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Section 1
Foundations of Strategic Management in SMEs

The objective of this main section is to introduce the reader to the current state, trends and characteris-
tics of strategic management (theory and practice) in SMEs. Analyzed is the impact of external (global)
business environment and internal firm environment, the strategy aims to achieve sustainable competi-
tive advantage, even compared to larger companies ( “fast eat the slow”). The involved real case studies
illustrate the strategic orientation; winning strategies function in dynamic business environments with
increasing uncertainty, demonstrating the strategic opportunities and problems of SMEs, especially
those with innovative character.

Chapter 1

Strategic Management in SMEs: An Orientation AppProach............ccecueeiieiniiiniiiiiicenieeieeniee e 1
Rosalind Jones, University of Birmingham, UK
Susan Sisay, Glyndwr University, UK

The chapter examines strategic orientation in small and medium-sized enterprises (SMEs) in response
to the growing demand for the generation of new knowledge concerning strategic behaviours of SMEs.
Drawing from both strategic management and entrepreneurial marketing literature and using models
and recent theoretical developments from published research based in small firms, it explains the sorts
of activities, attitudes and behaviours which occur in SMEs and suggests that different strategic orienta-
tions generate either increased or decreased profitability and firm growth. It also presents a conceptual
model which serves to illustrate the competitive strategic typologies adopted by SMEs and the inter-
relationship between these strategic typologies and an Entrepreneurial Marketing Orientation (EMO)
dimension of SMEs. The authors propose that the dominant strategic orientations of SMEs could be
predicted by application of this model in future studies. The chapter concludes with ecommendations
and suggestions for future research directions.



Chapter 2
Strategic Management Overview and SME in Globalized World ............ccccoviiiiiiiiiiiiiiiiieeee 22
Neeta Baporikar, Sultanate of Oman Ministry of Higher Education, CAS-Salalah, Oman

Small and Medium Enterprises (SMEs) play an important role in each economy. Some of them even
became market leaders from an international perspective. This stands in stark contrast to the fact that
scientific and strategic management research up to date has only rudimentarily covered the field of
strategic management of SMEs. Globalization is not a trend, a fad, or an isolated phenomenon. It is
an inescapable force. If anticipated and understood, it is a powerful opportunity. If not, it can swiftly
destroy businesses and drown organizations. Meanwhile the concern for globalization and its effect on
SMEs has grown tremendously over the recent decade. Hence, strategic management becomes critical
and deserves more attention due to the threats and opportunities globalization exposes and offers SMEs
to at the same time. This chapter intends to make a contribution to this research gap by means of raising
the question whether strategic management is feasible and/or necessary for SMEs, identifying suitable
concepts of strategic management and their applicability for SMEs so that they can maintain their inde-
pendence and at the same time blossom to their fullest extent.

Chapter 3
Environmental Scanning — An Information System Framework for Strategic Decisions in SMEs:
A CaSE StUAY ANALYSIS...eeuuiiiiiiieitieteete ettt ettt et et e e s bt e bt e bt e sbeesbe e s bt esbe e bt ebee bt enbeesbeenbeenbeenseenseas 40
Ho Yin Wong, Deakin University, Australia
Parves Sultan, Central Queensland University, Australia
Jason Kokho Sit, Bournemouth University, UK
En Li, Central Queensland University, Australia
Jia-Yi Hung, Tzu Chi College of Technology, Taiwan

The aim of this chapter is to explore the role of environmental scanning in information systems for
strategic decisions in the context of small and medium sized enterprises (SME) in Australia. A case
study approach was adopted for this exploratory study. In-depth interviews were conducted with own-
ers of two SMEs. Data were analysed using manual qualitative data analysis techniques. Owing to the
unique characteristics of SMEs, findings suggest that SMEs share some commonalities and differences
to their large firm counterparts. In general, SMEs have a clear idea what their information needs are.
They have a narrow scope of scanning, which focuses mainly on economic, customers, and competitive
information. External sources from media, salespeople, clients, and competitors are their major sources
of information. Human memory and manual filing systems are the key methods of storing information.
The information is distributed through personal communications. SMEs use common sense and intui-
tive approach rather than sophisticated analytical tools to analyse the information. The scanned infor-
mation is used for both strategic and functional decisions. The findings provide insight to SMEs as to
the usefulness of environmental scanning in making various business decisions.

