web sites.
According to our data, the 16 bidders use theviafig selection methods: selection of
applications (CVs/letters of motivation), applioats verification, pre-interview,
psychological tests and professional knowledgs tesd interview with the employer.

There are also some exceptions to the above metiwitsh are presented
in the following table.

Table 14
Exceptions to the selection methods used by thelistgof recruitment and selection services
Exceptions Frequency %
The absence of the employer to the interjiew 1 8
The absence of the pre-interview 11 84
The absence of tests 1 8
Total 13 100

Source: data processing
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Only 3 (19%) providers of recruitment and selectgmrvices for SMEs
have specified on their web sites that they uséhalimethods mentioned above. It
is interesting to note that, 11 companies out ofdbb6 not pre-interview the
candidates before their interview with the employer

Because recruitment and selection services prigesa major market
regulator, this criterion was intensely observed pvaviders’ web sites. Since
neither the specialized websites nor the supplieet) pages published sufficient
information on charges applied for the recruitmamd selection of staff, we have
sent an e-mail each, in order to obtain the necgsstrmation from all suppliers
who had the contact details specified, namely @¥iders. Of those 90, only 12
(13%) answered our e-mail, out of which, 3 from tmevince and 9 from
Bucharest. Only half of those 12 have provided oetecinformation on tariffs in
their answers, the other half indicating that they confidential.

Following the received responses we observed disagxpected, both in the
province and capital, fees vary depending on ceddteria like the position for which
they recruit or the experience and level of trgjnrequired for the job. The fees
mentioned by the 6 respondents are percentagesdie®® and 50% of gross annual
salary of the employee, or 85% of net salary pentmmf a medium education
employee and 95% of net salary per month of a higtecation employee. There are
also companies that develop complex recruitmensafettion projects (some projects
may begin with consultancy in the human resouroesaih and analysis of the team in
which will enter the new employee and complete Wwéhd-hunting). These companies
usually charge fees starting from 700 Euros ueversl thousand Euros.

Out of the 8 on-line recruitment companies, 3raht provide information on
tariffs on their recruitment portal. Of the remaipi5, 2 provide free recruitment ads,
and 3 companies offer only a certain number of femeuitment ads (usually 3) and
offer customers different packages, priced betvi@®ehei and 1179 Lei, depending on
certain criteria such as number of ads, ad placeméwalidity or customizing ads.

Conclusions

The identified recruitment and selection servides SMEs offer is
composed of 129 suppliers having their offer visibh the Internet. There are both
companies and psychological offices. The relatiigh mumber of providers of
recruitment and selection services for SMEs revaalsncreasing corresponding
demand, reflecting entrepreneurs’ concern to dtfaitable candidates.

The main suppliers are unequally distributed amahgost all the 8
Romanian regions: Bucharest, Centre (Brasov and)SWest (Timis), North-East
(lasi), Southeast (Galati), Northwest (Cluj), anolth (Prahova). The increasing
number of new ventures and the accordingly raisingd for personnel in the
analyzed period created an auspicious environnoerthé emergence of suppliers
of recruitment and selection services for SMEs.
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A large part of the providers were establishedvbeth 2000 and 2005,
especially in 2001.

In general, the size of the team of experts in hbean resource field
varies from 10 to 15 permanent members. In sitoatithat require a workload
higher, implicit a larger number of experts in hunmasources domain, temporary
members join the permanent team.

Most bidders are only acting on the local marKéte increased migration
trend of both qualified and unqualified labour f®toetween countries determined
the Romanian providers of recruitment and selectenvices to adapt their supply
to market requirements, offering their services als the international market.

SMEs that have proved to be the most importaniggterator became an
attractive segment for the suppliers of recruitmantl selection services. Most
bidders have only corporate customers (both SMIgslanmge companies) but are
also suppliers that address to individuals. Thiswshthe increasing companies’
interest in professional human resources servioésll bidders, only a small part
provides recruitment and selection services ontySiRIES, among them being the
psychological offices.

A relatively small part of total bidders providesly recruitment and
selection services whatever their channel of distron and purpose, most offering
various services (full and complex) in the humasoteces domain and in other
areas such as management, marketing or sales.

Most bidders recruit and select personnel forowgifields. Very few of
them are specialized in recruitment and selectiomfparticular domain.

Considering the approach regarding job charatitstigesign, according to our
data, providers of recruitment and selection sesvior SMEs are closely cooperating
with their clients in the both job and candidatgfifes establishment process.

In order to form a database used afterwards inrélceuitment process,
most bidders preferred as a way to receive CVis web page.

As source of recruitment, all bidders of recruittnand selection services
for SMEs prefer to use databases. Regarding theiiteent methods, most
suppliers prefer the modern method of on-line riterent. Only a small part of
providers use traditional methods of recruitmeke Ipublishing ads in the media
(newspapers, magazines and others), this beingdesad by many specialists in
the field an out of date method for present days.

The most frequently used methods of selection #ne: selection of
applications (CVs/letters of motivation), applicas verification, pre-interview,
psychological tests and professional knowledgs tesd interview with the employer.

The prices of recruitment and selection servicesSMEs vary depending
on different elements such as the position for Whiwe recruitment process takes
place or the experience and the level of traineguired by the job. In regard to
on-line recruitment, there are agencies that aftee publication of all recruitment
ads and agencies that offer free publishing of antgrtain number of ads (usually
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3) and offer to customers, different packages gdriaecording to certain criteria
such as number of ads, ad placement or validity.

Based on a complex and comprehensive research ateddim 2008, this
paper outlined the specificity of the recruitmemd aelection services offered to SMEs
on the Romanian markdty providers, visible on the Internet. The reswalfsthe
research revealed diversity and flexibility as esakattributes of the recruitment and
selection services’ offer for SMEs, along with awth trend. But, in order to explore
economic crisis’ impact on this market, furtheegash is required.
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ABSTRACT. The article analyses the role knowledge playsérnrternationalization
process of small and medium enterprises. Small medium enterprises are
considered from a knowledge-based view, an extertdithe resource-based view of
the firm, with knowledge as the most strategicsiynificant resource of a firm and the
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1. Introduction

Traditional approaches to internationalization hhad as center of interest
the large multinational companies, while entrepuesieip has targeted business
development and management in the local contexiceie developments,
especially since the 1990’s, which have markednis, magnified role of small
and medium enterprises in the contemporary econamy have opened new
opportunities for an increased international ineohent, have gnawed the
demarcation between international business andemetneurship, implying the
need for a reassessment of the traditional appesadgarding their applicability
to small and medium enterprises.

The knowledge approach to internationalizationas a recent trend, but
the understanding of how internationalization krexge is acquired, retained,
transformed and revalued has developed signifizaoter the past decades. The
knowledge approach has been assigned as a usahwiork for the analysis of
internationalization, and linkages to knowledge caren be found in most
traditional internationalization theories. Suchraniework can also be applied in
the case of small and medium enterprises.

2. Small and medium enterprises internationalization from a
knowledge-based view

The knowledge-based view on the firm has emergenh fthe resource-
based view, both also having been applied in tise o& internationalization small
and medium enterpriseslhe resource-based view of the firhms become
significantly influent since the beginning of th89D's. In this view, organizations
are considered as being made up of a unique s&ngible and non-tangible
resources: assets, capabilities, processes, maalagtributes, information and
knowledge. Such resources create organizationahbiges, referring to an
organization’s capacity to perform a particular dion or value activity. They
should be valuable, rare, inimitable and non-stdistile - the so-called VRIN
attributes - and, therefore, hard to copy or transfFhose capabilities that make a
significant contribution to ultimate customer valoe to the efficiency with which
the value is delivered, providing a basis for eimgmew markets, are referred
to as core capabilities. Firms acquire sustainalbenpetitive advantage if
having a set of unique resources that create valtiee marketplace, which is,
superior core capabilities over the competitiors’.

The knowledge-based vidiacuses on intangible resources, rather than on
physical assets. While resource-based models reeotire importance of intangible
knowledge-based resources in providing a competavantage, in the knowledge-
based view, knowledge is the most important regoofca firm, and the basis for
building and sustaining competitive advantage, eterbgeneous knowledge bases
across firms are the main determinants of perfocendifferences.
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Knowledge has been dichotomised into two typesti@xpnd tacit. Explicit
knowledgeis objective, sequential, and digital, and canabguired from books,
lectures, and other formalised means. Explicit Kedge may take form of studies,
patents, licenses, analyses, standards, compubgraprs, etc. Converselyacit
knowledgeis embedded in its possessor, of which he is reithaware or simply
cannot articulate, as it is not codifiable, unatdebe transferred through formal
language. Tacit knowledge can only be acquiredutiircexperience or imitation. It
may take form of know-how of different types: teiclah informatical, managerial, etc.

The knowledge-based view of the firm is actuallgsponse to the criticisms
received by the resource-based view, which for @larmmas been called conceptually
vague and tautological and not applicable to dyoamarkets as the sustainable
competitive advantage is hard to achieve in suclerarironment. Resource-based
models have thus been extended in order to addk@s®nly the ownership of
resources, but also the dynamic ability for orgatiinal learning required to develop
new resources. This has lead to a dynamic process which is actually the
knowledge-based view of the firm.

Past research offers few examples of resourcedb@seapabilities-based
studies of small and medium enterprises internatipation. It has been
argumented that small and medium enterprises grendent on the development
potential of key internal and external resourcesictv can be adjusted or
developed within the firm and between firms andrtbavironments. Thus, small
and medium enterprises may pursue different intemmalization development
strategies, with different international activitieger time. They can be either firm-
or network-oriented resource development strategrea combination utilizing
internal and external resourfes

Nevertheless, the knowledge-based view has begalyadiscussed in the
literature related to small and medium enterpriséarnationalization, as this has
become an amplifying phenomenon, and especiallgta@lto the Born Global
model of internationalization - enterprises whioteirnationalize their activities right
from their establishment or shortly afteEspecially in the case of small and
medium enterprises, competitive advantage is menghjained by knowledge as a
primary firm resource. Thus, if small and mediumtegprises can generate
competitive advantage from their knowledge, theyousth be able to
internationalize just like large firms. By their petience-based learning in non-
domestic environments, small and medium enterpisasdevelop experimental,
tacit, knowledge that can be transferred acrossgormarkets.

® Nicolescu Ovidiu, Nicolescu Lumiri (2005) Economia, firmasi managementul bazate pe
cunatinge, Editura Economit; Bucureti, p. 121.

® Ruzzier Mitja, Hisrich Robert D., Antoncic Bostj#006) SME internationalization research: past,
present, and futurén Journal of Small Business and Enterprise Developraeh 13, nr. 4, p. 486.

7 Celalalt articol
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2. Knowledge linkagesin inter nationalization theories

There are two main categories of approaches tonatienalization in the
literature: economic and behavioral approathafthin them several streams, theories
and models integrate; most studies adopt perspsdbizsed on both approaches, since
they are rather complementary and not contradictéfgring different perspectives on
internationalization mechanism, namely:

- Economic approachesvhich view internationalization as a result of
internal and external contingencies, as the fireksdor an appropriate degree of
control over its international activities, beariog its own risk exposure and
flexibility (market imperfections theory or monojsiic advantage theory,
internalization theory or transaction cost theoofigopolist reaction theory,
eclectic paradigm, etc.) ;

- Behavioral approacheswhich emphasize the evolutionary nature of
internationalization, focusing on the influence @écision factors, how they
actually base the decision of internationalizatiand the learning processes that
underpin it (network theory, stage models of inddionalization, product life cycle
theory, etc.).

An examination of the assigned models of intermatlization, which can
also be applied in the case of small and mediunerpnises, based on both
economic and behavioral approaches, allows us dte sthat most of them
recognize the role of knowledge in the internati@aion process, explicitly or
implicitly. Knowledge is not only a necessity fortérnationalization, but also an
inherent component of various internationalizatipproaches.

Market imperfections theorpr monopolistic advantage thegnywhich was
proposed by Hymer (1960) and has been subsequwerdtgd and developed
through various contributions, among which: Kinaiedger (1969), Gruber, Mehta,
Vernon (1967), Horst (1972). According to this thgothe existence of
multinational companies shows imperfections of cetitipn, since the firm, in
order to become multinational, should have a molistpadvantage to compensate
the initial handicap on the foreign markets in ttmmpetition with local firms,
especially in the case of investments abroad. Suchadvantage is based on
capabilities, processes, and technologies, whithalg derive from the specific
knowledge that the firm has acquired. These aszidsv the firm to obtain
differential advantage in foreign markets.

Internalization theoryor transaction cost theoryproposed in the 1970's and
subsequently developed and enriched by contrilaisoch as those of: Teece (1986),
Williamson (1979, 1985), Buckley, Cason (1976), ki (1982), McManus (1972),
Rugman (1986), focuses on transactional marketriegi®ns, considering that the
internationalization of the firm pursues subordorator internalization of market

8 Lawrence S. Welch, Gabriel R. G. Benito, Bent Peter@907) Foreign Operation Methods:
Theory, Analysis, Strategidward Elgar Publishing, Cheltenham, p. 20.
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mechanisms that determine trading costs. Such mankgerfections may be
transportation costs, trade barriers, risks of khow dissemination, significant
differences of information between buyers and elletc. In order to proceed to
market internalization, firms pursue a processnoiedge gathering and assessment,
through which management determines the best foexgansion approach.

Stages approach to internationalizatiaonderstood as a gradual process,
with the completion of several stages, remains @kplanatory basis for the
internationalization mechanism. This approach odtgs from the so-called
Uppsala model of internationalization, proposedhsy Swedish school of business
internationalization (Johanson and Wiedersheim-PE#5, Johanson and Vahine,
1977, 1990, 2003, 2006) from a study on Swedishsfiinternationalization. Under
this model, there are four stages of the processnt#rnationalization: no
permanent export, then, typically, firms begin xp@t to another country through
an intermediary, then they establish a branchaafetrand finally, in certain cases,
begin production in the host courtry

Regarding the market selection, firms will beginnternationalize on the
markets perceived as close in terms of psycholbgicstance, and browsing
through the stages of internationalization, willget more and more distant
markets. The concept of psychological distancepdhiced in the literature with
the Uppsala model of internationalization, was redi as all factors that impede
the flow of information from and into the marketxdinples are differences in
language, education, business practices, cultutdear! of industrial developméfit
A basic assumption of the model is that the lacknoiwledge about foreign markets
is an important obstacle to the development ofrnatitonal operations and that the
necessary knowledge can be acquired mainly thropghations abroad - through
experiential market knowledge. The model is a dynaome in which there are
state and change aspects of internationalizatiorablas. The state aspects are
market commitment - resources committed to foreigarkets, and market
knowledge, and the change aspects are the decisiammmit resources and the
performance of activities. By distinguishing betweebjective and experiential
knowledge, the latter one is highlighted as critinathe international process, as
the driving force behind the process.

Numerous stage models have developed over timegchwhpproach
internationalization as a gradual process. Accgrdm an assigned study of the
1990's, there has been made a distinction betwsetJtmodels - Uppsala model
and subsequent developments, and the I-models -edbas innovation,
respectively, stage models which emphasize the ritapoe of innovation in the

% Jan Johanson, Paul Finn Wiedersheim (19#® internationalization of the firm — four Swedish
casesin Journal of Management Studjesl. 12, nr. 3, p. 305 — 322.

10 Jan Johanson, Jan—Erik Vahine (19T internationalization process of the firm — Adwloof
knowledge development and increasing foreign mar&atmitmentsin Journal of International
Business Studiesol. 8, nr. 1, p. 24.
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internationalization of the firm, among which camtentioned contributions like:
Bilkey and Tesar (1977), Cavusgil (1980), Czinkdi®82), Reid (1981, 1983), etc.
In the I-models the role of knowledge is even maeious, as internationalization
is presented as an innovation of the firm, a leay@ipproach.

A summary of the key characteristics of knowledgettie U-Models,
which may also be applied to the I-Models is préseivelow":

- The knowledge of critical importance to firmsmarket-specific.

- Knowledge is experience-based and is acquired i@arning-by-doing
process.

- Knowledge is embedded in individuals and is nasilg disseminated
throughout the organization.

- Market commitment increases proportionally witlgaisition of market
knowledge.

Network theory- contrary to the traditional idea of the exisierf clear
demarcations between the firm and its environmemljch underpins the
traditional approaches to firm internationalizatiboth economic and behavioral —
is the perspective contoured in the 1990’s of tbmmany's interaction with its
environment. This approach has been developed dghranany contributions,
beginning from Johanson and Mattson (1988). In #pproach, the process of
internationalization depends on the relationshipd aetworks that the company
owns or builds on foreign markets, the emphasiaghaioved from an economic
and organizational to a social plan. Such relatiggss can be with customers,
suppliers, competitors, public authorities, therizhes, etc. Therefore, the degree
of involvement on international market will depenat only on formal relations,
but also on informal, personalised relations. blwious, and has also been stated
that the acquisition of knowledge on external a@sssd target markets is
fundamental to the network approach.

3. Knowledge processesin anall and medium enter prisesinter nationalization

The strategy of internationalizatiois a business strategy, and in its
development, enterprises, regardless of their $atlow the overall well-known
methodology for strategy development, taking intocoant the nature and
specificity of the international activities. Thegiee three broad stages for strategy
development: fundamentation, elaboration and impleatiori®.

- Internationalization strategy fundamentationvolves an analysis of the
context (external and internal environment), whatkes into account general external
factors, competitive market factors and entergaseors. Such factors influence the

11 petersen Bent, Welch Lawrence S., (20@8rnational Business Development and the Internet
Post-hypein Management International Reviewol. 43, nr. 1, p. 7-29.

12 Nicolescu Ovidiu, Verboncu lon (2008)etodologia de realizare a strategidh Metodologii
manageriale Editura Universitat, Bucurati, p. 59 — 98.
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strategic options of the company on a long-terimutating, or, on the contrary,
discouraging international involvement. The analydiexternal factors is reflected in
identifying opportunities and threats associateth vinternationalization, and the
analysis of enterprise factors allows for the ifieation of the company’s strengths and
weaknesses, accordingly, the resources and restsi¢or internationalization. Viewed
together, the two approaches (strengths / wealsessthe one hand, opportunities /
threats, on the other hand) are components of aTlS#va@lysis (strengths, weaknesses,
opportunities, threats).

- Internationalization strategy elaboratida based on the SWOT analysis,
as identified in the previous stage, according toctv the key elements of the
internationalization strategy are identified, whigthould consider the inclusion in
the overall strategy of the company, internatiaaion decision, market selection,
location and facilities, marketing mix elements roguct / service, promotion,
distribution, price, etc.. Of these, essentialtfar internationalization strategy are
considered to be the foreign markets selectionogredation methods establishing.

- Internationalization strategy implementatieiit is the proper implementation
of the strategy, according to how it was previofsiinded and elaborated.

During each of these stages, there are certain llkdge necessities which
have to be considered according to small and meemnterprises specificity. Such
knowledge is actually object of some specific psses, which include knowledge
acquirement, through creation or acquisition, Umadling and development, and
revaluation.

Internationalization triggering is essentially detened by the existence of
relevant knowledge, obtained by processing infoomaelated to internationalization and
foreign markets. The role of knowledge in the depalent of internationalization
strategy is essential for establishing the opematiethods and external markets
concentration or diversification, especially rethte uncertainty, asset specificity,
know(gl}g:dge appropriability through tacit or explioiieans, economies of scale and
scope”.

Knowledge processes in the case of small and medimterprises
internationalization can be analyzed as a specdie of the general knowledge
processes which develop within an organizatiomrasented in the figure beldtv
These processes thus imply the following phases:

- Available and accessible knowledge evaluatierfor both internal,
organizational and individual knowledge, and exa&ratakeholders’ and potential
partners’ knowledge;

- Knowledge necessities and sources forecastingiccording to the
existing knowledge and the internationalizatioratelgy; a special focus must be
put on the identification of knowledge sources aags of acquirement;

13 Sami Saarenketo, Kaisu Puumalainen, Kalevi KylaheiOlli Kuivalainena (2008)Linking
knowledge and internationalization in small and meaisized enterprises in the ICT sectior
Technovationvol. 28, nr. 9, p. 591 — 601.

4 Nicolescu Ovidiu, Nicolescu Lumigi (2005) op. cit, p. 217.
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- Knowledge acquirement from both inside the firm and outside, also
including knowledge creation if the existing knodde is not sufficient and its
acquisition is not possible;

- Knowledge use, handling and developmenimakes the most of the
knowledge processes in a firm, and is a laboricamplex phase which implies
several technical, economic and human aspectsr&egerations can be included
in this phase, in order to develop superior, intiwegoroducts and services;

- Knowledge revaluatior is the phase in which the organization econaliyic
benefits from the previous processes, and themm@ose of knowledge processes.