Chapter 4

Strategic Learning for Agile Maneuvering in High Technology SMEs .........c.ccccociriinniinninninnennens 55
Charlotta A. Sirén, University of Vaasa, Finland & Luled University of Technology, Sweden
Marko Kohtamdki, University of Vaasa, Finland & Lulea University of Technology, Sweden

This chapter illustrates four interrelated strategic learning processes, namely knowledge creation, dis-
semination, interpretation, and implementation, that are critical in ensuring the effective and rapid re-
newal of the core capabilities of technology-based small and medium-sized enterprises (SMEs). Based
on a cluster analysis of 182 Finnish software companies and information from illustrative case exam-



ples, the chapter highlights success factors related to strategic learning practices necessary for survival
and prosperity in the highly dynamic IT industry. By offering a consistent strategic learning framework
and multiple practical examples, the chapter provides SME leadership teams with practical suggestions
to facilitate strategic learning. In addition, the chapter considers learning traps that prevent firms from
renewing their capabilities and highlights practices to avoid those traps to facilitate strategic learning
in technology-based SMEs.

Chapter 5

Strategic Asset Building and Competitive Strategies for SMEs which Compete

WIth INAUSTEY GIANLS. ...c.eiiiiiiiiiieiiee ettt ettt et e b bt et e b e e bt eneeneen 77
Carmine Bianchi, University of Palermo, Italy
Graham W. Winch, University of Plymouth, UK
Federico Cosenz, University of Palermo, Italy

This chapter studies companies which are arguably business super-heroes — the small firms which de-
spite the apparent handicap of very limited resources are able to compete against much larger, multina-
tional firms — the micro-giants Davids that take on Goliaths. Through a process of detailed case studies
of actual firms, analysis of asset structure, and experiments with a simulation model, the relationships
between key assets, critical success factors, and micro-giant competiveness are explored. The model
produces six scenarios reflecting different strategies for developing tangible and intangible assets and,
critically, the balance between them. A level of aggression is needed in asset building to maintain
competitiveness, but the simulations show that this can all be undone if balanced development is not
managed. This confirms there are pathways by which micro-giants can remain competitive and deny
multinationals the overwhelming victory that the received wisdom suggests.

Section 2
The Entrepreneur/Manager as Strategist, Leader, and Improviser

The second section deals with the Entrepreneur/Manager as an engine of strategic management of
SME:s, filling the role of strategist, leader and improviser, as well as other supporting roles. This sec-
tions discusses the ways the entrepreneur-strategist detect and realize entrepreneurial opportunities
in the context of the new paradigm of strategic entrepreneurship, using “so-called” explorer strategy,
more acceptable for the case of SMEs. It is demonstrated in a conceptual and especially in practical
terms how to understand better the role of the entrepreneur as a strategist, leader and improviser by
using non-routine methods, myths, metaphors, and jargon in the training of students and entrepreneurs.
The challenges for entrepreneurial methods, knowledge and skills necessary to build a competitive be-
havior are discussed, focusing on the opportunities for their acquisition (in the learning process). The
necessity of acquiring core competencies is analyzed and, more generally, the cognitive specific plan
as a prerequisite for strategic competitive behavior.

Chapter 6
The Entrepreneur as Strategist and Improviser: Subject of Activity and Object of Understanding .....98
Kiril Todorov, University of National and World Economy, Bulgaria

The chapter deals with the search for relevant strategic responses to the challenges of a dynamic and
competitive, international and multicultural business environment where new strategic approaches like
Strategic Entrepreneurship (SE) and tools to meet the specific characteristics and needs of SMEs are
launched. The entrepreneurial opportunities, and their exploration and exploitation through the entre-
preneur’s/ manager’s various roles as a strategist, leader, and improviser, are analyzed. It is shown that



in most cases the entrepreneur (especially in long-term dynamic, ambiguous conditions) acts without
sufficient formal information and resources and therefore has to improvise taking certain risks (stra-
tegic improviser). Difficulties in the understanding and the implementation of entrepreneurial roles,
especially those of strategist and improviser, require non-traditional approaches, forms and methods in
the education of students in entrepreneurship, and in training/ consulting for both new and established
entrepreneurs. The forms and methods of mythology, metaphorical representation and jargon, as tools
of the so-called subjective (qualitative) approach, are widely accepted. The chapter employs examples
of original myths and metaphors to demonstrate how better to understand the linkages across strategic
orientation/ management, improvisation and strategic learning, thus helping entrepreneurs/ managers to
better adapt theories, concepts and tools for effective working in a dynamic, competitive environment.

Chapter 7
The Entrepreneurial Manager: Challenges in Forming Key Competencies ..........cocceveeveereereeneenne. 124
Kostadin Kolarov, University of National and World Economy, Sofia, Bulgaria

The concept of the entrepreneurial manager is not new, although there are different views about the
context, profile, and competencies. In general, there are two distinctive views — the first considers the
entrepreneurial manager as an entrepreneur who manages his own business, and the second as a man-
ager who plays the role of internal entrepreneur in large established enterprises. The present chapter
focuses on the common ideas coming from the both views and critically reviews both conceptually and
empirically outlined key entrepreneurial and managerial competencies in different environments and
organizational contexts. The purpose of this chapter is to review the understandings of the distinctive
core competencies of the entrepreneurial manager and to outline the challenges to their development as
a basis for future research and development projects.

Chapter 8

SMESs’ Leaders: Building Collective Cognition and Competences to Trigger Positive Strategic

L0 111 e0) 11 TSRS 143
Renaud Redien-Collot, Novancia Business School, France
Miruna Radu Lefebvre, Audencia School of Management, France

This chapter explores leadership processes within SMEs emphasized as a unique opportunity to observe
the genesis of collective cognition and its transformation into collective competence. The authors ar-
gue that a close examination of SMEs’ interactions between leaders and employees reveals that these
interactions strongly contribute to building collective cognition and competences that further impact
strategic business outcomes (Kozlowski, 1998). Collective competences significantly contribute to stra-
tegic management in SMEs contexts. SME leaders build a strategy coordination system on the basis
of collective cognition and competences that articulates three different phases: the communication of
the leader’s vision and its evolution/transformation, the assessment of the structure, processes, business
model and functioning of the enterprise, and the development of internal and external interpersonal and
business interactions. The authors examine bricolage leaders, experimental leaders and entrepreneurial
leaders in the context of this strategy coordination system.



Section 3
Strategic Management in SMEs by Stage of Development

In this section the key aspects of strategic management in SMEs in different stages of their development
(start, growth, internationalization) are presented, analyzed and discussed. The section starts with
investigation into how even at the start SMEs and entrepreneurs could prepare for strategic develop-
ment in the future. The section contributes theoretically (through advancing knowledge on the field of
strategic factors for small business growth and practically) when designing support policies strategi-
cally oriented towards small firms). It also highlights the contemporary issues of internationalization
of SMEs, launching a new model, avoiding shortages of preliminary models of internationalization.

Chapter 9
Becoming Strategic in SMall BUSINESSES ......vviiiuiieiireiiieeiieeiieeiieeieeeseteesreesreesreeeseeesseeessseesnseesnnes 160
Colleen E. Mills, University of Canterbury, New Zealand

While strategy has been described as a plan or pattern of actions aligned to a conscious intent, it can
also be conceptualised as the deliberate activities those in business engage in to realise a strategic intent.
It is this activity oriented conception of strategy that is fuelling the turn towards practice in strategy
scholarship. This chapter draws on this perspective and the ‘communication as constitutive of organisa-
tions’ (CCO) perspective to explore what is involved in becoming strategic in an active and experiential
sense in a small business. To do this, it uses illustrations from a series of studies of business startup or
restart from the creative, ICT, and construction industries in New Zealand. The empirically-based syn-
thesis presents strategic management in small businesses as a relational process producing a narrative
infrastructure that weaves together episodes of strategy praxis to produce a coherent thread that ‘tells
the firm forward’ (See Deuten & Rip, 2000). The chapter finishes by briefly exploring the implications
of this view for those seeking to become more strategic in small businesses.

Chapter 10
Strategic Entrepreneurial Orientation and Small Business Growth............ccocccevviieniiiniieinieenee . 180

Jodo J. Ferreira, University of Beira Interior (UBI), Portugal & NECE - Research Unit
in Business Sciences, Portugal

Madrio L. Raposo, University of Beira Interior (UBI), Portugal & NECE - Research Unit
in Business Sciences, Portugal

Cristina I. Fernandes, NECE - Research Unit in Business Sciences, UBI, Portugal

This chapter aims to define a coherent theoretical framework enabling a broader understanding of the
strategic entrepreneurial orientation (SEO) and to evaluate their effects on small firm growth. A sample
made up of 211 small Portuguese firms from various different sectors of activity was surveyed by ques-
tionnaire. The results demonstrate how the life-cycle of companies, their resources, capacities, motiva-
tions and surrounding environment all influence the SEO of small companies. The empirical evidence
shows how SEQ, and across four specific dimensions — proactiveness, innovativeness, risk taking and
competitive aggressiveness, clearly impacts on the growth of these small firms. The study contributes
both theoretically (through advancing knowledge on the field of strategic factors for small business
growth) and practically (when designing support policies strategically orientated towards small firms).