The knowledge necessities for small and mediunmpiges internationalization
are various and complex. Specific for the intewradlization process is knowledge
related toforeign markets selectionwhich includes an examination of political,
economic, social, cultural, technological, legalyieonmental factors, as well as
competitive market factors related to competitotsstomers, suppliers, etc. — and
operation methods- the path whereby the firm is to be internaticeal, which
implies a choice between different alternatives, tiost appropriate for small and
medium enterprises being considered: the Intemgiort, intermediaries, counter
trade, licensing, franchising, joint-ventures, fgredirect investmeit. The need
for knowledge increases as small and medium ergespshift from simple to more
complex internationalization paths.

Moreover, internationalization implieshanges and developments in the
internal and external function® support the chosen strategy, especially refgrri
to those functions most closely influenced by aipalar choice. Such functions
may be sales, logistics, production, research aadeldpment, commercial
intermediaries or strategy consultants.

The necessary knowledge may be acquired from a euoflsourcessuch
as written works, government agencies, trade aastsoas, personal contacts, or the
Internet, relevant to the intended internationaiarastrategy. This may imply both
desk research and field research. Due to the adsamt information and
communication technology, small and medium enteegriaccess to knowledge is
practically equal to that of large firms.

If the role of knowledge as a key determinant ahpetitive advantage in
internationalization is widely recognized, the aygmh to knowledge in the small
and medium enterprises does not constitute anratedy systematic process, but
rather independent and randomly, with a restricteel of the specific knowledge
management methods and techniques, and of thefispmggplications, such as the
production chain management or customer relatiomsagement. The knowledge
based approach to small and medium enterpriseenatienalization is actually
more related to the entrepreneur and his charattsyiincluding on the expense of
the available resourcs

15 Norman M. Scarborough, Thomas Zimmerer (2@)ctive small business management: an entrepiaheu
approach 8" Edition, Pearson/Prentice Hall, Upper Saddle Ritew Jersey, p. 371 — 372.

18 Sami Basly (2007The internationalization of family SME. An orgati@aal learning and knowledge
development perspectivia Baltic Journal of Managementol. 2, nr. 2, p. 154 — 180.

106



Available and accesible
knowledge evaluation

Organizational

knowledge
evaluation
Employees’
knowledge
evaluation
Available
knowledge
identification

Other stakeholders
knowledge
evaluation

Potential network
partners’ knowledge
evaluation

Knowledge Knowledge Knowledge use, handling and Knowledge
necessitiesand ! aquirement ! development ' revaluation
sourcesforecasting | 1
| | |
] ] ]
| 1 |
1 1 1
1 1 1
1 1 1
1 1 1
Necessary X Internal sources | | X
knowledge 1 accessing in order | 1 1
forecasting ' to obtain ' '
H— knowledge = :
1
Knowledge 1
M transfer - '
|
Necessary and Knowledge : Internal knowledge
y Knowledge H- development revaluation
available resources| New knowledge | { | partiton P
establishing in generation
order to provide B
supplementar ]
k'?ﬁ)wledge Y Knowledge use | | Knowledge External
renewal knowledge
revaluation
Knowledge
[  depositing [—
Knowledge External sources

sources and ways
of acquirement
identification

accessing in order
to obtain
knowledge




LILIANA GRIGORE, ANCA MARIA STANCULESCU, ANDREEA MIHAELA GAGEA, ANA-MARIA GRIGORE

4. Knowledge acquirement for Romanian small and medium enterprises
internationalization

Romanian small and medium enterprises internaixatian issues are currently
only tangentially approached, both in the liteatand as a reality of the business
environment. Until present there are no studieardigy the internationalization status of
Romanian small and medium enterprises, thoughawlkedge and analysis are a necessity
where the development of this sector, which indufdestering internationalization, is
currently a priority for Romania. Small and medi@mterprises internationalization
stimulation is a current concern in the Europeaiotyand will be also emphasized in
Romania in the near future. In this regards, a 8tep would be the ensuring of
appropriate access to internationalization knovdedg

Small and medium enterprises are not to be corexidarsingle class or
typology of economic organization, and, moreovene teffective demand
concerning internationalization knowledge by snaid medium sized firms is
probably very little compared to the unexpressedhidden one, as small and
medium enterprises may specifically have a paytelbar and largely unconscious
perception of their needs. Thus, providing accesgppropriate internationalization
knowledge is a complex task, especially since otiyesuch an access is very
limited, and requires special efforts for Romarsarall and medium enterprises.

This should include several ways of access to nat@nalization
knowledge, taking into account the heterogeneitthefsector and its needs. As a
first step, standardized access to internationalization knogtedhould be
provided, respectively, largely independent ofdeenand by a specific category or
enterprise, like the organization of internatioeghibitions, supply of statistics on
foreign trade, access to online databanks providawgs on international markets.

Furthermore flexible access to internationalization knowledgfeould be
designed to meet the requirements of differentralugs of small and medium
enterprises. This may include legal or internationarketing advice provided by
consultants, technology related services extensiweding telecommunication
instruments, access to online databases usingadipedi software, etc. Flexible
access to knowledge requires professionals’ cartabs, which should intervene
when it would be too costly for the small and medienterprises to produce and
manage such services by themselves. It should ieated especially to those
industries and products and services that haverbatances of succeeding abroad,
taking into account for example that Romania’s enrrcomparative advantage as
compared to the European Union is in the produatiforiothing. Though, one may
notice a decreasing trend of the comparative adgantor clothing, but there is an
increasing trend of the comparative advantageefilés’.

17 Gagea Andreea Mihaela, Grigore Lilianasrtlescu Anca Maria, Georgescu Bogdan (20018
comparative advantage in Romania’s intra-commupitammercial relatioh 5" International Economic
Conference “European Integration - New Challengethie Romanian Economy”, Oradea.

108



THE ROLE OF KNOWLEDGE IN THE INTERNATIONALIZATION ROCESS ...

Last but not leastappropriate access to internationalization knowledge
should be provided, especially for small and medienterprises operating in
rapidly evolving industries, with highly specifim@wledge needs. The need for
such knowledge is expected to grow in Romania @ ribar future, and is not
limited to technology related knowledge necessitieshould be mentioned that
Romania holds an appreciable number of registeagenps, in various sectors, but
their owners’ possibilities of commercializing thextoroad are limited.

5. Conclusions

The knowledge-based view on the firm, emerging ftbmresource-based
view, has become an assigned framework for anayzamall and medium
enterprises internationalization, due to its exalary value. It may also be viewed
as an integrated framework which relates to trawiiti assigned theories, both
economic and behavioural approaches, most of therognizing the role of
knowledge in the internationalization process, ieklyl or implicitly. Knowledge
determines, influences and supports small and mmediterprises internationalization
in various ways, and is an essential necessityfernationalization.

Having considered the specific stages of the iat@wnalization strategy
development, we can conclude that specific knovwdedgcessities arise at each
stage. Such knowledge is actually object of soneeifip processes, which can be
structured according to the model for the generavkedge processes which
develop within an organization. In the internatiaredtion process, knowledge is
object of certain knowledge processes which incliktewledge evaluation,
knowledge necessities and sources forecasting, lkdge acquirement, knowledge
use, handling and development, and knowledge rawalu Knowledge necessities
specific to small and medium enterprises internatization include knowledge
related to foreign markets selection, operatiorhoed, changes and developments in
the internal and external functions, and it maybguired from a number of sources
that should theoretically be equally accessibleditn small and large firms.

We have put a special focus on the process of leumel acquirement, as a
main premise of the internationalization processyiding an analysis for the case of
Romanian small and medium enterprises. Romaniafi anm medium enterprises
internationalization issues are currently only tamglly approached, and a first step
for their stimulation would be the ensuring of aggiate access to internationalization
knowledge. In this regards, several ways of ackass been proposed: standardized,
flexible and appropriate access to internationtitimaknowledge - by taking into
account the heterogenity and complexity of theossohecessities.
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THE QUANTIFICATION OF THE FISCAL IMPACT OF THE
SOCIAL TAXES AND CONTRIBUTIONS LEVIED ON EMPLOYED
LABOR ON SMALL AND MEDIUM SIZED ENTERPRISES. IT'S
ROLE AS A TOOL OF ECONOMIC COMPETITIVENESS
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ABSTRACT. In the actual world economic framework, in whibk financial crisis is
running at full steam, and is being felt, not i fleast, by the small and medium
enterprises, the fiscal impact of the social taa@s contributions levied on employed
labour {d est, on employed labour income) is of the outmost in@we, for the
management of such firms.

In this paper we intend both to quantify the aragkt of this particular impact,
through the use of the index known as Implicit Rate on Labour, and to highlight
the main measures needed to be adopted, if thegeaeat of small and medium
enterprises is to diminish the possible or probabfgative effects of this type of fiscal
impact, impact which is punctuated by the ImpliGix Rate on Labour index.

For the emphasizing of the main features of theagamal strategy needed to be
adopted in this case, we use the strategy of pgintp this particular type of fiscal
impact on the small and medium enterprises of R@ngiven its quality of being part
of the European Union.

Key words: fiscal impact, implicit tax, small and medium emiéses

JEL classification: E24, E62, H32

The role of small and medium enterprises (SMEXiseenely important in
the economy of every state; this is due to thetfaese companies are the engine of
the innovative activities carried out, in a systefnmodern market economy,
anyway, in thereal economy — to be more exact, the small (and medized}s
businesses are, in such a system, the forefrontedfinical and economic
innovation. It is not, in this sense, without usentioning a market economy is not
characterized, if we have in mind tighere of producers, that is all the producers,
only by large market ratios, but, in the era ofbglization and virtually free of
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charge telecommunications, by — if not in the np@st by — small market ratios, or
by residual ‘niches’ of the demand for goods arrdises.

In this context, it is impossible to ignore the wn@ance of small and
medium enterprises’ productivity, in the presenbremmic status-quo, and,
consequently, the importance the ‘comparative atdwem the fiscal system can
give, automatically or through the conscious actidrthe management of those
enterprises, to the small and medium enterprisesnparative advantage’ that
enhances, or can augment, the efforts made by #mak and medium enterprises
in their competition struggle.

It is well known the fact excessive fiscal polioypresented — and still
typifies one of the causes of slowdown of the esmanof this kind of producers,
this situation imposing, along the diminishing tué fiscal pressure, a differentiation of
taxation using the criteria of economic branchgfica in use, as a matter of fact, in
some industrialized states of the European Unike,Belgiunt.

We can, in this way, express a reasonable opinbmutathe influence of
fiscal pressure on the competitiveness of smallmadium enterprises, only if we
use a mathematical index — an instrument useduoeconomic goals, with which
we can quantify the quantitative characteristiclsafal pressure.

Given the fact ITR is the index which embodies guantification of the
tax rate on labour, tax levied on both producer pleger) and consumer
(employee), we, though the use of this tool, megsur fact, the (total) tax on
labour put up with, in theeal economy, by the above mentioned taxpayers, tax
that, moreover, comprises the fiscal influence led mix of direct taxes and
contributions levied on (employed) labour incomes.

The taxes levied on employed labour incomes, thahdse levied on the
employers of the producers — in our case, of thallssnd medium enterprisesand
those levied on the producers themselves (i.e.ll samal medium enterprises)
encompass all taxes directly linked to salaries)yntd those being withheld at source,
paid by employers and employees, including, hée,sbcial security contributions.
Those taxes, for more precision, comprise the ctsnpusocial contributions paid by
employers and the payroll taxes, the compulsoryiasamontributions paid by
employees and the (personal) taxes levied on time@dncome. The implicit tax rate
on labour reflect the taxes and contributions paported by employers and
employees in relation to the work taxpayers — wanreere the consumers, not the
producers — bring forth for the producers in thyemlity of employees.

The ITR on labour is a macroeconomic index, derigtdicturally, from the
data comprised in the national accounts. In sonmabae states of the E.U. the recent
fiscal reforms had powerful effects on the taxpsayenose salaries are as large, so to
speak, as the minimum wage in the real economihetow-qualified workers and on
the taxpayers with — among others — the qualifyasénts, fact which seems to prove

® In Belgium, the companies that fulfill their opimas making good — and daily — use of technoldgica
innovation benefit from fiscal measures, or fromduation premiums.

114



THE QUANTIFICATION OF THE FISCAL IMPACT ...

that these changes only partially reflect the dismnary measures of fiscal policy.
According to the ESA95 rules for national accoultite taxes will be, in normal

circumstances, recorded by the fiscal authoritiethé very moment of realizing the
economic activities — that is, the carrying outeafployed labour — for which those
taxes are calculated and levied on, rather thasrdiog to the moment when the actual
payment of taxes takes place. For example, the@marincome tax is levied on the
incomes accumulated one year before the payméme ofue tax is realized.

If we keep in mind the fact fiscal pressure, ingpah is quantified through
the intermediation of an index itself computed gs@mong other components, the
tax on labour, and the impact of fiscal pressureSOHE competitiveness is a
considerable one, it becomes clear taxing labdiweinces, directly, the power of
such a firm of sustaining the competition struggle.

Given the importance of income taxation for SME pefitiveness, our
paper relies on the study of the effects of lab@xation on the financial and
economic performances of those companies.

In order to understand better the global impliaatiof the concept of fiscal
pressure, we can use order taxes, according tmlfect’ the taxes are levied on,
into three main categories: consumption taxes staxdabour and taxes on capital.

The aggregate taxable bases corresponding to Hifepation of the fiscal
pressuretolerated by SME are constructed starting from the data cegbrin the
national accounts, in order, to be (more) explictdetermine ITR on consumption,
labour and capital. ITR is, thus, an index thatsuess the average of the effective fiscal
pressure levied on different categories of incooresconomic activities; it, however,
doesnot measure the final incidence of taxes, given tlon@uic reality taxes can be
displaced from one activity to another due to (o@conomic) producers’ psychology.

Previous approaches, relying exclusively on aggeegdata from the
national accounts, estimated the total personahngctax, in what labour or capital
incomes were concerned, using the ratio of (aggegdabour or capital income to
the (aggregate) total income of the taxpayer. Thagproaches inferred the
effective average ratios of personal income taxeveéithe same value, considering
different sources of taxable income and differgmes of taxpayers, statement
unsoundly enough for us to say more about it here.

In order to have a realistic image of the fisaalsgsure generated by labour
incomes taxation, including the SME case, we carsitdis necessary to use the
ITR index. This is the fact, as we will demonstraed for more than one reason.

One of the reasons is the characteristic of ITRatditate the building up
of a study of the dynamics of the levels fiscalsgtee reaches in time — and, by
this, the identification of the production factar, of the income source mainly
taxed, in a given period of time —, and in a gigeoup of states, so that it will be
feasible, and reasonably accurate, to make anstdéz fiscal comparison.
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Another reason for which we, and nor only we chaseput this
mathematical tool to good use — we, in this venygoa-, in order to reach the goals
mentioned above, is the possibility it gives usldain a near complete picture of
the phenomena we are analyzing therein: with the bEITR index it becomes
visible the entire field of financial and econormfluences which leave their mark
on taxation (on labour taxation, in this case).

It must be underlined that, for sure, a taxattoend cannot be fully
explained just by using ITR. But, for the goalstlos paper we need a little less
than that, and, precisely, the piece of knowletigel TR index is, more surely, able
to supply us with; this is the clarification of tHeape of such a trend, clarification
that no longer seems improbable to occur once ate $he formula with which
ITR on labour is computed, which is what can bandedow:

direct taxes(if any,indirect axestoo)andcompulsory
actuakocialcontributbnspaidby employers
andemployeesynemployedliabourincome
Compensatin of employees+ Wagebill andpayrolltaxes

ITR on labour=

The main methodological difficulty which must benémnted in order to
calculate the ITR on labour is the fact the persor@me tax is levied on multiple
sources of incomes (employed labour, self-emplogddur, and income in the
form of pensions received and in the form of sobmefits payments). Dividing
the tax according to the personal income tax (ldrcept, into different types of
taxable (personal) income has the aim of realificalculate the average personal
tax rates (in the sense they cannot be conceivdikiag equal to one another,
given the different sources from which taxable mes are obtained and the
different types of taxpayers that are not prodycéngrefore, the tax is quantified
as a weighted average of the taxable incomes auotairom different sources
(wages, copyright, etc.).

The quantified ITR can be seen as a synthetic medsat approximates the
average level of the effective fiscal pressuresiéwin the labour incomes generated in
the real economy. In this sense, it must be umgetithe calculus of ITR may, can be
said, hide important variations of the effectivert@es — concerning different activities
of the company, or different families, or differemage levels. For example, cuts in
social contributions on the part of taxpayers whsaaries are around the level of the
minimum wage, or on the part of low-qualified wakenay have a small impact on
the global ITR and yet be effective in raising thikene pay for the taxpayers involved.

Most of the member states of E.U. compute the laliacome tax by
multiplying, basically, every payment accounteddioincome tax with the ratio of every
selected income source to the global income ofakayer (e.g. Belgium, Denmark,
Germany, France, the Netherlands, Ireland, Luxengb&inland and Sweden).
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This is done both through macroeconomic simulatimdels, which are
based on samples of all taxpayers, and by usirensixte data regarding the return
of personal incomes of exhaustive tax return data-&.g. Belgium and Ireland).
Estimates obtained at taxpayer level are aggregatedier to obtain estimates on
the personal income tax levied on personal labnoome. Personal income tax
(labour) can be estimated as follows:

PIT (labour) =¥, (":—) x PIT, = ¥, w; x PIT,
Where:
W, quantifies the labour income of taxpayer j in a gi@nof individuals (j=1,..,n) and
PIT; measures the personal income tax payment of takgajpn his total taxable
incomey)).

The equation above illustrates the total personabme tax levied on
labour income as weighted average of each paynighe@ersonal income tax of
each taxpayer, with the weights=W,Y; attached to individuals payments,
reflecting distribution of total wages for differtecategories of taxpayers.

Some Member States, such as Spain, Italy and Greseeinformation
regarding tax return data, that is aggregatedratnaber of incomes’ categories or
income tax brackets (j=1,..n), but in principle fpem the same calculations. The
next approach aims to obtain comparable effecthetlifferences in tax treatment
and distribution of income sources in the varioategories of taxpayers. Other
Member States, such as Austria and Portugal, chealferent approach and use
information on tax receipts data from the wage holding tax and statistical
information on the final income tax and apply a emof adjustments.

The tax on income from labour of employees — iti@aar, tax income from
wages — is by its very nature designed to estimeaetly how much debt represents
final income tax for holders of wage income, butsiome cases there are some
adjustments for assessing the income tax, becaage tax retained it is not correctly
calculated, given the different jobs or pensiomsttixpayer has in one year. There are
situations in which the net amount of the corretishall be deduced from the total
amount of wage tax recorded and the pay tax ofopatsincome is adjusted
accordingly. The personal (adjusted) income tasaiber divided between incomes
generated by self-employment activities and incdroen capital, using aggregate
information from various categories of incomes (#Aak

The recent trend the economists concerned witimiv@toring aspects of the
fiscal pressure reveal — we think only about tlseafi pressure concerning labour —
confirms the importance, or in other words the ealfiimplicit Tax Rate. Let's say, first,
that labour's taxation — represented by the amobiiaxes and social contributions
generated by income from labour of employees, snesthheld at source — represents
one of the main sources of income in the Europe@anJproviding, on average, over
50% of total incomes.
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A second source of income is represented by cormaptaxes, which
amount to 25 to 30% of incomes in most Member Stdiaxes on income from capital
are less important, providing approximately onthdf total fiscal revenues.

It's not unimportant, in fact, really, is of gréatportance the fact is also evident
from the statistics that, in Member States withd@@DP ratio relatively high, a tendency
to collect relatively high amount of social contibns and taxes from labour occurs —
and vice versa. The proportion of labour taxessmwibl contributions in total taxes is
significantly bellow the average of the E.U-15 ddas with low taxation, such as
Ireland and Great Britain, and also Greece andugalttIt's noteworthy that recent
research illustrates an insignificant decreaselmiur taxation, in terms of the tax — GDP
ratio (Office for Official Publications of the Eygean Communities).

The implicit tax rate on labour recorded an inaegiasmost Member States,
since 1970; from around 1995 there were MembeesSthiat adopted measures to
decrease the fiscal burden concerning labour inspiime order to encourage the
demand for labour and encourage provision of ieesntCurrently, the general trend
evidenced in most Member States concerning theasong of labour taxation has
stabilized and even declined slightly — implicik taate on labour, in E.U. 25, fell
by 0.7 percentage points (in the GDP-weighted ajy@raetween 2000 and 2003,
but, nowadays, is still relatively high. There amme Member States in which the
development of implicit tax rate on labour was uefhiced by economic growth at
the end of 1990 years and slowdown in the yeatdalawed.

In most Member States the implicit tax rate on labeflects the important
role played by wage based contributions in finagdire social security system. On
average, approximately 65% of the implicit tax ratelabour comes from social
contributions paid by employees and employers.