Chapter 11
Towards a New Model of SMEs’ InternationaliZation...........c..ccoceevieriiiiiniieniieeieeieeeeee e 204
Valentina Della Corte, University Federico Il of Naples, Italy

This chapter aims at exploring the internationalization of small and medium sized enterprises through
the search within the referring literature for the main models challenging the internationalization pro-
cess. In the light of the weaknesses and strengths as well as of the related gaps of such models, this
study builds and presents a new model that is able to address the issue of both gradual and rapid growth
at international level. This model, thanks to the supposed variables (roots of resources and development
and direction trough which these resources are valorized) and mechanisms, offers interesting theoretical
and managerial insights for the analysis of the internationalization process characterized by increasing
uncertainty. Finally, the model is tested through the analysis of two case studies.

Section 4
Strategic Management at Different Types (Subgroups) of SMEs

This section presents specific performance of strategic management in different subgroups of SMEs
starting with family enterprises. Among observation and discussion about specific manifestations of
SM in family firms, attention is also paid to knowledge transfer strategies within family firm succes-
sion. Succession issues in non-family firms are also analyzed as a separate theme. The section includes
interesting discussions about the ways strategic decisions are taken in sport organizations using the
democratic approach, supported by some case studies as appendix.

Chapter 12

Strategic Management of Family SMEs: Experience from Belgium..........cccccoevervieneninenncnicnenens 244
Wouter Broekaert, KU Leuven, Campus Brussels, Belgium
Jan Degadt, KU Leuven, Campus Brussels, Belgium
Johan Lambrecht, KU Leuven, Campus Brussels, Belgium

In spite of the vast literature on ‘strategy,” there is no consensus on a common delineation of the term.
Similarly, although the need for strategic flexibility is acknowledged by the literature, there is little
research that analyses the nature and direction of strategic change, especially where family firms are
concerned. This chapter proposes building blocks for the formulation and implementation of strategy.
A clear definition of competitive strategy is distilled from various perspectives on strategy available
in the literature. Finally, three categories of strategic change are defined, namely Restructuring, Ex-
pansion and Transformation. Case study research of five Flemish family firms shows that none of the
strategic change scenarios is naturally preferable to the others, but that each scenario offers its own set
of advantages and risks.

Chapter 13
Knowledge Transfer Strategies within Family Firm Succession .........cc.ccoceeiiiniiniiniineniececeen. 266
Isabella Hatak, WU Vienna University of Economics and Business, Austria
& Johannes Kepler University Linz, Austria
Dietmar Roessl, WU Vienna University of Economics and Business, Austria

A firm’s knowledge is considered a key strategic asset in the course of generating competitive advan-
tages. However, especially within family firm succession, there is a high risk that knowledge embed-
ded if the predecessor leaves the organization. Thus, in order to maintain the family firm’s competitive



advantage an understanding of the challenges regarding the knowledge transfer within family firm
succession is needed. In this chapter, the authors employ a qualitative empirical approach to identify
context-based knowledge transfer strategies and develop a typology of transfer constellations. The re-
sults provide insight for students, researchers, consultants, policy makers and family firm leaders, who
are searching for the most appropriate knowledge transfer strategy given the nature, philosophies and
traditions of specific small and medium sized family firms.

Chapter 14

Strategic Aspects of Non-Family SMES SUCCESSION ....cc.eevuiiiiiiiiniiiiinieniestestete et 282
Susanne Durst, University of Liechtenstein, Principality of Liechtenstein
Simon Katzenschlager, University of Liechtenstein, Principality of Liechtenstein

While reviewing SME succession literature, an empirical dearth in internal non-family SMEs succes-
sion research was detected. This situation is somewhat surprising considering the demographic devel-
opments and the fact that in many countries (e.g. Belgium and the Netherlands) the majority of business
transfers are actually non-family. In this chapter, internal non-family succession is explored in a smaller
Austrian company to shed light on how the firm is preparing for this type of succession. With regard
to succession preparation, insights into the aspects of successor selection, successor training, employee
involvement in the succession process, and performance measurement systems are provided. The find-
ings this chapter reports may be useful for both academics and practitioners.