The new E.U. Member States dot register significant differences in the
taxation of labour, compared with the old Membeat&t. European Commission
Reports on “The structure of taxation in the E.Which are based on ESA79
national accounts system, denote a common tenderiogrease the fiscal burden
related to labour incomes in the 15 EU Member Siamce the early 1970s; this
overall growth was closely linked to the expandipgplic sector share in the
economy, mainly due to expenditure on social sgcuméeds from children and
elderly (especially for pensions, health care atiebrosocial benefits). Growth in
the first half of the 1990s was associated withitloeease in social contributions
attached to the recession at the beginning of #made. Moreover, the fiscal
pressure increase was associated with budgettdefidhe run-up to EMU.

It's noted that Implicit Tax Rate is an effectivaol for investigating the
impact of fiscal pressure related to labour (ingitslity of production factor), for
SMEs (more revealing are the effects of labourttaran the case of employees,
but, and just because of this, on the SME in i@litguas producer), at least due to
the following facts:
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1. SMEs pay, at least in Romania, but actually in Ramas in other EU
countries, the income tax — in this case, for atloimes, generated by
whatever sourée

2. Implicit Tax Rate allows a study on the dynami€giscal pressure levels
over time — because of this, among others, we damtify the most taxed
income source in a given period,;

3. Total tax, levied on income from labour, as it @colated by ITR, it is
quantified as a weighted average of the taxablenec derived from
different sources (wages, copyrights, etc.);

4. The majority of EU Member States — including Romaani calculate the
tax on labour incomes by multiplying, basicallyegwpayment accounted
for an income tax with the ratio of every selectedome source to the
global income of the taxpayer.

But, let's outline the existing link between adwages — existing as such
even for the management of a SME — generated bydbeof ITR index and the
advantages needed in order to increase the copdéatures of such a company.

It is common knowledge that marginal tax ratescaffet only labour-supply
decisions, but also decisions related to the Btaot to the expansion of a business
activity. In our case, the small and medium enisgprare subject, in the European
Union, and in Romania too, to what may be labedguokr sonal tax rates (in fact, taxes
laid upon theevenues of the firm), anchot to corporate tax rates. As a result, a decline
in personal tax rates, as a general case, or,ricase, in the tax rates the small and
medium enterprises are subject to have an effettensk/reward ratio for potential
investors. Moreover, it is proved progressive nmaigiax rates makes any entry into
self-employment a difficult task (Lipsey & Chrystab99). For this, ITR is more than
a tool to rely on, for being able to announce tlamagement whenever investment, or
the expansion of activity, is a reliable alterrativ

The management of any small or medium enterprise pay attention not only
to these matters, but also to anotiiest to investment decisions (once the existence of
a small or medium enterprise is real and stabfeYax rates affect the supply
management, any modification of the tax rate wyitably, induce an oscillation in the
trajectory of aggregate supply (Schiller, 2003)his respect, the ITR is very important,
because, whether the sector of small and mediuenpeises in an important one, in a
given economy, the expansion of production, stastédiue to the fact ITR, among, of
course, other mathematical instruments, gives ithelsto invest more, or to expand
even further, will have positive and sensible tssolthe entire economy as a whole.

Firstly, as we have said, the ITR is able to giwgaal to the management
to produce more — or, to expand the production @apasecondly, the small — or
medium sized — firm will, therefore, use more reses, found in the real economy itself.

® They trade inclusively on the unique quota system.
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The small and medium enterprises are able, as #mgr @ompany, to
produce more/to expand the production capacithéfytcan hire more workers;
these workers, once hired, will reduce the numbesnemployed workers in the
real economy, and, on the other side, the newlggded production willcaeteris
paribus, lower the pressure of inflation. To put it shprif the economic sector of
small and medium enterprises goes well, the reai@uoy will prosper.

We must mention that ITR is a very powerful to@nfr another point of
view too: due to its structural ‘power’ of undergithesource of incomes mostly — in
a given period of time taxed, this index will help the small and medium entigs to
compete with other companies in the sense it @lillthe management whether the
form of a given governmental act of diminishing some daxanother will truly help
the company in its quest of — at least as an irgdrany goal — winning the
commercial battle with the other firms from the kedr

This is because not every tax (rate) cut is as gasthelpful, to be precise,
for the firm as another can prove to be; for exanpl tax rebafes, at least is
more probably effective for consumers, rather than for producarsl, certainly,
has no effect whatsoever on the marginal tax rasmd- will not encourage the
small and medium enterprises to work/produce/exmpama (Schiller, 2003).

As a possible conclusion, ITR is a very importaatiematical — and, in this
way, economic — index in order to help the managénoé small and medium
enterprises in taking theconomic and fiscal decisions necessary when these
companies compete — that is, permanently — witlotier firms in the real economy.
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MEASURESFOR THE IMPROVEMENT OF MANAGEMENT IN
ROMANIAN TRADE SMEsSAFTER EU-INTEGRATION

NICOLAE MARINESCU!

ABSTRACT. Romanian trade SMEs face a difficult period sinbe tountry’s
accession to the European Union due to variousmsasuch as competitive pressure
from large retail chains and the increased regylabmrden stemming from EU-
normg. This paper analyses the situation of trade SME&Rdmania, especially
relevant as they form an important body of the wh8ME sector. The internal
strengths and weaknesses of trade SMEs are cadrovith the opportunities and
threats generated by the new tendencies in Eurofsade. Thus, the impact of
Romania’s integration in the EU on the managemgtrtade SMEs is investigated. A
series of five managerial options are proposed eesponse to the realities in the
sector: IT and internet adoption, orientation talgagrowth, association in clusters,
outward orientation, and differentiation. Summing the paper combines internal and
external factors affecting Romanian trade SMEsiasiges some suggestions for the
management of such enterprises, aimed at enhaheimgficiency of their operation.

Key words: SMEs, trade, management

JEL classification: L81

I ntroduction

Trade SMEs represent almost 39% of the total nunddeSMEs in
Romania (CNIPMMR, 2007), contribute with more tteathird to the number of
jobs and raise more than half of the turnover efwole SME sector in Romania
(ANIPMMR, 2005). Their importance stems not onlgrfr the above numbers, but
also from their social role, e.g. of satisfying somer needs, in a way which
cannot be fulfilled by large companies. Since Raaianaccession to the EU in
2007, trade SMEs face a difficult time due to vasioeasons. Some of the more
significant reasons consist in increased compatitiom large foreign retail chains
that entered the market, shrinking the breathiragsmwf SMEs, and the regulatory
burden brought about by EU-norms which incur adddi costs and efforts. Due

! Lecturer PhD, Transylvania University Brasov, masicu@unitbv.ro

2 The present paper embodies results generatecetsptific teaching activities of the Jean Monnet
European Module, Agreement n. 2007-1501/001-001JEZHA, concluded betweé¢he Education,
Audiovisual and Culture Executive Agency of the Fagan Commission in Bruxelles and the
TRANSILVANIAUniversity of Brasov.
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to these facts, this paper focuses on the analfsiee management of trade SMEs
and tries to suggest possible solutions for therawgment of their activities and
their mode of operation.

Preliminary Analysis

The analysis was based initially on a vast liteateview encompassing
various international and Romanian authors who ntaaributions to the theory
of trade SMEs (e.g. Balasescu, Cox, Dunne, Liebmavercioiu, Naghi,
Nicolescu, Tietz, Vorzsak et al., to name justva & them), publications issued by
specific institutions and associations of SMEs onfania, as well as own work of
the author. The literature research was completédegjuently through practical
observations of the sector, instrumented by twoniigcal research studies
conducted by the author during 2005 and 2006, otispdy.

The findings of the research period have been gadhend summarized to
extract the strong points and weak points of Roaratiade SMEs (table 1).

Table 1:
Strong points and weak points of trade SMEs
Strong points Weak points

- Role of proximity; - Low use of IT;
- Constant contact with community; - Lack of scale economies in purchasing,
- Serving the needs of consumer segments distribution and marketing;

overlooked by large firms; - Low bargaining power with suppliers;
- High flexibility and fast decisions; - High turnover and weak training of human
- Prompt delivery; resources;
- Recognized image at local level; - Difficulty of finding skilled employees;
- Closeness to customer; - Weak managerial education & training;
- Possibility of offering personalized services. |- Managerial overload with daily tasks and

neglect of planning;
- Deficient financial management.

The above list is just a selection of the essept@&inents that characterize
Romanian trade SMEs at the present moment. Stromgspare linked to the
traditional functions implied by SMEs and their adtages derived from
flexibility, whereas the weak points stem from themallness, the managerial
limitations and the difficulties of finding approgte human resources.

The SWOT analysis is completed with the main opputies and threats
that trade SMEs are facing after EU-integratioblée).

The opportunities and threats that confront traldé&Sin a general manner
are joined by the major tendencies in Europearetrathich put their mark on the
specific activity of the firms under scrutiny. Tkesioves pose several challenges
for Romanian trade SMEs in the direction of adagptinganizational changes.
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Table 2:

Opportunities and threats for trade SMEs

Opportunities

Threats

- European integration / single market;
- Increasing internationalization;

- Rise of China on the world market;

- Outsourcing by large companies;

- Forms of cooperation (e.g. franchise);

commerce;
- Development of outlets in the rural area.

- IT adoption and fast spreading of internet ang-édditional environmental norms.

- Increasing level of concentration;

- Fierce competition from large chains;

- European integration / regulatory measures;
- Significant seasonality;

- Random factors - climatic, social etc.;

The main tendencies identified in the Europearetisettor are:

- Rising number of automobiles / person and of udztion;

- Increase of purchasing power and changing lifestyle

- Shorter free time available or different distriloutiof available time;

- Accelerated growth of consumer credit;

- Lower number of outlets and increase of their ayesurface;

- Convenience of making all purchases in one place;

- Success of promotional actions of ,show-purchageé

- Incorporation of wholesale traders through vertintggration;

- Development of new forms of trade (e.g. cash-amdfzavhere goods are
paid in cash, directly in the store-warehouse;

- Increasing demand of consumers for associatedcestvi

Resulting M easur es

By selecting from the SWOT analysis just the esakrfactors that
influence trade SMEs, a set of specific optionmato level have been generated
S0 as to contribute to the improvement of managémesuch firms (fig. 1.).

Factors of influence

- Rise of e-commerce

- Low bargaining power

- Lack of scale economies

- Internationalization of busines
- Competition from large chains

L

Options

IT and internet adoption
Orientation towards growth
Association in clusters
Outward orientation

Differentiation

Fig.1. Options for Management in Trade SMEs

These options are detailed below.
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e |IT and internet adoption

The need of adapting to an environment charactrizg the ever
increasing flow of information and its transforneetiinto a major resource of
competitiveness, urges SMEs to switch to the lagde use of IT and internet.

Overall, computer use fosters an increase of pitodiycand has several
benefits for trade SMEs: fast overview of inventdrgcking of deliveries, drawing
up of sales graphs, lower labour costs, etc. I€oistly though, for most SMEs.
Additionally, there is opposition due to inadequsditware and hardware training
on behalf of employees, fear of disclosing conftédg¢mata and of unsure payment
methods, as well as lack of information by SME nggama regarding the available
technical options and their advantages. The comenitnof the owner-manager
towards the use of IT and internet inside the fsrassential.

With the initiation of e-commerce activities, traB8&Es will be able to
compete more easily with large firms and will wealaptive relationships with
suppliers. There is significant potential for theeuof internet in business,
especially due to the scarce resources availalfies. By means of the internet,
trade SMEs can understand better the needs ofnoestp maintain interactivity,
and thus concentrate upon the selection and / @rovement of the most
demanded goods and services. This flexibility ilatren to the market is a pre-
condition for success in trade.

The internet confers trade SMEs a series of adgastahat couldn’t be
attained otherwise with the same efficiency:

- Cost-reduction for purchasing and storing;

- Interactive way to track inventories;

- Lower logistic costs (products that can be deligdeaygline);

- Close relationship to suppliers and customers (galbe if they are
widespread);

- Possibility for consumers to place orders from home

- Nevertheless, the internet poses some challengesd® SMEs:

- Weakens bargaining power of traditional channels;

- Reduces switching costs from one supplier to therot

- Transfers power to the end consumer;

- Eliminates some intermediary stages in trade;

- Lowers entry barriers and increases competitiaffistribution.

In the traditional form of retail, firms were alie extract superior profits
through skilful price discrimination between segtsedue to the low transparency
of the market for consumers. The internet revertes tendency, equipping
consumers with much more information, overall visiof the market and close
contact to suppliers.

For wholesalers, the internet raises mainly thrésge challenges above),
but under the circumstances of more intense cotipgtiit also offers some
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opportunities for consolidating the competitive ifoa of the firm. Buyers can

now inform themselves better, compare prices araditops, select their preferred
supplier through the internet, thus, they choosepirtner which suits their needs
best. Moreover, the internet lowers transactiorts;astuation that threatens the
position of the wholesaler. The opportunities csinsn lower costs, faster
purchasing and delivery times, electronic datarahignge with suppliers and
customers, and instrumental solving of queries. itexnet enables a fully visible
integration of the supply chain, so that the easgess to information about
products in transit or inside the warehouse, aldiiya of products or the stage of
the order placed, leads to increased administraffi@ency.

» Orientation towards growth

Trade SMEs can be classified into three categos@mse of them close in a
short period of time, some survive, but stay snaadt] some grow. The majority of
them fall into the first two categories, and mosttlee managers of Romanian
SMEs are complacent with the idea of just survivilibis mentality needs to be
changed, growth being more a managerial probleam time linked to the financial
resources available.

Among the benefits of growth one can count the ipdgg of mitigating
the threats posed by the environment, as well asctbation of a solid base of
resources, thus enabling the firm to increasenifisiénce on the market and the
bargaining power with commercial partners. The fbagy of survival is indeed
positively correlated to the size of the firm. Mover, growth enables managers
and employees to enjoy professional fulfilment, aasconsequence of higher
productivity and efficiency.

Nevertheless, growth brings some major managédralenges. Subsequently,
growth needs to be approached with care and thetigrstrategy must be closely
correlated to the existing resources: employeesldhexist in sufficient numbers
and be well qualified, and the technical plus infational base should be available.

Along with growth, the organizational structure tad on the person of
the entrepreneur has to switch to one directed radsviask-solving, with distinct
areas of activity. The complexity of operationsreases and the manager loses
autonomy. According to the new type of organizatitile managing style must
change as well. Tensions arise frequently whentitaditional relaxed style is
abandoned and special managerial skills are neédegreserve a familiar
ambiance. Delegation becomes essential, and theepesheur turns into a
coordinator of different activities. Available timenlarges and the manager can
concentrate solely on essential problems. Emplskéis are being developed;
decisions are taken faster and more efficient. idfgnand cost control becomes
more and more important, in order to spot deviatiearly.
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The main empirical difficulties associated with gtb for trade SMEs are:
- Cash-flow problems;
- Satisfying customer needs, with a constant guagasfteigh quality;
- Serving promptly all orders and demands.

Alongside growth, special care should be givenhe tecruitment of
executive persons, because a managerial team teenserge, able to combine
marketing skills, with financial and accounting endexternal counselling on
specialized problems should complete the knowledgd experience of the
entrepreneur and accompany the growth process,dansnof implementing the
proposed solutions, not just issuing them. Mogheftimes, Romanian trade SMEs
shy away from the costs of external consultantstmaking that if growth itself
fails, the whole existence of the firm is endanderEhe first recommendations
should come directly from the banks involved in financing of growth.

There are many ways to grow. Franchise has provedinmgportant
opportunity for Romanian trade SMEs, with an aacegé=l growth in the last few
years, especially in fast food and specializedirdteanchise offers the advantage
of a good coverage of the market, a single image additional revenues with
relatively low risks.

Another way to grow is to open branches, firstlmse locations, so as to
satisfy demand, then in other areas. The advantaigesch a system consist in
synergies (purchasing, distribution, assortmengmation, administration, and
training), single image and geographical closetessistomers. The enlargement
of the market area has to take into account thé/sineof marginal revenues and
marginal costs of opening a new location.

One of the enlargement opportunities today is tleerof supermarkets
from the periphery of cities to blocks of flats amgvns that lack proximity trade.
A neighbourhood supermarket, with a range of 340000 items, an extended
programme of 16 hours and easy access, characteboyethe friendliness of
employees, would constitute a viable solution aingh for retail SMEs.

Moreover, developing locations in rural areas hasiguntapped potential,
not only for retail units, but also for purchasiagd packaging units, due to large
numbers of products that otherwise would not rehehmarket. Collection centres
could be the first link for the initiation of whaale vegetable and fruit markets.

e Association in clusters

Due to the lack of scale economies and market paharacteristic to
SMEs in trade, another option suggested is to &gsaa clusters.

This is an imperative situation, as previous redeahows that Romanian
SMEs lack interest in engaging in cooperation ayeaments, due to insufficient
information or unwillingness to evolve in this dition. From all the sectors, SMEs
in trade participate in the lowest degree to sopecific business association.
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Thus, managers find it difficult to develop the lkskinecessary for a good
cooperation inside a cluster and reap the berthfitsarise from it.

Clusters should function at local or regional levdbased on
interdependence for supplying certain productsesvises, and specialized either
on a particular stage of the value chain or orsBétig special needs of customers
or market segments. They are dynamic and try tatereompetitive advantages by
using specific abilities of different partners ohsithe cluster.

Due to the closeness of the involved SMEs, memivers cluster enjoy
benefits such as: access to specialized humarnrcesaand suppliers, efficient activity
by means of competitive pressure, faster respshseing of information, innovation
through exchange of knowledge and strong intemaatith customers, suppliers and
other related firms, and the increasing abilitpefietrating new markets.

Such a cluster may appear in 2 directions:

- Retail trade: formation of a purchasing alliantssting of new product
introduction, purchasing of new commercial equiptnen

- Wholesale trade: association so as to obtain bbst sales terms,
modernization and improvement of the purchasinggs®, optimal use of logistics.

The specific benefits that arise from participgtim clusters for trade
SMEs consist in lowering costs and risks, supes@wnomic and organizational
flexibility, as well as facilitating the growth press of the firm, limited
individually by internal constraints.

e Qutward orientation

Alongside world trade liberalization, increasedemitional movement of
persons and fast development of transport and comwmation, many of the non-
surpassable barriers for the internationalizatibriirms have disappeared. Thus,
trade SMEs gain lots of favourable perspectivethéfy adopt a strong outward
orientation.

European integration enables Romanian SMEs acoessddditional market
of about 480 million consumers, situation whichdians especially wholesale traders
with more consistent financial resources in hand,abso offers the possibility for
retail trade to expand more easily across borders.

Moreover, SMEs can access valuable European flids EU-support for
SMEs comprises also supplying relevant informatammsulting for strategy build-
up and promoting cooperation between enterpriseseimber states.

In this context, one recommendation for wholesa#ES is to register in
the database of the EurolnfoCentres, the Européd@-wetwork. They act in
Romania inside the Chambers of Trade, offering fpessibility for SMEs to
promote their firm and products in EU-member stategh the aim of initiating
trade and cooperation relationships with other SMEs
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For retail SMEs, European integration seems to rgé@enore threats, due
to increased competition. This leads to price fagwwsd discount), to more choice
(,everything under one roof”), and to service (cenence stores), changing the
pattern of trade. Wholesale traders will also fdifeculties through the presence
of more suppliers and buyers that operate wittebstiles terms.

On the one hand, the adoption of the EU-acquisresgbe improvement of
the business environment and also a more predidiedpil and institutional system for
Romanian trade SMEs. On the other hand, it bribgsitahigher costs for SMEs, by
eliminating fiscal incentives and pushing firmscomply with European standards.
These standards have often been considered tdg, dost bureaucratic, and even
inadequate for SMEs. Trade SMEs will have to imgetrpackaging and labelling
norms. The stricter environmental and quality nowvis impose on SMEs the
acquisition of superior equipment, so as to stdyewith the standards.

The widespread opinion is that those SMEs thateémpht faster all these
norms and will certify qualitatively their mode operation will gain a valuable
competitive advantage and will reap the full betsedif the Single Market, facing
thus successfully the increased competition.

Another extraordinary opportunity for trade SMEgkhe rise of China on
the world market, climbing its way up to the toptleé exporting nations’ chart. As
a consequence, SMEs able to conclude contractsfaater relationships with
Chinese partners will enjoy the benefits that dfiem this favourable evolution of
the Asian giant.

« Differentiation

As fierce competition from large retail chains &irmgng momentum, the
adequate strategy for trade SMEs should be diffextgon. It supposes though
strong commitment towards the improvement of thalityuof services provided.

Differentiation in trade SMEs encompasses a md#itof elements: products,
services, location, adaptability, fast delivenpuiation, employees, etc. It is in fact, a
defining aspect of the way in which the firm corndubusiness, perceived by
customers as being unique. The elements listedealpogy become distinctive
competencies of the firm only if they are perceigeduch by customers.

The important aspect is that SMEs should adoptaifp positioning and
a focus on an essential variable of the businesscentrating on what the firm
knows how to do best. Usually, this approach inetudharket niche positioning,
characterized by being less sensitive to priceh Wigher entry barriers, and more
profitable in times of crisis.

The potential success of differentiation in traddES may consolidate on
responsiveness (enhanced perception of custoniezdasd collection of information
from the environment), flexibility (better reactiamterms of employees, finance and
markets), creativity and ability to innovate (usenew equipment, new approach of
customers and new sales techniques).
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Some specific suggestions of factors that can I8\ESs gain solid
competitive advantages include the use of own tralks, brands and symbols for
certain services, the initiation of a catering sgstfor persons with special needs,
enhanced interactivity with customers and varioesams to improve their loyalty.

With the advent of large retail chains, Europgade moves towards major
changes in the distribution system. Wholesale ttadds to be absorbed by vertical
integration. Under these circumstances, wholeseéerts can differentiate by
becoming specialists in logistics, including tramsp& infrastructure, warehouse
operation, inventory management and delivery optioGontinuous contact to
customers supposes assistance for introducing netlods of inventory control,
instructions about operations management, andaregudetings for problem-solving.

For retail SMEs, differentiation may consist in dkping a unique
personality for each store that should act as apetitive weapon towards other
outlets. Options for small shops comprise:

- Convenience stores: less time, comfort, known ksatatge range with
few lines;

- Specialized stores: choice, own brands, low ranigehigh depth;

- Style stores: design, originality, exclusivenessipum prices, high quality;

- Brand stores: reputation, premium prices, limit@adge, high quality;

- Local specific stores: emotional purchase, tradélgroducts.

The ideal location for such a shop would be inighi@urhood where no such
else exists, or, if this is not the case, therstieng points should be emphasized. The
ambiance of the store and the services providesgirg cabins, long working hours,
gift-wrapping, home delivery, refund of non-adegugbods, free parking, children
area etc.) may represent competitive advantagestéol SMES.

Conclusions

Even though European integration was consideraddy authors a scare for
Romanian SMEs in general, and trade SMESs in p&atiamany anticipating a massive
closure rate, the negative outcomes of this prosess largely overstated, as the real
situation shows. The research undertaken to antigsenanagement of trade SMEs
reveals some of their specific strong points ancrsg¢ weak points and takes into
account the opportunities and threats brought abpuropean integration. There is
surely a multitude of managerial changes that shbelundertaken by trade SMEs in
face of the new tendencies of the European tractersbut this paper focuses on five
different measures that can enhance the compaitisition of such firms. It remains
to be seen whether owner-managers of trade SMEbawi the commitment and skill
to implement some of these measures. Further eapiesearch opens up in the years
to come to test if trade SMEs have accomplishedagenal changes and to what
extent has this improved their mode of operation.

129



NICOLAE MARINESCU

REFERENCES

Balasescu, M. -Distribusia bunurilor de consum finalnfomarket, 2005;

Cox, R., Brittain, P. Retail Managemen2nd edition, Pitman Publishing, 1993;
Dunne, P., Lusch, R.Retailing 5th edition, South-Western, 2005;

Liebmann, H., Zentes, J.Handelsmanagemen¥ahlen, 2001;

Marinescu, N. -Contribwii privind perfegionarea managementului intreprinderilor
mici si mijlocii din comer i turism, Universitatea Transilvania Byav, 2006;

Mercioiu, V.s.a. -Management comercigEconomid, 1998;

Naghi, M., Stegerean, R. Managementul unitilor din turism si comer, vol. Il
Ecoexpert, 2001,

Nicolescu, O. -Managementul intreprinderilor micii mijlocii: concepte, metode,
aplicarii, studii de cazEconomid, 2001;

Nicolescu, C., Borcos, L., Bara, 0180 de zile in EuropaCNIPMMR, 2007;

Tietz, B. —Zukunftsstrategien fuer Handelsunternehpi2eutscher Fachverlag, 1993;

Vorzsak, M., Chifu-Oros, C. -Strategic Management Problems for Romanian
Tourism Companies: a Short Inventprinternational Conference “Small and
Medium Size Enterprises in European Economies aldO#er the World”,
Faculty of Business, Cluj-Napoca, p. 40-49, 2005;

*** _ Raport anual al sectorului IMM din RomanidNIMMC, 2005.

130



STUDIA UNIVERSITATIS BABES-BOLYAI, NEGOTIA, LIV, 4,2009

THE CHALLENGESOF SMESIN MODERN MARKETING

OANA PREDA!, IULIA FURDUI?

ABSTRACT. SME's are actually driving Romanian economy, esly after the
European Union integration, but the risk of failuseobvious due to the lack of
openness to the modern times.

SME’s need to upgrade their competitiveness arid khewledge about online
marketing and the complexity of the market. Mosttlké SME'’s disregard the
importance of marketing promotions services. Thieriret is also considered an
expensive and sophisticated way when it comes vertiging for small companies.
Wrong! The Internet offers unlimited resourcesraspnt, even many free promotional
services, even beyond the geographical bordersitddnonline promotions have a
great impact on the image of small businesses aauhpa big enterprises that invest a
specific amount of money on web advertising.

When talking about small businesses we confront ymdifficulties and
limited sources of promotion and advertising theref limited local promotion
online may be the winning solution.

Promotion and advertising beyond the geographmaldss is what SMEs should
focus on, getting an online identity and to expémedbusiness in a cost efficient way.

This article includes a research on the challetiggsSMESs are facing in the
modern times and the risk due to the lack of opssitewards it. It also presents
the advantages and disadvantages for an onlinessitt marketing promotion of
the small businesses through direct e-mail margetimd the cost efficiency of the
method used in the modern times.

Key words. modern marketing, marketing promotion servicedine marketing,
e-mail marketing, SMEs challenges.

JEL classification: M31

1. Introduction

Online marketing represents the process of bldimd maintaining online
relationships with customers which facilitate theleange of ideas, products and
services that meet the objectives of both pédrties

Online marketing mix is composed of 4 traditioelments (product, price,
promotion and distribution) together with two othexrommunity and branding.

Romanian-American University, Bucharest, ocpreda@gyaioon
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Community represents the relations built on comimyarests, leading to
satisfying the needs of the parties, otherwise lentd be satisfied. One of the
unigue aspects of the Internet is the high speedoofmunication and training
communities. It is very important what businessaetghese communities have on
small and medium enterprises and the feedback twespanies offer.

Branding plays two roles in marketing strategystFof all, branding is a result
of marketing activities performed by an enterpridéarketing programs affect
consumer behaviour and the impact the value dbrdwed and the brand itself have on
these consumers. Second, branding is a part of evarketing strategy, thus, any
marketing activity is more efficient if the brarsell known by consumers.

However, these six variables do not capture aketspof online marketing
activity; the concepts of individualization anddrdctivity are introduced for a
better understanding of the implications broughthis new activity that it is so
challenging for SMEs.

Individualization refers to the individual levekahange in terms of
marketing. In addition to interactivity, consumexspect a personal experience
with these online companies. Classical messages i€ same information to the
target market, when on the other hand internetwallthe company to initiate
personal messages to each customer in particultitgua strong relationship
with each consumer. Besides this, the customer damose the level of
individualization of the message according to isfgrences; therefore the level of
individualization can be controlled both by SMEsl dny customers.

Interactivity represents the bi-directional comimeation between
businesses and consumers, achieving through intedegel of dialog between the
two parties unprecedented in the history of econentertainly, consumers could
communicate with vendors in shops or with manageesscompany, but not to the
level at which internet allows. Thus, the commuti@ca to an extended target
market through television or radio is extended &bating, exchanging and
conversationwitch creates a challenge for SMEs for buildinsfrang relationship
based on continuous communication with each custamevidually.

Interactivity enables an online business to gerciistomers, offering them
online services for those who need more informati@ving lower knowledge about
the business and different searching servicesXpertes compatible with their high
level of knowledge. For example, an Acupuncture will direct potential customers
to a page that presents a video presenting a patienreceives treatment, a dictionary
with terms used in Acupuncture, a brief overviewtretments and testimonies of
patients who were treated successfully. Experiepe#idnts, however, can be taken to
pages containing information about the most resteties in the field or in the pages
that can schedule.

4 www.afaceri.net
5 Al.Nedelea Politici de Marketing in Turisngd.Economica,Bucuresti200, pag 232
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These important advantages offered by the Inteatletvs the customer to
find all the information needed about the SMEs padnits the companies to build
strong relationships with the clients in order to wheir satisfaction and loyalty on
a long time period.

2. Themain challenges that SMEs arefacing
- many customers ignore the email advertising canmgaig
- no face to face communication with clients;
- the easily comparison of prices with competition;
- most of the Romanian customers do not trust omaynents.

Reasonsfor using Internet as advertising SMEs:

- 14.6% of those who have a job are regularly udnegnternet;

- 87.6% of those who have a job use the internedifégrent purposes other
than work at least several times a week;

- 40% of users use the computer at work to purchalseeogoods;

- 36% of users use the computer at work to find aergtib;

- 45% of employers use the internet at work to pkacations;

- 46% of online holiday period are achieved in thekptace.
These reasons for using Internet as advertisingsShan only underline

the importance that Internet promotion has for samestors.

Table2.1:
Online purchases evolution between 2007-2009
2007 2008 2009
Internet users who buy online 39.7% 46,4% 50.9%
Number of online purchases 10,81 28,32 32,12
Amount of money spent online $70.21 $100.70 $102.90

Source: The UCLA Internet Report 2009

Online advertising is about getting the websitdrimt of the people who
are interested in your product or service. All y@mve to do is find the best terms
and phrases that people search for who would dkgutrchase exactly your goods
and services. In fact more and more small busimegsers are using online
advertising to market their goods and serviceshwir ttarget audience testing
different keywords to specific pages of their websn an attempt to get more
leads from their online advertising campaigns. $iasiness people are finding
out that without a doubt advertising online is thest way to sell their goods or
services to the Interrfet

® www.onlineadvertising.net
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According to various market research sources, keamgines outperform
all other online advertising media in driving \is# to web sites. Moreover, consumers
are five times more likely to purchase productera$eeing search listings versus
banner advertising. In fact, statistics show tHio¥dng:

1) 77% of Internet users employ search engines meguéntly than any
other online advertising media, surpassing bandey Web links, and e-mail links
as the leading tool for discovering information aba product or service.

2) 84% of Internet users who are online four or mboairs each day
reported they use search engines frequently t@desdVeb sites and find products
or services.

3) 55% of Internet users are more likely to purchagkne after seeing
search listings versus 9% for banner advertising.

3. Theadvertising structure of the Internet in Romania

The main forms of Internet advertising in Romania: banners, links
sites, news bulletins and e-mails.

Table2.2:
Advertising market between 2007-2009 (USD)
2007 2008 2009
Banner 730 000 745 000 760 000
Links 45 000 52 000 59 000
Newsletter 210 000 225 000 255 000
Others 200 000 235 000 250 000
TOTAL 1 185 000 1257 000 1 324 000

Newdetters: Although not sufficiently developed at presehg tncreasing
number of internet users together with a highetityuaf sites made Romania will
increase the number of visitors who register onsitee In this way, the newsletter
will be sent to subscribers of its website as aractive advertising tool allowing
SMEs to target a well defined category of customers

Advertising usingd' news bulletins® is perceived rather as a traffic growth
method than as a way to make money. For this reasewsletter history in
Romania is more like discussion lists, where a gaerjoin and withdraw at any
time, rather than some TV news.

Email marketing is a very powerful and valuable method of gettihg
products, services and ideas out there and if dagike, it can even earn you some
very good money. It allows the SME to form a reaghip with a variety of
prospects and customers which will certainly leadustomer loyalty. Nowadays,

" www.onlineadvertising.net

134



THE CHALLENGES OF SMES IN MODERN MARKETING

email has established itself as a powerful margetool for small and medium
enterprises offering an essential component otaée marketing.

Email design should be well presented in order to gain thenéte it
deserves. It is an increasingly powerful and affibfd way to turn prospects into
clients. It can be used to improve the relationdhiween a business and its
customers or to gain new customers. There are mmaagons to use email
marketing but often we end up focusing on the maneking aspect of it and lose
sight of the other areas that are also vital intbdd of email marketing.

Unlike direct mail, promotional email campaigns a@ constrained by
any limits or postal restrictions. Email marketiagd direct mail has long been
considered an effective marketing tool. One ofdbgantages of email marketing
is the cost efficiency, no print costs to contenttl ao postage to pay for.
Therefore, email marketing campaigns are considaneeconomic solution that is
available to all small and medium enterprises. Breaemail design is very
important to any email marketing campaign, the giesnakes the most of the
flexibility of this media. SMEs should establistsatf as a powerful and cost
efficient marketing tool that is essential compdnareffective marketing.

Most companies use email marketing to communicéteexisting customers
but many other companies send unsolicited bulk lemisb known as spam. They
make it very difficult for observers to distinguibktween legitimate and spam email
marketing. Some marketers report that legitimatenmoercial email messages
frequently get caught and hidden by filters. Nehaddss, it is somewhat less common
for email users to complain that spam filters bliegitimate mail.

Moreover, without print costs to contend with, dopes to buy and
address and postage to pay for, email marketirgnigconomic solution that is
available to companies of all sizes. Email has established itself as a powerful
marketing tool that is already an essential compbageffective online marketing.

Email marketing can often be an outstanding soafd®th new business
and especially repeat business. One of the greztalenges of email marketing is
email list building. Current customers are an deoglstarting point of the list
building efforts and can substantially increasedhstomer loyalty.

The emer gence of other advertising techniques:

- Lively advertising (using Shockware applications’ effects and comignin
video and audio) will attract more SMEs;

- The development o&-commerce will fill Internet with a wide range of
services and information, which will increase thamber of direct
investors and online advertising budget. In thig wee challenges of using
internet as a way of advertising of SMEs, will isase their openness to
the modern times and promotion techniques.
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Placing banners on Romanian sites takes place &%t through the
exchange of banners, with an exchange rate ofL1Thus, many sites avoid spending
money on advertising. Even if this type of adverjsbanners appear attractive, it is
very difficult to realize an effective advertisisgmpaign based only on the exchange
of banners, mainly because many visited sites adddislike this type of advertising.

Also the category of banner advertising includesniea link exchange.
This works on the principle of providing advertigiexchange, compared to 3:1,
2:1 or 1:1 (i.e. one, two or three exposures ofmaner supplied network provides
exposure to a banner site participant).

These relationships are formed by two parts:

1.Home advertising - selling advertising space to the network.

The sites listed are paid on the number of expesamd / or clicks registered;
charging per exposure / click is determined depgndn the volume of traffic on the
site, e.g. categories:

- Over 1 500 unique visitors per month;

- Over 3 000 unique visitors per month;

- Over 8 000 unique visitors per month.

The price offered by sites that host advertisieguork is no more than
50% of the selling price of advertising space.

2.Buyersof advertisng - buys a number of exposures / clicks in the nétwo
This can select sites that will display ads acogrtlh certain criteria (thematic or traffic).

Average prices for the purchase of advertisingespa

-Between $ 0.012 - $ 0.015 / exposure; least 5e3@osures;

-Between $ 0.3 - 0.5 $/ click; least 500 clicke (average click-through: 1-2%).

3.1. Networksthat deal with advertising through the I nternet in Romania
www.goldenbanners.ro

This network is a very dynamic exchange banner, limgated by Yellow
Pages in September 2000. It had a rapid growthtatiee participation of over 30
sites with different profiles (portals, search ewg, with fun and educational
content), owned by Yellow Pages bringing togethetoasiderable volume of
traffic. It offers 1 000 free entries and periogjgecial promotions. There are no
statistics publications offering the total numbeatffiliates.

- Affiliated sites + network theme sites: www.pagimiero, www.yellowpages.ro,

www.paginialbe.ro, www.whitepages.ro, www.cdauy www.pagitur.ro

www. paginet.ro, www.sigle.ro, www.logo.ro, offersore than 2 500 000

displays monthly in the network.

www.gr afstat.grafx.ro

It is a service launched in 1999 to provide fesghhical support for tracking
traffic on the site and on a banner link excharg®vork with purchasing advertising
space for websites on the network or outside tihsar&.
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* over 250 sites + affiliate network sites themanf Acasa.ro (Valentine -
Valentine employer, Martisor and Mother's Day, BgsChildren's Day, Christmas,
etc.) Totalling over 400 000 displays monthly ie tietwork.

www.AdServer.ro

A network banners launched in 1999, which incluties: Mirabilis (6 sites) +
related sites (6 sites like www.catavencu.ro, wvamina.ro, www.radio21.ro). Most
visited site: catavencu.ro (24 000 visitors per thin

www.telli.com

It is a global news network that functions as aieagdency. It sells advertising
for media sites in Romania:

Ziua on-line (http://www.ziua.rand_http://www.ziua.nt
Evenimentul Zilei (http://www.expres.yo

Monitorul (http://www.monitorul.ry

ProSport (http://www.prosport.yo

National (http://www.nationalpress.yo

Mediafax (http://www.mediafax.)o

ProTV (http://www.protv.ro/ch&x

Top100 (http://www.top100.)o

Romanian portals for purchase of advertising space:
http://www.click.ro

http://www.acasa.ro

http://www.rol.ro(PC-NET)

ONoghkrwdE

An international network of banners for buying lling advertising space
and includes some Romanian sites is www.valueclick

* Related sites: 10 200;

 Ads: 40 000 000 per day.

Reasonsfor using the I nternet market for SMEs:

- The action of social networking, which generagegery high traffic and
multiple opportunities that have a great impactonsumers;

- Need for information and entertainment, whicha@mages communities
to spend increasingly more time online, more andenodten.

The customers’ attachment to the traditional metliannels and the lack
of understanding of how online advertising works #re main inhibitor factors for
the Internet market.
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4, Conclusions

The Internet offers unlimited resources at preseat SMEs are using as
promotional tools, customers being able to purclias®ls and services virtually
anywhere, 24 hours a day, 7 days a week, withoagrgphical and temporal
boundaries.

Email marketing is by far the most cost effectivay to market going into
the future, much cheaper than the media investnmnsinted information about
the products or services traditionally used. As @denn marketing tool, online
marketing offers the small and medium companieptssibility to save money by
having a cost efficient marketing campaign and bilding strong relations with

customers.
Online advertising is about getting the websitdrant of the customers

interested in products or services offered by thmmany. More and more small
business owners are using online advertising tcketdheir goods and services to
their target audience testing different keywordsgecific pages of their website in
an attempt to get more leads from their online disieg campaigns.

We believe that only by becoming more open to rtieern marketing
tools, SMEs will increase the number of online oostrs and will drive the
Romanian economy into European Union regulations.
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ABSTRACT. The purpose of our study was first to investigitewhat extent
Transylvanian SMEs conduct planning activities #tidese activities take the form of
written strategic plans. We have analyzed thesecéspccording to firm size and main
filed of activity. Then we investigated if SMEs leaformulated a mission statement
and we tried to determine if this is influencedfégtors such as company size or field
of activity.

An element of strategic planning is the formulatidigoals so we wanted to know
what areas the firms participating in our study algectives for and if there is any
connection between these areas and company siiledoof activity. We were also
interested to know which the overall objectivehef tompany is for the next two years.

Key words: strategy, strategic planning, mission, objectives

JEL classification: L10, L21, L26, MOO

I ntroduction

Al Ghamdi, 2005 considers that nowadays, the use siategic
management is not optional any more, beinghandatory decision in front of
serious challenges that organizations have beeerriexging. Also the author
considers that the need for developing a strategyiticreased due to globalization,
technology advancement, deregulation, emergingesd markets and industries,
and economic restructuring. He cites Wilson (198Bp considers that navigation
through such an environment requires a strategigpess.

Strategic management, ie strategy content and gsdstrategic planning)
is widely considered to be one of the factors timattribute to small firm growth
(Rue and lbrahim, 1998; Kraus al, 2008 in Kohtamaki et al, 2008). Osbourne
(1995) maintained that only about one-third of tstgr entrepreneurs create
comprehensive marketing and financial plans andgehoho do so increase the
probability of venture success. (in French, Kelig ddarrison, 2004)
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Herter (1995, in French, Kelly and Harrison, 20@fjnions that every
business, regardless of size, needs an effectivepiehensive business plan as the
process of developing the plan forces the entrepmeto think about the harsh
“reality” of the business world, rather than thersm@ommon dream world. He
believed that this is a necessary first step tovgaitess and that it should have a
well-defined format and parts. It should answer-algequestions such as where
are you now, where do you want to be, and, mosbrtaptly, how are you going
to get there?

Planning provides three benefits to people engaigediew venture
development: (a) planning facilitates faster decisnaking by identifying missing
information without first requiring the commitmenf resources; (b) planning
provides tools for managing the supply and demdn@spurces in a manner that
avoids time-consuming bottlenecks; and (c) planniohgntifies action steps to
achieve broader goals in a timely manner (Delmdr&tmane, 2003).

Numerous studies have been conducted to establ&ther there is a
relationship between planning activities and pen@mnce. Their findings
emphasized the importance of planning for smalin®ass success and profitability.
Small businesses that engage in contemporary gitateanagement practices tend
to outperform those that do not (Naghi, Negrusa&,aGR009). The results of an
investigation on manufacturing firms in Jordan tnategic planning- performance
linkage, indicated that strategic planners tenacttieve higher return on assets and
growth rates in revenue. Also, it was found thaategic planners possess better
ability to adapt to their external environment, arere able to attract quality labor
force, have higher level of job satisfaction amdingir employees, and are more
able to retain their current human resources (Adr@mari, Hussam; Hussein.,
2007). Schwenk and Shrader (1993) conducted a amstiysis on the effects of
formal planning on small firms’ performance. Theseosziewed 14 research studies
that investigated the link of planning to perforroann small firms and they found
that some researchers claim that formal stratelgioning provides structure for
decision making, helping small business managdes @aalong-term view, and, in
general, benefits small firms while others concltiugt formal strategic planning
has no potential payoff for small firms becauss # heady, high-level, conceptual
activity suited solely to large firms and therefdras no effect on the financial
performance of small firms. Their analysis is cetest with the claim that
strategic planning promotes long-range thinkingluces the focus on operational
details, and provides a structured means for ifjémgj and evaluating strategic
alternatives, all of which improve firm performance

Strategic planning can contribute to performancegbgerating relevant
information, by creating a better understandinghef important environment, and
by reducing uncertainty (Hodgetts and Kuratko, 200Kraus, 2008). According
to Schwenk and Shrader (1993) strategic planningldhbe seriously considered
by small firm managers. Regardless of whether phanis highly sophisticated
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(Bracker et al., 1988 in Schwenk and Shrader 19®@3jacilitated by "outsiders"
(Robinson, 1982 in Schwenk and Shrader 1993), roplgi accomplished in spite
of severe resource constraints (Mulford, ShradeHatasen, 1988 in Schwenk and
Shrader 1993).

The lack of a strategic business plan in smallrimssies leads to outdated
management practices, including an autocratic sifflmanagement practiced by
the managing director or the proprietor. Businessigion making is affected
because no one other than the managing directmoprietor can make a decision
because other people in the firm do not know whiggebusiness is going or how it
is going to get there. Consequently, the poteatidlty of human resources within
the firm is undermined and underutilized (Claytd®9@, in French, Kelly and
Harrison, 2004).

The purpose of our study was first to investigate what extent
Transylvanian SMEs conduct planning activities d@nthese activities take the
form of written strategic plans. We have analyZeesé aspects according to firm
size and main filed of activity. Then we investegif SMEs have formulated a
mission statement and we tried to determine if ihisfluenced by factors such as
company size or field of activity.

An element of strategic planning is the formulatajrgoals so we wanted
to know what areas the firms participating in otudy set objectives for and if
there is any connection between these areas andacynsize or filed of activity.
We were also interested to know which the overajiective of the company is for
the next two years.

Resear ch methodology and sample characteristics

Our paper is concerned with studying the strat@tanining activities of
Transylvanian SMEs. We have conducted a questicaaised survey with their
entrepreneurs or managers. The sample compriseSIKES from Transylvania (
Alba, Bihor, Bistria-Nasiud, Braov, Cluj, Harghita, Hunedoara, Maramgre
Mures, Silaj, Satu-Mare, Sibiu, Timbara Counties).

Data collection was conducted via personal intevsielone by operators.
The questionnaire was accompanied by a letter iexpipthe project and assuring
respondents of the confidentiality of their answers

Romania has a service oriented economy and théhagvn also by our
sample structure, the vast majority of the compaaigting in the field of services
(36.3%) and commerce (37.2 %). Over 95% of the @migs participating in this
study are Limited Companies. 45.6% of the compawie® founded in the period
1991 - 2000. The average turnover of the questicoetpanies in 2007 has been
6783340.21 RON (approximately 2 million Euros).
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Sample structure

100% -

80%-

| 50-249
@10-49
0-9

60%-

40%+

20%-

0%+

Production Senices Commerce

Fig. 1. The structure of enterprises based on number pfemes and
main field of activity

Analyzing the structure of manufacturing comparsasveyed by the total
number of employees it can be observed that 40%eaf are medium size companies,
38.3% are small companies, 21.7% being micro-emgeg Same criterion applied to
services companies reveals a structure consistidg.6% micro- enterprises, 43.9%
small and 8.5% medium sized companies. The steia@ircommerce enterprises
includes 42,9 % micro-enterprises, 45.2% small @ngs and 11.9% medium
enterprises. The highest proportion of micro-emisep is acting in the service sector,
while small companies are most numerous in thestrlids not surprising that most
medium-sized companies operate in the field of yrtadn.

Findings and discussion

The first purpose of our paper is to identify wieetthe Transylvanian SMEs
conduct planning activities and what type of plagractivities (formal/informal) they
engage into. Regarding the conduct of planningities, 89.4% of the participating
SMEs’ responded affirmatively. Out of these, 50%belate written strategic plans.

250

200

150 N -
0O Companies elaborating

w ritten strategic plans

100+ @ Companies not elaborating

w ritten strategic plans

50+

i

Companies not Companies
conducting planning conducting planning
activities activities

Fig. 2. Strategic planning activities
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Analyzing the response of companies in terms ofaging in strategic
planning activities using the size criterion, weedbthat all medium sized companies
have declared they perform strategic planning itiesv We appreciate as a positive
aspect the fact that only 4.42% of the micro-emiggp and respectively 6.19% of the
small companies do not engage in strategic planattyities. The same aspect
analyzed depending on the main field of activityegds that the highest proportion of
companies stating they do not perform strategicwjte activities are services
companies, while the highest proportion of compaeiegaged in strategic planning
are the commerce enterprises. The lowest perceofagempanies not engaged in
strategic planning are recorded among manufactaonganies.

Table1:
Strategic planning activities according to fieldaativity and company size

Planning Number of employees Main field of activity
activities - I Total
(%) 0-9 10-49 50-249 | Production | Services | Commerce
No 4.42 6.19 0.00 1.33 4.87 4.42 10.62
Yes 34.51 36.73 18.14 25.22 31.42 32.74 89.38
Total 38.94 42.92 18.14 26.55 36.28 37.17 100.00

Formalization indicates the degree to which stiatptans exist in written
form. Previous empirical evidence supports the viat formalized planning
increases performance. Researchers opinion thdt bosnesses which adopt a
more formal planning process will place greater leagjis on improving the quality
of the strategic decision making process and assaltrof the formal planning
process, small firms consider and adopt more sfieg€Lyles et al.,1995).

Most companies that develop written strategic plkmesthe manufacturing
enterprises (35.29%), but their number does nderdgignificantly from that of
enterprises in trade and services (32.35%). If aresicler the size of the firm, most
companies that have responded affirmatively arselwgth 10 to 49 employees.

100.00
90.00
80.00
70.00
60.00
50.00
40.00
30.00
20.00
10.00

0.00

W 50-249 employees
@ 10-49 employees

@ 0-9 employees
2 Commerce
O Senices

0 Production

Fig. 3. Elaboration of written strategic plans by mairdief activity and company size
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Most companies stating that are not developingtevristrategic plans are,
depending on the field of activity the commerce parnies, and depending on size
the micro- enterprises.

The development of a mission statement is the sifrthe strategic
management process, providing context for stragegiereference point for strategy
selection (James, 2004) and resource allocatiosioled¢Bart, Bontis, Taggar, 2001).
Also mission statements motivate the behaviorsygfleyees toward the achievement
of organizational goals (Bart, Bontis, Taggar, 2084 it promotes a sense of shared
expectations among all levels and generations @lames and consolidates values
over time and across individuals and interest gg¢Bparce, Robinson, 2007).

The principal value of the mission statement issipgcification of the
firm’s ultimate aims (Pearce, Robinson, 2007). #nfs Mission will define the
market the firm operates in, and express produasts services in terms of the
customer’s need.

100% 13.51 1905
90%| 35.98 :
80% 43.24 :
@ 50-249 employees
70%- 51.35 41.27 B 10-49 employees
60% 1 @ 0-9 employees
50%- 35.9 O Commerce
40%- 37.8 B Senices
30% 1 39.68 O Production
20%1 35.14 28.04 ,
10% 18.92
0%- No Yes

Fig. 4. Mission statement

Regarding the formulation of a mission statemerer 83% of the companies
participating in the survey answered affirmativelylost companies have not
formulated a mission are small and depending orstbpe of the commerce activity.
An equal percentage (35.98%) of firms acting in $eevices and commerce field
declared they had formulated a mission. The Arglgéithe same aspect by the
criterion number of employees showed that smatidiare those who have declared to
the greatest extent (41.27%) they have formulatagsion statement.

Chi square test did not reveal an overall signifidenk neither between
company size and formulation of a mission (chi sgqual439, N =226, df =2, p =
0,487) nor between the field of activity and thenfalation of a mission (chi
square = 1419, N = 226, df = 2, p = 0,492). Sa@eaneral, neither the size nor the
field of activity can be considered determinant®@fanizational behavior when it
comes to mission statement formulation.

144



ELEMENTS OF STRATEGIC PLANNING PRACTICES IN TRANSYANIAN SMEs

However, analyzing the link between firm size amdnfulation of a
mission it can be observed that for manufacturingd, there is a significant link
between the two variables (size versus formulatission, chi square = 8.01, N =
60, df = 2, p = 0018 <0.05), about average intgn&bntingency coefficient =
0.343). Specifically, we noted that all medium dizgoduction companies have
formulated a mission, unlike medium sized firmsther fields of activity. In the
case of small and micro-enterprises, the percerdbgempanies who formulate a
mission statement is not influenced by their masfdfof activity.

Since most of the companies in today's world semvtr as a direction
towards higher earnings their objectives are rélaegrowth. None of the SMEs who
responded to our questionnaire did aim for the Repdars to sell or close the business,
more than 57% of companies having established ¥heealb objective of moderate
expansion of business. An approximately equal pésge of SMEs (about 21%)
intend a moderate expansion of activity or to na@mnturrent business dimensions.

Table 2:
Future direction of the business by company sizkfietd of activity
Number of employees
Total
0-9 10-49 | 50-249
. . Number of
Sfagé? thpansmn companies 0 3 5 8
i Percentage| 0.00 | 5.00 | 833 | 13.33
Modera:te Number_of 9 14 13 36
expansion of companies
. |General |activity Percentage| 15.00 | 23.33 | 21.67 | 60.00
Production e —
objective |Maintain current |Number of
. . 4 6 6 16
business companies
dimension Percentage| 6.67 10.00 | 10.00 | 26.67
Number of | 5 23 24 | 60
Total companies
Percentage| 21.67 | 38.33 | 40.00 |100.00
. . Number of
Rapld_ expansion | companies 10 4 4 18
of activity
Percentage| 12.20 4.88 4.88 21.95
Modera_te Number_of 23 21 3 47
expansion of companies
. General |activity Percentage| 28.05 | 25.61 3.66 | 57.32
Services S ——
objective |Maintain current |Number of
. . 6 11 0 17
business companies
dimension Percentage| 7.32 13.41 0.00 | 20.73
Number_of 39 36 7 82
Total companies
Percentage| 47.56 | 43.90 8.54 |100.00
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Number of employees
Total
0-9 10-49 | 50-249
. . Number of
Rfapm; gtxpansmn companies 10 11 1 22
oractvity Percentage| 11.90 | 13.10 | 1.19 | 26.19
Moderqte Number.of 17 29 7 46
expansion of companies
General |activity Percentage| 20.24 | 26.19 8.33 54.76
Commerce | - . —
objective |Maintain current |Number of
. . 9 5 2 16
business companies
dimension Percentage| 10.71 5.95 2.38 | 19.05
Number.of 36 38 10 84
Total companies
Percentage| 42.86 | 45.24 | 11.90 |100.00

Even thou in general there is no link neither betvéhe field of activity
and the overall objective for the next two yeats éguare = 3915, N = 226, df = 4,
p = 0,418) nor between the company size and theabhvabjective (chi square =
0831, N = 226, df = 4, p = 0,934),it could be idiged a partial link in the case of
service firms between size and the general obestet for the next two years (chi
square = 10,064, N = 82, df = 4, p = 0039 <0.0%)wan average intensity
(contingency coefficient = 0.331). It is worth miening the fact that no service
firm aims at maintaining current business dimenstbry wanting a moderate or
rapid expansions of activity.

Regarding the areas for which investigated SMEslsjetctives, the results
show that: 77,9% of SMEs have established goalssébes volume, 66,4% for
profit, 38.5% for the return on investments, 28,&%ocapital growth, 39,8% for
market share, 50,4% rate of profit, 19.5% for in&dlonal expansion. The
percentage of companies who have not set any olgastsmall, only of 4.42%.

Tests reveal the existence of a link between timepamy size and setting a
target for profit level (Chi Square = 10,244, N262df = 2, p = 0006 <0.05) but of
low intensity (contingency coefficient = 0,208). 1§17.9% of the firms that do not
set goals in this sense are middle sized compasiespmpanies that do not set
goals in terms of profit are those who have less t60 employees, they trying
mainly to cover the costs in order to keep thenesein business.

A low intensity link (contingency coefficient = 08pwas also identified
between the company size and setting a targeeforr on investment (Chi Square
= 6572, N = 226, df = 2, p= 0037 <0.05). 87% oinfir with less then 50
employees have not established goals in this redhisl revealing that lack of
financial resources which prevents them to cartysagh activities

The same low intensity link (contingency coeffi¢ien0,167) exists between
setting a target for market share and company(€lzeSquare = 6493, N = 226, df =
2, p= 0039 <0.05). It can be observed that 84.56&empanies that do not establish
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objectives for this area are micro and small enta@p, this emphasizing the lack of
interest of these companies regarding the marke¢ shey hold

There weren'’t identified any links between the campsize and setting
targets for sales volume, capital growth, the rafereturn or international
expansion of activity.

Regarding the influence of the field of activity dime establishment of
measurable objectives, the only link found was ketwthe field of activity and
setting a target for sales volume (Chi Square 848,N = 226, df = 2, p = 0000
<0.05, contingency coefficient = 0,336), 68% ofrfs that do not set a target for
this area being service companies.

Conclusions

Only 45.1% of SMEs participating in our study sthtbat they prepare
written strategic plans. In this sense we belidwa practitioners should be more
involved in activities of formal planning. Develogi a business plan would help
them to identify more easily opportunities and sigk the marketplace, so being
able to take measures in time, thus increasing ttiginces of success. Previous
empirical evidence supports the view that formaizelanning increases
performance.

A positive aspect is the fact that over 83% of itheestigated companies
declared they have formulated a mission. Generattpuld not been identified a
link between the formulation of a mission and comypsize or field of activity. An
average intensity link was identified between figize and formulation of a
mission for manufacturing firms.

Regardless of main field of activity, more that 50%the SMEs intend a
moderate expansion of activity for the nest tworgeblor the size neither the field
of activity influences the overall objective estabéd. Only an average link has
been established in the case of service firms lBtwseze and the general objective
set for the next two years.

The percentage of companies who have not set gagtode is small, only
of 4.42%. Tests reveal the existence of a low sitgrink between the company
size and setting a target for profit level, betweempany size and setting a target
for return on investment and between setting aetafgr market share and
company size. There weren'’t identified any linkéween the company size and
setting targets for sales volume, capital growtle, tate of return or international
expansion of activity. Regarding the influence be tfield of activity on the
establishment of measurable objectives, the onky/flbund was between the field
of activity and setting a target for sales volume.

147



148

OANA ADRIANA GIC A, IOAN POP, MARIUS BOTA

REFERENCES

Bart, C.K., Bontis, N. and Taggar, S. 2001, 'A mlode the impact of mission
statements on firm performandgfanagement Decision, vol. 39, no. 1, pp. 19-35.

Delmar, F., Shane, S. (2003), Does Business Plgriraeilitate the Development of
New Ventures?3rategic Management Journal., 24: 1165-1185

French, S. J., Kelly, S. J., Harrison, J.L. (2004g role of strategic planning in the
performance of small, professional service firm#murnal of Management
Development, 23 (8), pp. 765-776

Al Ghamdi, S. M (2005), The Use of Strategic Plagntools and Techniques in Saudi
Arabia: an Empirical Studynternational Journal of Management, 22 (3),pp. 376-395

James,P., 2004, Strategic Management Meets Knowldtlgnagement: a literature
review and theoretical frameworkGtKM Research Forum

Kraus, S., Harms, R., Schwarz, E. J.(2006), Stafggnning in smaller enterprises —
new empirical findingsManagement Research News, 29 (6), pp. 334-344

Kohtaméki, M., Kraus, S., Kautonen, T., Varamaki, (F008), Strategy in small
growth-oriented firms in Finland: a discourse asyapproachEntrepreneurship
And Innovation, 9 (3), pp 1-10

Lyles, M.A., Baird, I.S., Orris, J.B., and Kuratk,F. (1995) Formalized Planning in
Small Business: Increasing Strategic Choicdeurnal of Small Business
Management, 31, 2, 38-50

Naghi, M., Negrga, A.L, Gida, O.A. (2009) An analysis of Transylvanian SMEs
strategic actions, "2 International Management Conference “Managerial
Challenges of the Contemporary Society”, FacultyEabnomics and Business
Administration, Cluj-Napoca

Pearce, J.A., Robinson Jr., R. B, 20B@rmulation, Implementation and Control of
Competitive Srategy, McGraw-Hill/lrwin, New York

O’'Regan, N, Sims, M. A. (2008), Leaders, loungirggards-The strategic-planning-
environment performance relationship re-visitednanufacturing SMEsJournal
of Manufacturing Technology Management , 19 (1), pp. 6-21

Al-Shammari, H. A., Hussein, R.T. (2007), Strategianning-firm performance
linkage: empirical investigation from an emergemtrket perspectiveddvancesin
Competitiveness Research

Schwenk, C. R., Shrader, C. B. (1993), Effects ofnkal Strategic Planning on
Financial Performance in Small Firms: A Meta-Anady&ntrepreneurship Theory
and Practice, 17 (3), pp. 53-64.



STUDIA UNIVERSITATIS BABES-BOLYAI, NEGOTIA, LIV, 4,2009

THE CHANCE OF SME’S IN TODAY’S MARKET
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ABSTRACT. Once Romania entered the European Union the stixdathe market
and its demands increased in such a way that theaRian SME’s had to adjust in
order to survive. Their financial efforts were ddesable high and the expected results
came only for a few of them. One of the main cawges the unfit adjustment to the
real cash flow of the market. Some of them matteaugh and even expended, proving
to the European world and economy that Romaniarpaaies are competitive and
worth taking into consideration. Some of them died.

In today’s conditions, the situation tends to getse. Due to the extended crises,
few SME'S are expected to maintain position, angefeto survive. As optimistic as
we all may be, without proper access to Europeahirernal founding programs
to sustain them, the lack of money will bend thamiolution and further more the
entire economic growth.

Key words: SME’s, competitiveness, European market, moneydimg programs

JEL classification: Al; A10

Introduction

Many of Romanian SME’s pass today through a hanbgé¢hat comes after
two years of confrontation with the realities ofr&pean Union (EU) competition
market system.

Because of the lack of resources and strength tdemae in order to
align to European standards and demands, in thietdo years after acceding EU
there has been registered a decrease of SME’s muifitie bankruptcies registered
because of the up mentioned causes are a stadiatity. But, on the bases of the
economy with the highest growth rhythm registere®008 new SME'’s appeared,
their owners being mostly from EU member countries.

The SME’s market has been sifted ones. The glotisés will sift them
again. The survival of this sector depends on sglthe financing problems as
well as the evolution of the market, more and nua@pressed.
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A reason for concern is the restrain of the agtiaiid the diminution of large
companies’ production, SME’s being most of the tisabcontractors for them. Mr.
Marian Mihut, president of National Union of RomamiEmployers affirms that 30%
of SME’s will suffer bankrupt this year, this onbeing the beginning. Beside the
personal reorganization inside large companiesSME'’s sector will show the same
signs of disease. Other fears concern the paymergugpliers, difficulties in
contracting credits and ending the financial yetn ¥osses. In the same time one of
three companies is afraid of bankruptcy. The ditidmuof orders could lead to a
“domino effect” on liquidity, profitability and enhpyees.

As the construction of this year’'s budget is basedusterity criteria, its
philosophy being the drastic reduction of publipexditure, not even those orders
will come to SME’s at last year's level. To thateonan add the much debated
problem of flat-rate tax.

In Romania there is a permanent search for sollfioerder to sustain the
SME'’s, the providers for two third of working plagedy intensifying the contacts
between Government, social partners, national kemk other factors that can
contribute to defining a coherent politic for theld.

It still wagers on the intense absorption of stiradtfunds, but other solutions
and methods of unblocking the credit system ark lgwin order to provide financing
for the sector. One of these is the facility for SMoffered by Investment European
Bank (BEI), a global loan, contracted by MinistfyRublic Finances. This facility is
often accessed by financial agents and consisisceédit line granted by a financial
institution or bank that lend at their turn BEI ol to SME’s in order to finance projects
for this sector. The problem might be the bureayceand difficulty of accessing this
founds, facts that sometimes lead to obtaining meadate they became worthless.

I. Theoretical notions

Market economyis an economic system characterized by the fattlhiea
economic objective purchased by most companiasatainal level is maximizing
the obtained profit, the function and managementarfpanies rely mostly on
economic levers, market has a deciding role inimgghe national economy and
private property is predominant.

Small and medium-sized enterprises (SMEsjre often referred to as the
backbone of the European economy, providing a patesource for jobs and
economic growth. SMEs are defined by the Europeanrfission as having less than
250 persons employed. They should also have arabhtumover of up to EUR 50
million, or a balance sheet total of no more thddRE43 million (Commission
Recommendation of 6 May 2003). These definitiores important when assessing
which enterprises may benefit from EU funding paogs aimed at promoting SMES,
as well as in relation to certain policies suchSME-specific competition rules.
European Commission policy in relation to SMEs iainly concentrated in five
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priority areas, covering the promotion of entrepreship and skills, the improvement
of SMES' access to markets, cutting red tape, rifgavement of SMEs' growth
potential, and strengthening dialogue and conguitatith SME stakeholders.

Competitivenessis a complex concept which, at a general levelresges
the ability of persons, companies, economies, regio maintain competition on
the internal and / or especially international scahd to get, in terms of a specific
business environment, economic benefits, resuliimgconstant increases in
productivity and standard of living.

There are several categories of factors influenec@nomic development:

Basic factors, such asatural climate and conditions; productive soil;
proximity of geographical placement; basic inpuisthe technological process;

. health and ecology conditions; qualification andure of manpower.

Advanced factors (comparative and competitive)hsag: knowledge and
evaluation resources (know-how); information; impstudies; cost profit analysis
etc.; access to the capital investments (finanoalk market; capital market);
professional specialized services which allow gladggproaches of the markets
(ITC; logistics; communication and distribution wetks).

Integrative factors (competitiveness and qualigQich as: conditions of
supply; financial and loan sector; business sesyigewerful business associations and
tight connections with research institutes; indaltcooperation; level of internal
competitiveness; assets and withdrawn resourcagany and sector strategy.

Il. SME’s overview

In order to speak of the actual situation of SMHE’'Ss important to
establish a trend over the past 18 years.

In accordance with the data provided by The Natidhade Register
Office (table 1) the highest registration rate dompanies was recorded in 2005.
The lower, except 1990 was recorded in 2009 (cenisig the existing data
without estimations), fact that reflects “the statenind” of the present economy.

Table 1
Number and structure of incorporations in the trastgsters during
December 1990 - May 2009
Period (year, month) Registered companies Structuréo

Total 1901373 100
Year 1990 81 0,00
Year 1991 95840 5,06
Year 1992 137456 7,26
Year 1993 117078 6,19
Year 1994 137445 7,26
Year 1995 65479 3,46
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Period (year, month) Registered companies Structur@o
Total 1901373 100
Year 1996 62089 3,28
Year 1997 55663 2,94
Year 1998 63878 3,38
Year 1999 57197 3,02
Year 2000 57291 3,03
Year 2001 61265 3,24
Year 2002 84780 4,48
Year 2003 123582 6,53
Year 2004 144284 7,62
Year 2005 159464 8,43
Year 2006 135371 7,15
Year 2007 144728 7,65
Year 2008 144177 7,58
Year 2009 (months 1-5) 54225 1,24

Source: ONRC statistic report May 2009

Number and structure of companies registration

% of total
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Fig. 1. Number and structure of incorporations in theareshisters: 1990 - May 2009

In what companies’ distribution by counties is camed, table 2 reflects the
transition of each category of operations fromax ye another for the last 18 years.
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Table 2:

Operations performed in the trade registers bygoaites of registration
during December 1990 — May 2009;

Counties Total of registered out of which :
operations Registered Changes in Strike off
companies statutory companies
documents
No. % No. % No. % No. %
Total ROMANIA | 11863493| 100, 1901378 100,0 9381352 1(00,0 58076%,01
ALBA 171309 15 30089 1,6 | 134882 | 1,5 6338 1,1
ARAD 268084 2,3 46182 24 | 209921 | 2,3 | 11981 | 2,1
ARGES 281334 2,4 48400 26 | 222181 | 2,4 | 10753 | 19
BACAU 260555 2,2 47179 25 | 200519 | 2,2 | 12857 | 2,2
BIHOR 350722 3,0 58066 3,1 | 276046 | 3,0 | 16610 | 2,9
BISTRITA- 136944 1,2 23123 1,2 | 106680 | 1,2 7141 1.2
NASAUD
BOTOSANI 107055 0,9 23182 1,2 77393 0,8 6480 1,1
BRASOV 463456 4,0 59163 3,1 | 390361 | 4,3 | 13932 | 2,4
BRAILA 185076 1,6 25926 1,4 | 154500 | 1,7 4650 0,8
BUZAU 201909 1,7 34290 1,8 | 155718 | 1,7 | 11901 | 2,1
CARAS-SEVERIN | 139002 1,2 23138 1,2 | 106494 | 1,2 9370 1,6
CALARASI 107095 0,9 19084 1,0 82514 0,9 5497 0,9
CLUJ 526659 4,4 88201 4,6 | 419727 | 45 | 18731 | 3,2
CONSTANTA 500589 4,2 79182 4,2 | 392747 | 4,2 | 28660 | 4,9
COVASNA 103990 0,9 16278 0,9 82589 0,9 5123 0,9
DAMBOVITA 171938 1,4 35311 1,9 | 122008 | 1,3 | 14619 | 2,5
DOLJ 314384 2,7 49851 2,6 | 249788 | 2,7 | 14745 | 25
GALATI 304856 2,6 44973 24 | 244460 | 2,6 | 15423 | 2,7
GIURGIU 93612 0,8 15680 0,8 72478 0,8 5454 0,9
GORJ 189389 1,6 22395 1,2 | 159913 | 1,7 7081 1,2
HARGHITA 174102 1,5 29655 1,6 | 138054 | 1,5 6393 1,1
HUNEDOARA 239886 2,0 38454 2,0 | 187195 | 2,0 | 14237 | 25
IALOMITA 111186 0,9 17711 0,9 86940 0,9 6535 1,1
IASI 387815 3,3 61628 3,2 | 311672 | 3,3 | 14515 | 25
MARAMURES 242479 2,0 48220 25 | 182003 | 1,9 | 12256 | 2,1
MEHEDINTI 125325 1,1 21117 1,1 95767 1,0 8441 15
MURES 334801 2,8 47749 25 | 271660 | 2,9 | 15392 | 2,7
NEAMT 259513 2,2 41044 2,2 | 202799 | 2,2 | 15670 | 2,7
OLT 145867 1,2 26441 1,4 | 109624 | 1,2 9802 1,7
PRAHOVA 401240 3,4 63366 3,3 | 319916 | 3,4 | 17958 | 3,1
SALAJ 101695 0,9 18826 1,0 76934 0,8 5935 1,0
SATU MARE 184009 1,6 32291 1,7 | 140426 | 1,5 | 11292 | 19
SIBIU 266580 2,2 37220 2,0 | 219155 | 2,3 | 10205 | 1,8
SUCEAVA 278953 2,4 47550 25 | 213112 | 2,3 | 18291 | 3,1
TELEORMAN 130007 1,1 21616 1,1 | 103170 | 1,1 5221 0,9
TIMIS 393133 3,3 67433 3,5 | 307092 | 3,3 | 18608 | 3,2
TULCEA 142073 1,2 19472 1,0 | 116704 | 1,2 5897 1,0
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Counties Total of registered out of which :
operations Registered Changes in Strike off
companies statutory companies
documents
No. % No. % No. % No. %
VASLUI 149243 1,3 23907 1,3 | 116113 | 1,2 9223 1,6
VALCEA 179196 15 30807 1,6 | 138370 | 1,5 | 10019 | 1,7
VRANCEA 144582 1,2 23020 12 | 116179 | 1,2 5383 0,9
BUCURESTI 2357589 | 19,9 | 357795 | 18,8 | 1876070| 20,0 | 123724| 21,3
ILFOV 181424 15 34254 1,8 | 139737 | 1,5 7433 1,3

Source: ONRC statistic report May 2009

I1l. General economic frame — influent factors

According to Niculae Idu, Head of the European Cadssion
Representative Office in Romania, Romania facestisés without having solved
the structural economic problems which date backh& period of economic
centralism and it has not gained a competitivellavallow it to perform well on
the European market. The economy is insufficiedilyerse and competitive. In
addition, certain evolutions from the political spem have determined a
reduction of Romania’s access to international itsgdt is about the decisions
adopted before and during the electoral campaigm f2008, regarding the
increase of certain budget expenses which havendieied the rating agencies to
lower the country rating so that access to thermational financial market has
become difficult. We should also add the reactidnfaveign investors whose
willingness to invest in a country where spendin@lit money does not appear to
be carried out in a rigorous manner has decreadesl.effects of the crisis in
Europe have also been reflected in the deliverfethe Romanian workers from
abroad that were almost on the same level withdttect foreign investments, at
around EUR 8 billion. As a result of structural lplems, all these factors,
including the exaggerated level of the current antdeficit, because Romania has
spent more than it should have, have put the cpimta situation of having limited
means to deal with the crisis.

Furthermore, bureaucracy and the number of taxasedRomania among
the first in Europe but if we add up the level bése taxes, Romania is not the
country with the most burdening fiscal policy. Byopting the single quota of 16%
it has reduced the fiscal bureaucracy and has lgtieglinvestment.

According to a poll on over 1100 SME'’s, the strostgenegative
influencing factors are: a legal frame that doesrealistic stimulate the activity
(65%); instability and incoherence of legislativgstem; climate and social
tensions, lack of social stability; changes andtipal disputes (19,3%), that does
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not confer a continuity in management in importastitutions; the International

Monetary Fund politics for Romania are often in tcadiction with our economic

and social interests (15%); the integration in Bueopean Union, though wanted
has a negative impact on the activity, phenomengtaimed by the adaptation of
Romanian legislation to the European one (10%).

Among the factors with minimum negative impact diE3s activity are
privatization (2, 13%) and interethnic tensions1(a%).

Concerning the financing sources it has been shthah over half of
SME'’s function based on own resources (60%), 17%0dianks for loans and 8%
access other sources. The majority of those whe ¢eddits are in industrial sector
and the ones who invest their profit function mpgilservices sector.

Out of the multiple factors that have influencerotfe Romanian economy,
made 99% out of SME’s, we decided to focus on thstebated ones today.

Government Decision no. 34/2009: 3 problems

- The introduction of minimum mandatory tax on turaostarting May 1, 2009.
- Lack of deductibility for car and fuel purchase
- The cancelation of the facility on taxation of hithdreserves

The black economy accounted for 20% in 2008, aedotrerall tax fraud
regarding VAT exceeded RON 20 billion. 242.000 canips with a turnover of
RON 134 billion don't pay taxes; 85% of state budgwenues come from 12.000
companies from a total of 620.000 companies witlarzze-sheets. It is rather
strange though that 110.000 companies have a terrafess than RON 10.000
and only 67.000 employees, hence these compargesteather not operational or
commit tax fraud.

Faced with the fact that the mandatory forfeiting will have a negative
effect on SME'’s, the general official opinion isatht is not normal to stay in a
business that has losses every year since the puapose of a company is to
obtain profit.

Flat-rate tax

The mandatory tax on turnover has a negative elffeitt on new and large
investments — purchase of expensive hi-tech equifsn@vith fast depreciation)
and important losses to the state budget.

The law for implementing the Fiscal Code stipuldated any changes must
be applied only starting January 1 of the followyregir. The implementation of up
mentioned decision in the middle of the fiscal yisaa huge mistake.

As a common knowledge, companies have legitimatpe&ations
regarding the stability of the fiscal and legalnfiework and they build their year
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budgets and strategic plans accordingly. The inikctidn of the mandatory tax and
the changes on deductibility for expenses and VA dar and fuel purchase
should be considered for the following year.

It is unjust and discriminating to impose the safiseal burden on
companies in different situations. For example, fompany had looses in 2008 or
had a profit of RON 268.750 the same tax shoulgdyed in the amount of RON
43000. In this case is normal to conclude thattéxeis uncoordinated with the
financial capacity of the company, since the ora tidn’t obtained any profit has
to pay taxes, although it does not have the negesssources.

In the same time this tax has a double taxatioshame revenues effect on
the companies that have stock in other companiestirary to the European
Legislation on this topic.

The most important visible effect of the tax waattuntil April 2009,
14000 SME'’s closed down. Some of them chose thatisol of Self-employed
Person (PFA). Others chose closing or suspendiagtimpany for three years.
None of these are actually a good business decision

In what the cancelation of the facility on taxatiof hidden reserves
(Paragraph 5i, article 22) is concerned, the gémgriaion is that the depreciation
value will increase starting 2010, leading to sergtirofits.

The legislation in the most developed E.U. coustséipulates that the
difference in depreciation resulted from reasseassliigetax deductible. However,
when the asset is estranged (by selling, retirentistribution to associates/share
holders) the difference of revaluation, that wadutible up to that point, would
become taxable (the official title is “taxationlwtilden reserves”).

Until the implementation of Government Decision2B09, the additional
depreciation generated by the reassessment differemas tax deductible.
However, when the asset was estranged, the sum®ysly deducted were not
taxable (under certain conditions). This was alifgdior the businessmen that in
Romania‘'s case had a permanent and not a tempfisagal advantage. Foreign
investors operating here, well aware of the fisegislation in their countries, were
encouraged to relocate their businesses in Rom&ig. after the Government
Decision 34/2009, the additional depreciation i$ tax deductible anymore. So,
the Romanian legislation does not even stipulasstémporary advantage.

Although the Government Decision stipulates thatTVir car and fuel
purchase is not tax deductible, there are somepétros. Since they are not very
clearly stipulated these may lead to interpretatiafhen the text says “vehicles
used for paid services are accepted”, it is noy e&ar whether it refers to courier
and transport companies or salesmen that usefibe oérs.

In Romania companies are obliged pay nearly 108staas compared to
30 taxes levied in other EU states. These taxes feathe suffocation of the
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business environment and invite to tax fraud amdklabor, factors which favor
the black economy.

Limited founding and exports

An SME can benefit at the most for 200000 euro i@mthree consequent
years in order to develop or modernize itself. The#p for SME’s is regulated in
Government Decision no.1164/2007, amended and &etplat May 20, 2009
Government meeting.

SME’s need open market and loyal competition ineortb grow and
evolve. Today, fewer than ever export outside tloeigin market. Statistically,
only 8% of SME’s export their production. The idéetl problems are connected
to language barrier, huge costs of entering nevketsuand lack of financing.

In order to change that it is essential to be avdirthese problems and
support them to engage in internationalizing preces

There are problems the SME’s are facing to which sne proposes have be
made:

» Development of systems designed to eliminate ashnas possible contact with
the taxpayer from desk officer;

« Electronic services system’s expansion at nakiteeel (e-government) for an
on-line/electronic submission of monthly statemgnts

« establishing a new layout of the order of paynfenthe obligations budgetary in
a single Treasury account;

« Removal of the register of employees, which isdwaal registration and
administrative barrier;

* interconnection of institutions databases ofwhgous state and establish a “one
stop shop” to be able to provide the setting uprof certificate attesting (number
of employees, turnover, payment obligations) pdgsigned electronically in the
near future ;

« Reducing social contributions, which “exceed Eh@opean average”, payment to
pension fund, the unemployment fund, health instgaaccounts for 47.5% of the
gross salary, while the average for the social rdmrtions paid by employees of
the old Europe is 35.6%.

For SME’s innovation is the main instrument of depenent. Whether we
are talking about developing new products or sesvir identification of the most
efficient already existing methods of accomplishtnénnovation brings added
value to an organization. In the same time allow® imaintain or improve their
market share.
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One of the instruments used to determine the irtirmvagrade of an SME,
used also to convert it from what it is for the n@rinto an innovative one is
technological audit.

Within an international project [8] several auditave been made on
SME’s and for the present paper we decided to ahties most significant one.

The study made revealed that some perception pnsbédfect the internal
climate of SME’s, especially when they appear ptrtanagement level. If internal
climate and management thinking are not pro busioegntated then one cannot
expect any important improvement in the nearesiréubr any other future.

Case study: SELF- ASSESSMENT DIAGRAMS

Table 1:

Company’s placement in comparison with competition

Lower Higher

1. Adaptation to technological advancement X
2. Internal technology audit tools X
3. Use of new technologies and equipment X
4. Development of new (technologically) advanced pducts X
5. Training of personnel X
6. Access to sources of technological advancement X

Several comments and conclusions have been drathelauditor:

1. One can observe a good level of adaptation to tdobital advancement
and its sources, implying low production costs gadd productivity.

2. The managers make an internal audit over the finlinegistrations and
the technological steps made in manufacturing thiducts, but there is
no any written procedure. The company has to imefenthe Quality
Management System, according to which the inteandlt is compulsory.

3. The company uses relatively new technologies anipetent, as those are
2-3 years old, which is an accepted level for mactuiring good quality
products. The average renewal rate of the usegegumts is around 30%.
For the moment, there is no need of making extnzestments in
purchasing newer equipments.

4. The company has the possibility of introducing npveducts on the
market, considering the client’'s needs or the ntadgportunities. The
design department, together with the productionadement, is able to
design, produce and test a new product, so as tteday for the market, in
about 6 months. So, the level of developing newchftelogically)
advanced products is good.

5. Even if the personnel is relatively young and diedi its potential is
insufficiently used, only at its half, from a quative point of view.
External trainings and experience-exchange withememivanced in the
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field companies are indicated. Furthermore, conniginthe use of new
technologies and equipment with a competent trgimihthe personnel,
one can reduce the production time and raise tleglugtivity and
employees’ utilization.

It is well known that innovation stimulates andtaims the competitiveness
level of a company and it can lead to the decreéske production time,
concomitantly with the raising of the technologieald quality level of the
manufactured products. The personnel can easilgsacon the internet
new information regarding their activity field, #ite same time, having at
their disposal various specialty publications.

Table 2:

Limiting factors to the company’s capabilities

Comments

1. Orders for products and services

X

Limited, butelatively constant, determining
the 34% rate of machine work time

. Ageing of products or services

. Shortage of skilled workforce

. Inadequate workforce training

. Operating capacity

. Operating efficiency

N0 (WIN

. Sufficient cash flow/credit

X

It is a potentialfactor. Up to now, the company

hasn't needed an investment credit (no
unexpected expense caused by an unexpecte
important contract).

8. Materials/supplies/spare parts
shortage

9. Old equipment

10. Outmoded technology

Comments of the auditor:

The 34% rate use of machine work time means tlattimpany has not
got a real sales market. If it had, the machinekviione would be higher
and consequently, the equipments would be betest. us

The company does not consider ageing of producsmices as a limiting
factor, because this matter is out of the quesfldtne average age of the
used equipments being of 2-3 years. On the ottied,ithe manufactured
products are not old, thus concluding that the amgpvorks with only a
safety stock and does not have overstocks. Inathis the products do not
become old or depreciate their quality and/or tkelling value.

The company has skilled workforce for its actiatiand sufficient in
number, so this is not a limiting factor. The persal carry out all the
production and service requirements, satisfying mierket needs at a
medium level (see row 5, Table 1).
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4. The training quality of the workforce corresporolsvhat is presently required
on the market, so the company does not think thaexéernal specialized
training or an experience exchange would be negessasidering that the way
in which it trains its employees is sufficient. Bilite actual practiced training is
not sufficient for a competitive development ofeawproduct or technology.

5. The company considers that the operating capagityi a limiting factor,
even if the equipments are used only at 34% of ttegacity. The auditors
think that this item should have been consideredl lawiting factor for the
company’s capabilities.

6. Neither the operating efficiency is considered disnding factor, because
the company does not have lack of stocks, carrgintgn due time all its
contracts and, at a global level, it gets profinatiable level, proving the
viability of its applied technology competitivendssel as well.

7. The contracts carried out up to now have used &g of its work capacity
and the products selling is optimum fulfilled (bdtbm cashing money and
selling time points of view), the other company enges (wages, indirect
costs a.0.) being smaller than the profit obtafnath selling its own products.

8. The supply and supply sources are not limited, lszdhe company has
several suppliers that distribute the same masersalpplies or spare parts.
These ones do not frame in the lacking materi&gtat (they are not hard
to be found).

9. The company does not own old equipments and isitedeto maintain its
equipments at a performing level (2-3 years old).

10. The company does not use outmoded technologiestadite performing
used equipments.

Conclusions

Assuring a legal, economic and social stabilityingportant for any
economy, especially for the present moment. As imeatl before, there have been
many changes in Romanian economy with strong impatctmicro level,
respectively SME’s.

As much as a company struggles to at least maimtagition, if not to
grow and evolve, on its own the effect are onlygerarily. No matter how many
resources it has, or how professional its manageiseifi the environment doesn’t
provide the proper, at least relative stabilitye thost it can do is to hold on to the
rhythm and maintain.

The Romanian business environment considers tigestigroblem in today’s
economy the impossibility of the governmental emvnent to adapt to the reality of
life. This leads to a chain of determinations: latkredibility, high costs of credits and
the impossibility of the economy to re-boost onoiten. If the state does not fix the
credibility problem, all the companies will suff@vere consequences.
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Identifying opportunities generated by the presenises period is
important. Possible options are: rethinking the agament system, implementing
a professional one based mostly on intellectualit@lapnstead of industrial
production; development or reorientation of businésward more profitable
activity fields; gaining advantages as a resultaofveaker competitiveness of
companies or smaller prices for the equipmentsaar materials; strengthen the
present client portfolio; quit raising the turnoveurrently and build objectives
related to possible acquisitions or mergers; reuucosts generated by suppliers or
different administrative expenditure; accessingfficing programs, preferably with
external financing in order to obtain the reallydanecessary present capital
infusion; if that is a difficult thing for the corapy on its own, it can always go to
trained advisors such as those included in natiomalvation and transfer network
— ReNITT [11], or any other reliable person or camp that provides this service,
in order to facilitate and finally reach the abmlggectives.

Beside all of that, proper specialized externaining is needed for
employees. Otherwise, as much potential as onetnpigbes, it's useless if not
properly directed.

To where the flat-rate tax is concerned, the cdastd offer more or less
healthy solutions, not so constructive for the @roy, such as: reporting a smaller
taxable turnover; temporarily suspended activitgving the headquarters of the
company to another country with more attractive tagime; transferring the
activity to authorizes person; reducing the numbkremployees; decrease the
number of subsidiaries in case of groups; the uradet payment of some
employees where some activities are concerned.

So, one must conclude that only together: extefaetors and internal
management and climate, innovative thinking anéntation, can determine the
competitiveness of the company.
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IMPLICATIONS OF RESTRUCTURING ON
THE SME’s ACTIVITY
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ABSTRACT. The aim of this paper is to emphasize the impoeaic¢he operations
of restructuring on small and medium enterprisethencurrent crisis. Small and
medium enterprises can not face alone the curmesdial conditions imposed in
particular by the phenomenon of globalization. Cetitjve working on world
market requires the adoption of those measuregfwganizing the company to be
taken in relation to the existing and new operailisaquirements that are necessary,
the adoption of a system of effective flight mamaget and an appropriate strategy.

Key words: restructuring, conflict of interests, M&A, LBO, MBO

JEL Classification: G34, J2, D74

1. Introduction

Most enterprises appeals to internal restructuriqgerations through
mergers, partial consideration of assets or pueclodshares in other companies.
The purposes for resorting to such operations reay b

e limiting the number of companies;

* The disappearance of companies that have no affjectivity;
e compensation for poor or beneficiary results;

e Harmonization of the periodic and operational gtrre

The merger is a form of restructuring operatiorsedaon common interests
of the participating companies which aims incregsifficiency or elimination of
potential competitors that would distort the optimdeployment of specific business.

Mergers were entered in the movements of conciamtthiat have characterized
the stage of economic development in the 1970.aithe were essentially economic,
because mergers allowed companies to provide tiseimportant technical structure,
having direct consequences on the ability of coitimet Only companies that have
achieved a certain level of economic developmentevable to allocate resources
for investment in research and development, thue Bacompetition advantage in
relation to competitors and be able to penetratemarkets.

1 PhD Student“Alexandru loan Cuza” University, 8 The Faculty of Economics and Business
Administration daniela.croitoru@gmail.com
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Can perform restructuring operations both compamibese results are
favorable but wish to consolidate market positioid @nterprises in difficulty to
prevent a possible liquidation or dissolution & tompany.

Such companies may resort to mergers and acqusitio gain access to
more financial resources to achieve efficiencyimiprove the competitive position
or even to benefit from new opportunitiés.”

Restructuring operations like mergers have diffesdfects on participating
enterprises in such operations primarily throughinggishment of the debt
obligations following such compensation betweenntleeging enterprises.

In some cases it is possible that the corporatibiclwwas formed by
merger to benefit some production capacity of ohéhe old enterprises which
normally would have purchased from third partiegipgan appropriate price.

Acquisition are accomplished through the purchdsecurities of the society
envisaged in a proportion to which offer to the rebhareholders the majority advantage
in order to influence decisions taken by the ndarigned company management.

In the years 2006-2007, the Romanian economy waifaith a number
of issues arising from the transition and amplifiad the delay of finalizing the
privatization, slow restructuring of some econorséctors of activity, relatively
small number of banks, insufficient training of ragers, and difficulties in the
functioning of markets in a competitive way.

Other reasons which led to the slowing of the eotnodevelopment:
existence of a small number of entrepreneurs teldpwvell-founded marketing
studies, to provide reliable information on thereunt situation and perspective of
various internal and external markets, low levetha technical units of research
and development.

In handling the issues related to merger and aitiguis, a very important
aspect is the future structure of the corporateetimdders in what will shape the
operations of economic restructuring.

Regarding conflicts of interest arising betweendttkand new shareholders
believe that participating companies must knowfdllewing information:

a) In the event of privatization, the introductionauses by the state in the
merger contract may lead to maintaining a significaapital in new
companies created, however, this leads to charthenghanagement team;

b) A motivation for taking control can lead to confficof interest between
acquiring firm management and the target, targatpamy taking steps to
prevent the transactions;

2 Lupulescu Ana-Maria, Reorganizarea sdtiker comerciale Tn contextual integii europene,
Editura Wolters Kluwer, Bucugé, 2008, p.171
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c) Keeping a part of the capital of the new foundenhgany in favor of the
state lead to negative implications with a diregbact on ownership structure,
in the direction of dispersion;

d) Reorganization has positive effects in the case adncentrated shareholding
of the new corporation;

e) A good cooperation between companies involved sirueturing operations
can result in keeping the management team frortatiget company;

f) Managers’ agreement to start operations restmgtofffers potential advantages
in the greater opportunities to preserve theirjobs

Management structure in the new corporation casidyeficantly influenced
by the laws and practices in the area in the cgwftone of the corporate partner
where the operations of a company reorganizatiok pdace between two or more
companies from different countries.

Thus, we should follow the issue on the capitatisasted, the proportions of
the local and foreign amounts. In this sense, we marticularly interested in
whether the proportion of local or foreign capitall lead to the same proportion
as the structure of the new corporation? If nogusth highlight the factors that
determine the changing of the leadership.

2. Developments in operations of mergers and acqgitiens in Romania

By the year 2003, our country has recorded a lombma# of operations and
mergers and acquisitions, the attractiveness aidarinvestors being extremely
low due to low economic growth registered in Roraamitil this year.

Since 2003, mergers and acquisitions market in R@ambas withessed
new forms, some of these being very complex. Untikginary transactions began
to appear non-cash, earn-out or increase captaaction for development.

Regarding the non-cash transactions, “many of thame not completed
due to restrictions on the sale of the shares inatedg and divergent visions on
how to pay, meaning that Romanian shareholderat@aeted by cash transactioris.”

Romania was placed on the fifth place among thedlLitries of Central
and Eastern Europe assessed on the activities rgienseand acquisitions in 2006,
after Russia, Poland, Hungary and the Czech Repudticording to a report by
PricewaterhouseCoopers.

During the year, total transactions reached 5.Robildollars, a slight
decrease compared to 2005 when he came to 5@nhbilbllars taking into account
transactions with foreign capital invested in Rormaand the Romanian capital
invested in foreign companies.

3 Tiron Tudor AdrianaCombiriri de intreprinderi: fuziungi achiziii, Editura Accent, Cluj, 2005, p. 140;
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But the fundamentals of the market have changedalld while in 2005 a
single transaction (purchase Mobifon by Connex-¥mu) represented approximately
half of the market in 2006 a number of increasingiyh-value transactions with
average value were completed.

As regards investment flows attracted by transastin Romania, Austria
takes first place in value invested (868 milliorSUdollars), money from the UK
and the United States is maintaining the fifth plac the top, but the volume of
investments were lower than the previous year i@l by Indian investments
(Ranbaxy - 324 million) and Romanian (about 8% afket value).

The most dynamic area of mergers and acquisition2006 was the
production with 21 deals, maintaining the leadgrgiasition during the past 4 years,
closely followed by construction (including reatags) with 20 transactions, financial
services with 17 transactions, media with 13, plaentics and services, each of
this with 12 transactions.

The most significant acquisitions of local compania 2007 were the
acquisition by Erste Bank for 7.2% shareholdingl iyl BCR employees, estimated at
around 543 million dollars, and the acquisitiontieé Therapy Company by the
company Ranbaxy therapy for an amount of approxn@®24 million dollars.

The most important acquisitions by Romanian congzaoii foreign companies
in 2006 were the acquisition of RTB Bor Cuprom (pbex of mines and foundries
in Serbia) for an amount of 400 million dollars &hd purchase of Petrom to OMV
gas network from Bulgaria for 284 million dollars.

Following Romania's accession to the European Uthiere is an increasing
number of opportunities for businesses in termaadivity that take place in the
context of broadening the market and emphasiseof timpetition.

The mergers and acquisitions in Romania in 200¢@ haade strong progress,
the value of mergers and acquisitions exceedirgHiltion, according to a KPMG
study.

Thus, the biggest transaction was the Rompetrd, Hllion, follows
Petromservice approximately 300 million euro inwestt in Ford Automobile
Craiova to 57 million euros etc.

Meanwhile, sectors that have attracted the mosbitapt investments in
2007 were real estate, financial services, retallgharmaceutical.

Forecasts of the KPMG consultancy company showatdttivity in the
field of mergers in the Central and Eastern Euriop2008 will increase by 72%
while markets in Romania and Bulgaria will be thaimtarget.

In future, the Romanian economy could be affecte@008 by structural
problems, the current account deficit is one offttators is taken into account.

Regarding Western Europe, more than 8,000 investnvegre made in the
first 10 months of last year, worth 950 billion esywhile in Eastern Europe were
made around 1700 investment values around 120rhilli
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Mergers and acquisitions market in Romania recorti2dransactions in
the first quarter of this year, totaling 631.55lioil euros, down by 82% compared
to the similar period of the last year.

During the first six months of this year have beencluded 78 transactions
(of which only 43 announced value), which totakesklthan 1 billion euros.

Market value of M&A
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Graph 1. Market value of M&A

Source: Raiffeisen Investment

Global market for mergers and acquisitions (M & wyorded a strong
rebound in the first six months of 2009, returnioghe level of 2003.

Consultants' fees obtained in mergers and acquisitiave come in the second
quarter to the lowest level of the last decadesdas reducing the number of deals.

M&A Market was contracted worldwide with 36% less the first half
compared to the same period a year earlier, basdikeovolatility of capital markets
and more difficult access to finance, which havardlyzed" retailers and customers,
while attention was captured by government aid.

3. Advantages and disadvantages of restructuring epations of enterprises

International practice has revealed a number oéfitsrof the restructuring
operations of enterprises. In some cases it is fnoyeng a business than internal
financing of expansion when the replacement psdaigher than the market value
of the acquired company.
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Horizontal mergers or acquisitions of companieg tieve a low market
share, may lead to an increase in their markettippsand to lower costs. Also,
vertical mergers and acquisitions lead to redustionsupply costs and to lower
production costs because of the supply of raw iagesf high quality and at prices
more advantageous.

Effects of the acquisitions can be: “increasingy therket power, overcoming
barriers to entry, avoiding the costs involved @veloping new products internally
and bringing them to market, increasing the spdeahich the firm can enter a
new business, diversifying the firm more easilyd @voiding severe competition,
often from foreign firms.*

Besides the advantages already mentioned, thermane issues that are
often brought into question before starting thecpss of restructuring of various
enterprises and that is the control on the newifgplcompany formed through merger
or acquisition.

The basic idea is that “the transfer of managedatrol from the target to
the acquirer may affect the internal governancehaeisms of the company, to the
detriment of innovation activities.”

In the case of sleeping partners company or fipastners can yield parts
of the interest just in restrictive conditions, this possibility was expressly
provided in the constitutive act. Thus, the perséaetor has here a role extremely
low in the decision to change leadership of the mewmpany, which may be an
advantage for the old leadership in the sensdttbah keep the workplace.

In the case of companies with limited responsipildession of their parts
can be held with the agreement of members holdirlgast three quarters of the
capital, so they may reinforce the old position.

There are situations in which mergers and acqoistiare done in an
aggressive or hostile way, when the decision ofg&aization does not involve the
governing bodies of the target company, often éndhse of takeover offers.

In connection with the legal field, in our counttlye old shareholders have
a preference right at subscribe the new shareeddsyithe company, in case of the
capital increasing. In addition, the new shareholcen have control over the
enterprise, if the old shareholders to give ughtortght preference.

European Economic Community since 1978 issued Dwedll of the
mergers and acquisitions of public limited lialyiltompanies in order to protect
the interests of the shareholders of the mergimgpamies, creditors, bond holders
and employees.

4 Ireland Duane, Hitt Michaetrategic managemem’,‘d edition, West Publishing Company, New York,
1996, p. 236

5 calderini Mario, Garrone Paola, Sobrero Maurifiorporate Governance, Market Structure and
Innovation,Edward Elgar Publishing, Northampton, 2003, p.60;
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Another important aspect of this problem is that thanagers in both the
acquiring and the target companies are expectelkvote a lot of their time and
resources to managing the operations, to the dattimf long-term activities and
especially of Research and Development (R&D) invesis.

4. Conclusions

In market economies, frequently changes occurénnilimber and size of
enterprises so worldwide, take place concentratow restructuring of the
economy achieved through acquisitions and mergers.

Firms must be competitive, innovative, and flexiste they need to use
various operations to achieve their objectives.

Merger or acquisition can produce effects on attipi@ants in commercial
transactions, financial or otherwise, customerpphkers, competitors of the donors
or reorganized companies.
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ABSTRACT. Recently, it has been noticed that the challendesustainable
development are felt at different levels - natipmagional and at the level of small
and medium-sized enterprises. Supporting an ecandmielopment on the long
run highlights the necessity for an increased degrecompetitiveness, which
should be the base for enhancing the living stahdits habitants.

Regarding the assurance of a sustainable develojpmi@omania, we should take
into consideration overcoming disparities sepagaisfrom the other EU member states.
In this context, the competitiveness of small aretliomm-sized enterprises is closely
connected to a series of topical aspects, suchnasation, environmental and risks
prevention, investments in energy-efficient tecbgias. Energy efficiency, for example,
enhances the profit of small and medium-sized arges in the short, medium and long
term, as it means less energy for the same ootpenen for a better one. Considering all
mentioned before, adapting in a changing marketgih is the key issue for Romanian
small and medium-sized enterprises.

The Lisbon Agenda, through its objectives, impéls tompetitiveness and
innovation at a new extent, in order to becomemyyiforces of development. Further,
this process underpins the New Lisbon Agenda frasmiewhere the emphasis is put
on economic development, based on knowledge andation. We can state that this
strategic paper represents the way to achieve petiive Europe.

Achieving a sustainable competitiveness should Hee driving force for
Romanian small and medium-sized enterprises. Themarket perspectives urge
for finding the best practices and means for adiapta

Key-words: competitiveness, small and medium-sized enterprisestainable
development, Lisbon Agenda, economic convergence.

JEL classification: Q01, Q40, R11, R58

1. Introduction

In the last years Romania tried hardly to fincplce and role in a continuing
changing and reshaping European Union. In the tiondi of integration, the
competitiveness issues are becoming vital for tieen&hia’'s economy. In this
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context, it is urgently necessary to draw up arulyaprecise strategies at different
levels- like the one of the small and medium-sieatkrprises or the governmental
one- that should include clear objectives and $ipesctions.

In our vision, competitiveness is associated witbcific means and actions
that determine the improvement of the living staddaand the environmental
protection. In other words, this concept takes osideration the possibility of
obtaining sustainable competitiveness’ advantagab®long run.

The Lisbon Agenda created a favorable frameworkcfinsolidating the
position of medium sized enterprises. Their place @le in promoting economic
development is highly recognized at the Europewel.lén this context finding the
best practices and means of adaptation in reachistainable competitiveness are
considered to be the main challenges.

Due to the economic crisis, the economic markdacing new types of
situations that are requiring urgent multileveli@ts. As a consequence of all the
transformations that took place starting with 2@®@l continuing with 2009, the
national governments and the European Commissiea bagun reflecting on the
post-2010 Lisbon Strategy. In this context, thely take the step from urgent crisis
management to long-term sustainable economic regove

Due to the international recession, the Romaniadinm sized enterprises
are facing new challenges in their uneasy roadetxhing success. Therefore,
concepts like regional competitiveness, sustaindblelopment or cluster theory
can offer new perspectives regarding the economieldpment.

2. General framework

2.1.Literature review

This section of the paper is aiming to catch théennb@nds regarding the
linkages among regional competitiveness- sustainat@velopment- economic
convergence.

> Regional competitiveness

The recent papers are showing a constant inteegstrding this area of
research, highlightening the active role playedcognpetitiveness at national and
regional level.

There are discussions about firefile of an optimal competitiveness area
In this context, Cojanu (2007) sustains that tiijgetof area is spatially defined,
having the base for assuring a sustainable deveoprof its industries and
companies, in the conditions of the competitioréadfits maximization. The main
motivation of the industries and companies to grauglirectly associated with
savings resulted from the chosen location. Cojdso @emarks that the industrial
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and commercial activities tend to become spatiedigcentrated in clusters in one
region.

Danson notices that the business cluster's exparnsi@ausing gaps of
development and a continuously fight in the caspearipheral companies that are
trying to compete with those companies situatedentre, which are benefiting
from a competitive advantage determined by factbet should not be easily
transferred. (Danson M., 2009)

Porter (2003) suggests that some regions- let'sidenthem the centre-
serve a large market, which will attract those Btdas with smaller medium prices
as the production volume is increasing. Comparet thie centre, the periphery is
facing the challenges of economic activities ddi@ation. The regional economic
performance is strongly influenced by the actiorttef companies situated in the
local clusters The importance of being part of a cluster is\d=tifrom the training
effect and from the relation with public bodies.eTfinal result generates the
increase in productivity and the setting up of Hmginess centers.

Charlie Karlsson (2008) argues that in the casa sufficiently larger
market the clusters can extend with a direct efeelr the economic increase of
the considered region. This process is not a linaer it is more adaptative, having
the characteristics of an auto regulatory one.

The advantages associated with the status of hmngof a cluster are
multiple. The main reason is directly connectedhwitn efficient promotion
throughout the cluster’'s level and also throughth& regional level where it
activates. Pros this perspective are the follovasgects: the existence of strongly
linkages between the clusters and the researcll@relopment area; the increase
of competitiveness for the companies that are mesnbkthe considered cluster
and an easily access to know-how.

Due to all these, the increase in the number cltels is directly influencing
the local and regional level of a country. A dynardiuster has all the chances of
attracting new investors which are searching coitiygeidvantages, due to the fierce
competition on the international market. (Mihagtiefanescu et al, 2008)

Another opinion regarding the concept of competitiess is defined as a
‘milestone between collaboration and cooperationithiw the network of
companies from one region. This perspective is &sown as the instable
triangle of 3 C’'s! (Antamescu D., et al., 2007)

Karen R. Polenske (2004) considers as a sine quacnadition for
reaching success the fact that companies shoul@tepgynergistically with all the
three components: competition- collaboration- coapen.
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Figure 1. Driving forces of clusters’ development
Source: Mihael&tefanescu et al, 2008

Lam, Alice and Lundvall, Bengt-Aake (2007) sugg#sit the factors
which are in favor of the 3 C’s turning up are:

- the geographical proximity (the spatial proximityetekmines the

companies from one region to develop more rapidly);

- the confidence (it is developing in time, basedoltaboration);

- the learning process represents the only sourcéhdeing a long term

competitive advantage, due to the fact that thétalif learning can assure the
development of new competences. This processastlghinfluencing the performance
and the innovation capacity of the companies, baimgctivity performed in all the
fields of the economy.

The learning process can also be put into praati¢he level of one region,
which takes an active part in it. The companiemfregional clusters benefit from a
common regional culture represented as a vecténédearning process.

Other perspectives concerning the regional conmpetiess are in the
phase of development and are dwelling on the dycelnaispect of the regional
competitiveness aspect (Boschma, 2004). The maipasitions are referring to
the fact that the economies of the regions aredifft from one another and these
differences are persisting in time. Other aspedaghlight that the competitive
advantage is determined by the economic actiwalyott force, the flexibility of its
institutions and innovation.
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Asheim et al. (2007) underlined the important nolayed by knowledge
in the context of development, and pointed outféioe that knowledge distribution
iIs easily done due to a series of complementaryofsic(hence knowledge
database, shared responsibilities). The authordhasige the role played by the
knowledge spillover effect in the sectors of at§ifiom one region.

» Sustainable development

The concept of sustainable development is refleatethe specialized
literature as an intercorellation between three edisions: economic- social-
environmental. There is a continuous debate reggttie best practices of achieving
and measuring it. However, the most known definiiethe following: "Economic
and social development that meets the needs otuhent generation without
undermining the ability of future generations toeteir own needs"

“The solutions for achieving a deeper degree ofasngble development
should be found in the incorporation of the sustbia development’ principles
throughout the society. The creation of partnerstigp sustainable development
will be an attempt to redirect the development omeav path” §tefanescu,
Balanescu, 2008).

In this context, the European Union included thstanable development
in the Amsterdam Treaty (1999), followed by the &kitrg Council where the EU
Sustainable Development Strategy was adopted (200June 2006, the revised
EU Sustainable Development Strategy was launchedmating a dynamic
economy, with a maximum level of employment, a leighl of education, health
protection, social cohesion and environmental proe.

» Economic convergence

The challenges associated with the clusters appemaese generating a debate
also on the process of economic convergence. The mason for making this
connection is highlighted by Danson M. (2009), vetffirms that clusters allow one
region to develop, while the others might be iatally disadvantageous position.

In the context offered by the entrance to the EeaopUnion, lancu A.
(2008) observes that the level of a country’s dgwelent is not a precondition for
accession or an issue for the agenda during thetiaign process. Today the
process of catching up is an extremely importapictat European level.

Ceapraz |. L. (2008) proposed to analyze the gpiggifand spatial
concentration at the level of Eastern-Europeantdesrand of the Romania’s regions.
The author remarked that in the case of the forrmemmunists stated: “the
competition and the markets openness made thesaegedhanges in the production
structure and in the localization of the activitida author’'s opinion, the integration
into the European Union is bringing about the appeze of a centre -periphery model.

® World Commission on Environment and DevelopmerEBB), known as the Brundtiand Commission, 1987
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Due to this, we should observe the appearancefdtivities concentration processes
within a region and relocation of others in theg®gral regions.

As we could see, the concept of competitivenessthis paper with
reference to the regional competitiveness- shoelgden in a direct connection
with the economic convergence process. The susieindevelopment aspects
should be considered as ubiquitous elements tlmatidlpoe included in any plan
that aims to streamline the future effects of depelent.

In the case of Romania, the convergence procesgrig to follow the EU
in terms of economic development. The nominal amstitutional convergence
represents the base for maintaining the stabilitthe functional framework, but
the real convergence is the way to achieve pragperi

The perpetuation of inequality models- like thee af centre- periphery-
determines sometimes a golden rush for overlaptiingdevelopment gaps from
the part of different kinds of actors (henceuntrieswill offer special investment
conditions for attracting foreign investonggions will try to create favorable
conditions for increasing the living standards'dit citizenssmall andmedium-
sized enterprisewill try to reinvent their strategies of investnieetc.)

Romania’s international competitiveness rankingliswing several aspects
that should be improved hence: market efficienagiriess sophistication, education,
technology readiness and innovation. When analyzimge different aspects such as
the Comparative Advantage or Intra-Industry Trage,can observe that the current
economy is still labor intensive, needing urgentypital infusion in order to increase
its degree of competitiveness. For dealing witls tecessity there is the Sectoral
Operational Prograrincrease of Economic Competitivenesgiich is one of the
seven instruments under the Convergence objefivachieving the priorities of the
National Strategic Reference Framework, aimingttengthen the Economic and
Social Cohesion policies across Romania. The mhjectives are to increase the
productivity of Romanian companies respecting thénciple of sustainable
development, and reducing the disparities compheeBU’s average productivity level.

Ruxandra Savonea highlights, regarding the EU’'gepi® the fact that in the
2000-2006 programming period, the influence of retities generated by structural
intervention impact on third parties does not pgapa through the prices
mechanisms. The researcher suggests that theiemcft arises from the project’s
economic activity but they are not reflected irces. Such external effects generated
by major projects must be quantified accordingdadard methods and inserted in the
analysis as an actual output of the projects.(Szvéh, 2009)

In order to help the European Small and mediureesienterprises, the
Enterprise Europe Netwotkthe largest network for enterprises and innovaition
Europe was set up. It offers integrated informatimusiness cooperation, services

® The Enterprise Europe Network has partners inotides, having more than 500 offices allover the
Europe and in third countries (e.g. EU's membeestaandidate countries, members of the European
Economic Space, associated countries to the Cdimpeéiss and Innovation Framework Programme).
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of innovation, transfer etc especially for mediuiaed enterprises. The network’s
members support the companies willing to partieipgthin the Commission projects
and fulfilling the administrative criteria. This merk also supports innovation, by
providing brokerage services for technologies'dfanand knowledge.

Due to the recent international evolutions, thebglization of R&D is an
issue which must be approached through a sustaipaipspective. Large firms are
able to finance most of their R&D and innovatioffodf internally. On the other
hand, entrepreneurs must be granted access toalxfarancing for business
plans which require a relatively high investmergkrand where the expected
returns may only be realized on long-term. VentDapital can play a critical role
in the creation and expansion of R&D - intensive EBMwhose research
requirements generate knowledge services. (SavRn&£08)

2.2. The European competitiveness model in the cant of Lisbon Agenda

The Lisbon Strategyvas initially designed for helping Europe to beeathe
most competitive economy based on knowledgigd the year 2010. At the half way,
the strategy was reviewed and, due to the resbitsned, the emphasis was further
put on economic development and employment, baséecbnological progress.

The research- development- innovation trianglenis of the most known
components of Lisbon Agenda and the main frameworkbeginning specific
actions in these areas. In order that all thesasané interest became reality, the
European Union’s member states undertook to spema their public budget 1%
from GDP for research & development, and to faatiitprivate spending amount
of 2 % from GDP.

The Lisbon Strategy proposes two types of objestiviaking into
consideration the time perspective:

- on the short runit aims obtaining a rebalance between demand pplysu
at the community level;

- on the long runthe objectives are directed to increasing competiess
and the employment level, aiming in this way to nhamize these
objectives with those of the cohesion policy.

The Lisbon Strategy objectives are hitting difféer@mas of interest, hence:

- research & development, innovation, informatiorzaisty;

- improvement and simplification of the legislativarhework of business
environment;

- consolidation of the position of medium sized gnises.We should take
into consideration the fact that the majority opgliers are medium-sized
enterprises, being viewed like a real engine of dbgelopment of the
European Union;

- completion of the internal market for services (mhaifor financial
services, logistical support, marketing, manageratmj;
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- elimination of obstacles regarding the physicaidatnic and occupational
mobility and the development of a common approagarding migration;

- support for the efforts for counteracting the domimsequences of economic
reorganization;

- development of human capital, entrepreneurial Uafmyce flexibility etc.;

- development of transport infrastructure, energy @hekommunication at

European level;

- resource sustainable usage, energy efficiency,lal@vent of renewable
energy and green technologies.

The implementation mechanism of the Lisbon Agemdplies common
targets at Community level, but also gives evemyntxy the possibility to choose
the best ways of action.

The evolutions at European level determined thvisian of the Lisbon
Agenda, in March 2005. The first signal regarding degree of accomplishment of
the engagements undertaken through Lisbon Strdtadybeen given by th&apir
Report(“An agenda for a growing Europe: making the Edreenic system deliver”,
2003). The report also noted remarkable progregarding the institutional part.
Unfortunately, when it comes to the economic pemnforces, the report mentioned that
the European Union could not foster a satisfa@oonomic increase.

The Kok Repor{November 2004) recommended a series of measuares i
order to correct the absence of national implicatwith regard to the Lisbon
Strategy, in order to ensure the political mix aelnee for the participation of all
the stakeholders, enhancing the social cohesitiredtU level.

In the report calletKeeping up the pace of chang®ecember 2007), the
European Commission mentioned a series of conciggiegarding the objectives
of the Lisbon Strategy accomplishment. In this eghthe strategy is viewed as
‘the European Union vehicle which is accompanyihgnge’.

In 2008, the European leaders launched the secgid of the renewed
Lisbon Strategy for growth and employment (200801

Faced with the current economic crisis, we shoatik linto the future of
the Lisbon Strategy beyond 2010. Treélection process should start by identifying
the key priorities for the post-2010 period, takimg all means into account the
lessons learned in addressing the current crisis.

Taking some steps forward in the light of the ataconomic situation, the
national governments and the European Commissiea bagun reflecting on the
future of the Lisbon Strategy. Consequently, theoean Commission will open a
broad Internet consultation process in autumn 26Q9he revision of the Strategy.
The main topics are:

- improving the business environment;

- the knowledge 'triangle' (education, research,\ration);
- energy and climate change;

- assuring a better access to the internal market.
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3. Research Methodology and Findings: The Romaniasmall and
medium-sized enterprises in the new economic persgee

The European Commissibaffered in its last economic forecast report an
overall picture regarding the current situatiorotighout the European Union. In
the case of Romania, there is mentioned that thetgrregistered since now is
contracting sharpfydue to the recent international economic situation

Due to the new economic perspectives, the Romasriail and medium-
sized enterprises are facing harsh market condititm order to succeed in a
European competitive market, there is an urgent rfee developing new core
competencies, new innovative processes and a ctasgveration for reaching
sustainable development. In this case, the simpésstipnqui bonohas a simple
answer; all of us will be the winners. Being an EWnember state has a lot of
advantages, but also there are many daunting isiigathat should be over passed
by learning to find solutions.

The Romanian small and medium-sized enterprisesaad should be
considered as one of the main driving forces facheng development in order to
reduce the gaps between us and other Europeannsedgidie main ways are
representing viable alternatives for a better baltation, such as:

the importance of developing new core competentaisshould assure a
flexible adaptation for small and medium-sized gmises in a changing
international environment;

paying attention to strategic investments, R&D dme tlong run
development;

the accomplishment of a new clear vision on theogean/ international
market, a provocative goal that should be consttlasea key element for reaching
success.

Other motivations that are pro collaboration agresented by thexternal
shocks(sometimes difficult to be foreseen dint their isjameous character) and by
the need for sustainable development (seen asngesit condition for reaching
equilibrium between the economic- social- environtakaspects).

The best possible way in reaching success inutierd economic situation for
the Romanian small and medium-sized enterprisepigsented by the association in
clusters. The increase in the number of clusteis have a direct effect on the
development: firstly at the regional level and seitpat the national level.

" The report was realized by the Directorate-GerferdEconomic and Financial Affairs.

8 The report mentioned that the ‘GDP growth is mtejet to turn negative in 2009 to around -4%'. Alideds
also viewed regarding the unemployment, whichrissieen to be around 8% in both 2009 and 2010.

In the case of inflation it is projected ‘to de@edollowing lower wage growth and still low intetional
commodity prices.” During this year (2009) the atifin is expected to be 3.5 +/-% (respecting the
national bank target).
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We can say that between development and compeiithgethere is a close
interconnection. The key condition for reaching tlesired development is the
increase of competitiveness. Achieving a high sngbde competitiveness level in
the case of Romanian small and medium-sized eiigeris a key priority.

A way to achieve this is by improving energy effioty. This will enhance
competitiveness and thus the ability to raise piaoid face the market competition.
In the current context of the debates, concernstings and engagements at
national, regional or global level, regarding tHéores needed to tackle climate
change, to adapt to its negative effects and ta Ilgiobal warming, improving
energy efficiency would also only serve this pugos

Energy efficiency, practically the most spread ahdap source of energy,
is the first pillar of a sustainable energy futuke.Cathy Zoi, executive director of
the Sustainable Energy Development Authority, Aalitr said, “If business is to
take energy efficiency seriously, it must not opay for itself, but in the mid term
contribute to improving profitability’ Companies have at their disposal a range of
options: reducing energy consumption; increasimgstinare of renewable energies;
investments in renewable energy technologies; atisul of buildings to reduce
energy losses; measuring and reducing €@issions; locating production near
consumption. Energy efficiency should be promotedli sectors of the economy,
especially in the current context of global recmssiaccelerating the transition
towards a low-carbon economy, with sustainable gnpwvhich will foster
technological innovation, will offer new economippmrtunities and will lead to
the creation of more and better jobs.

We have tried to offer an image regarding theabadltation’s determinants
stressing on the necessity of having a new visibndevelopment- strategic
investments- new core competences. In our opirieset three factors represent the
first important step towards success, being whatweecalling the basic vision of
development for small and medium-sized enterpri$ée second step that should be
taken is the participation into clusters, as a kewdition to achieve a future
development based on direct access to the R&D. Myeld keep in mind that ‘the
private sector has a positive impact on R&D knogtedeneration and innovation
process (...) in overall business cycle’ (Savone2®9). Therefore, the innovation
process is vital for reaching sustainable developinethe case of small and medium-
sized enterprises and for their ability for dealivith competition.

% Cathy Zoi, executive director of the Sustainablergy Development Authority, Australia, quoted
in Company Director (Australian Institute of Compdbiyectors), March 1999, p 59.
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small and medium- sized enterprises

Source: Authors own interpretation

In order to better identify the main charactetistdof the Romanian Small
and Medium Sized Enterprises we have realized a EVdfalysis taking into
consideration the macroeconomic aspects and tienadgnes.

Table 1:
The SWOT Analysis

Score Score

Romania’s EU memb 5 The existence of the European funds and 4

state status possibility of financing projects that will brir
addedvalue for development at regional/ lo
level

Macroeconomic stability 4.9 The EU’s internalnket is a big opportunity dv 4
to the great number of consumers

Political stability 4 As the number of clusters will increase, we 4

assist to a higher access to new fore
technologies in the case of Romanian Small
Medium Sized Enterprises
Monetary policy 3 The development of entreprem¢@ducation 5
Romania’s geostrategic 5 The access to the European labor market
position and the existence of
natural resources
The existence of an 4 The rise of foreign direct investments \ 3
infrastructure for sustaining increase the need for including R&D funds

(&)]
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Score Score
the activity of small and future development (also in the case of Rome
medium sized enterprises Small and Medium Sized Enterprises )

(business incubators,
specialized consulting firms
etc.)
Numbers of clusters exist 3 The necessity for inclusion of sustaine 4
in every region development  principles in the over
management strategy (represents a cost on
time and a necessary investment on long rut
the Romanian Small andMedium Size
Enterprises )
Average score 4.13 Average score 4.14
Weak points Threats
The high degree of 4 The fiercely competition existing at the Europ 4
corruption and international level and the necessity
adaptation from the parbf Small and Mediu
Sized Enterprises
Romania’s national 3 The global economic crises and the asymm 4
competitiveness shocks associated with direct effects throug
all the society
The existence of regional 4 An insufficient pgparation for the new changii 3
development gaps market conditions in the case of Small .
Medium Sized Enterprises
The lean infrastructure 4 The brain drain effect 4
The structure of the nation 3 The incapacity to allocate funds for the R&D in 4
economy order to have competitive products
The relative small number 3 The administrative and financial burden exist 4
of projects from European in the case of Small and Medium Si
funds in the case of Small Enterprises
and Medium Sized
Enterprises
The high costs for 4 Frequent changes in the legislation 4
implementing the
sustainable development
principles and the need for a
greater governmental
involvement
Average score 3.57 Average score 3.85

Source: Authors own interpretation and the Globain@etitiveness Report- 2008-2009

The results of the SWOT analysis should be integdren close relationship,
in order to have a better perspective over theestuaspects. Therefore we will have a
dual approach: strong points- opportunities anckvpeints- threats.

The image of thestrong points and opportunities suggesting the idea that
Romania’s European Union membership representbemefit on a range of multilevel.
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The sine qua non condition for obtaining a suskknadevelopment on the
long run stands in a series of determinants likecroeconomic, political and monetary
stability. The key for Small and Medium Sized Epteses’ success depends on the
quality of the national economic environment arel diegree in which this stimulates
or not the development. The creation of a solichstfucture for sustaining the activity
of small and medium sized enterprises (businessbators, specialized consulting
firms etc) will have a large contribution for futuactions.

Regarding the opportunities, these are directhyneoted with the European
funds and with the necessity to have good projamtdeing financed. For The
Romanian Small and Medium Sized Enterprises, thesscto EU’s internal market
will be a good opportunity for testing their capgaf action. A possible solution
for dealing with the increasing fierce competitiom the European or international
markets will be the participation in clusters. I want in the future to change the
existing situation, we should pay attention toghkd development of entrepreneurial
education.

The weak points and the threatssign the importance of having a good
internal and external environment in order to abtaisustainable development.
The presence of denaturized phenomena like gladmadaenic crisis, a high degree
of corruption, migration effects, regional develaprhgaps etc. will have negative
impacts on long term over Romania’s developmentr8mg up it is necessarily to
find the best ways of creating a favorable envirentrfor developing Small and
Medium Sized Enterprises. In doing so, it is batieeduce the effects of administrative
and financial burden and to avoid too many chamgte legislation.

For a better image the National Council of Smatl Medium Sized Private
Enterprises in Romania had developed in its repoettndex of Evolution of Small
and Medium Sized Enterpris€s The main sub indexes are represented by:

Table 2:
The Index of Evolution of Small and Medium Sizeddtprises

No Index Score effectively obtained
2006 2007 2008
S2 S1 S2 S1 S2

1. The evolution of the number of the commercial conigs -1 5 5 2 2
registered at the Commerce Register

2. The evolution of the number of the commercial conmgs -5 10 10 10 -5
radiated

3. The evolution of the SMEs that obtained profit 5 55 5 -1

4.  The evolution of the number of the commercial comgsithat 2 4 4 4 -2
registered losses

5. The evolution of the SMEs total debts 1 -1 -2 -1 |1

6. The evolution of the SMEs average turnover 3 3 3 2

10 The Index of Evolution of Small and Medium Sizedt&prises is obtained as a sum of the 11 sub
indexes composed. The maximal value is 100 points.
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No Index Score effectively obtained
2006 2007 2008
S2 S1 S2 S1 S2
7. The evolution of the SMEs average profit 4 4 6 4
8. The evolution of the SMEs average loss -1 2 -1 2
9. The evolution of the SMEs employees 1 1 1 2
10 The evolution of the SMEs investments 6 4 5 4
11 The evolution of the SMEs exports volume from piéveector 10 9 6 3 3
General score (points) 25 46 42 38 -3
Average score (points) 44 17.5

Source: The National Council of Small and MediurreSi Private Enterprises in Romania
and authors interpretation

Medium Sized Enterprises is fluctuating in time: wave an increase with an

As we can observe, the value of the Index of Bxatuof Small and

average score of 44 points for the year 2007 (ihieest value) and a decrease with
an average score of 17.5 points on the year 2008 t®the last negative economic
outcomes foreseen, we estimate that the trendavédsing will be also continuing

during the year 2009. The impact is consistenhéndase of the Small and Medium
Sized Enterprises that are struggling to find thbtrway in this time of crisis.

The Index of evolution of SMSE

15
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2008 2007

2006

m the conunercial companies

® the commercial companies radiated

mthe SMSE s that obtained profit

W the commercial companies that registered losses
W the SMSE’s total debts

mthe SMSE’s average tumover

m the SMSE’s average profit

m the SMSE's average loss

mthe SMSE's employees

o the SMSE's investments

®the SMSE’s exports volume from private sector

Figure 3. The Index of evolution of Small and Medium Sized/&e Enterprises (SMSE)

Source: The National Council of Small and MediuneSiPrivate Enterprises in Romania

Medium Sized Enterprises. One is the number of latigms and laws that are

There are many aspects that should be improveatdieg the Small and

continually changing, especially as a consequefidaeoharmonization with the
European standards).
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Another negative point is bureaucracy. Accordingdata released by
‘2006 White Chart of Romanian SMES’, it is perceivay entrepreneurs as being
the second most significant difficulty faced by S8/@4.62%) after high taxation.
A better legal framework and reduced bureaucrapyesent two of the top five
priorities that entrepreneurs recommended to thiéoha Agency for Small and
Medium sized Enterprises to focus on.

4. Conclusions

The integration into the European Union is bringinigt of new challenges
for Romania. The small and medium sized enterpaseplaying an important role
within any market economy, due to the fact thairtheesence is fostering income
stability, growth and employment. We can say thafirt competitiveness is vital
influencing the competitive position of the overionomy.

For succeeding on the international market, ikisegnely important to pay
attention to the established collaboration’s deteamis in the case of small and
medium sized enterprises. The existence of thesi lk@mponents a new vision
of development- strategic investments- new corepetences<can represent the
difference in terms of success. In our opinionséhthree factors are considered the
first important step towards success, being whahae called the basic vision of
development for small and medium-sized enterprises’

In order to obtain a sustainable competitivenestheriong run, the SMEs
should pay attention to the triangkesearch- development- innovatioas a key
factor for dealing with new challenges. The impoc& of these aspects is high
lightened in the Lisbon Strategy, representing priral factors in reaching the
economic development.

Achieving a sustainable competitiveness is thefeyeaching sustainable
development and the convergence on long run. R@msahnould reconsider its
strategy in order to consider the small and meditred enterprises as the driving
forces of future development.
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