Chapter 15
A Democratic Approach to Strategic Management in Sport Organizations............cceceeveeereerveneenne. 305
Robert C. Schneider, The College at Brockport, SUNY, USA

The purpose of this chapter is to provide the reader with an understanding and working knowledge
of a democratic management approach to sport organizations. Referenced narrative is supplemented
by case studies, critical thinking questions, and defined terms that support the discussion of demo-
cratic management theory from the organizational mission development to implementation strategies.
A range of strategic management approaches featuring a democratic approach for various types of sport
organizations centers on influences of diversity, the sporting community and member input, voting as a
cornerstone, fostering a culture of mutual sharing, managerial transparency, willful employee commit-
ment and engagement, and threats to democratic management such as commercialism. Challenges to
democratic management including maintaining a moral focus, its time intensive nature, and balancing
stakeholder wants with adherence to the democratic process are addressed.

Section 5
Strategic Management of SMEs in Different Contexts (Specifics, Problems, Good Practices)

The last, fifth section logically presents some specific characteristics of SM in SMEs, operating in dif-
ferent international, geographic, economic, social and cultural contexts. This sections aids in under-
standing how German Mittelstand companies present one of the world leading powers and how their
entrepreneurs behave in a global business environment. This section also aids in understanding prob-
lems of Italian SMEs (usually a positive example) and how they could be overcome. Social networking
of Bulgarian SMEs is also presented. The reader can understand also a situation in ecotouristic SMEs
in Mexico, thanks to another chapter. Another interesting example is the investigation and implementa-
tion of the ERP system as a precondition for SM in SMEs in Saudi Arabia.



Chapter 16
Strategic Management in German Mittelstand COMPANIES .........ceeeereerienienienienieneeneeneeneenieeneees 328
Helmut Kohlert, Esslingen University of Applied Sciences, Germany

The objective of this chapter is to analyze the special aspects of strategic management in Mittelstand
companies. It is a German phenomenon, which comes primarily from the State of Baden-Wiirttem-
berg, in the south-west of Germany. Although the south-west of Germany was one of the poorest
areas in Europe at the end of the 19th century, it developed to the most prosperous region in Europe
over the next 100 years despite two wars which threw the region back for decades. The Mittelstand
companies especially, sometimes called “the mighty middle,” are strongly connected with the German
“Wirtschaftswunder,” the rise of the German economy after 1945. The strategic approach of Mittel-
stand companies is the content of this chapter. The formal approach of big corporations in strategic
management does not really work in the very owner-centric environment of a Mittelstand company.
The owners of Mittelstand companies seem to act more intuitively and are more intrinsically motivated
than their counterparts in big corporations. The question now is what do Mittelstand companies have
in common in their strategic management which can be generalized? This is the basic question of this
chapter, which is looking for plausible answers.

Chapter 17

Relevance and Usage of Management Control Systems with Reference to Strategy Formulation

and Control: Evidence from [talian SMES...........ccoccoiiiiiiiiiiiieee ettt 349
Selena Aureli, University of Bologna, Italy

Management control systems (MCSs) can undoubtedly support organizations’ strategic processes as
they help coordinate and align personnel behaviour to organizational goals, verify the validity of the
organization’s strategic plan and contribute to better formulate future plans. However, past research
indicates that SMEs scarcely adopt MCSs. With the aim to update past research, the present chapter
explores the current role and quality of MCSs used by SMEs in relation to strategic processes. More-
over, it evaluates whether MCSs adoption is associated to specific SMEs owner-managers’ beliefs and
other contingency factors. A survey conducted in Italy in 2012 indicates that SMEs attribute an im-
portant role to MCSs in supporting strategy formulation, its control and subsequent reformulation, but
this strategic role is not associated with the adoption of advanced MCSs. SMEs still rely on traditional
accounting-based control systems or perform some ad hoc analysis to obtain information useful for top
managers strategic decision making.

Chapter 18

Strategic Networking Behavior of SMEs: Practical Considerations from Bulgaria........c...ccccceeuenee. 372
Maria Vasilska, University of National and World Economy, Bulgaria
Iliya Kereziev, University of National and World Economy, Bulgaria
Yordanka Ivanova, University of National and World Economy, Bulgaria

Strategic networking behavior of SME:s is an issue that has not yet been thoroughly studied in the con-
text of emerging market economies in Eastern Europe. No doubt, through strategic networking, SMEs
could gain access to valuable resources — information, know-how, technologies, finance, etc., needed
for strategy development, and building and maintaining competitive advantages. In addition, the net-
working of Bulgarian firms operating in a limited domestic market can be viewed as a tool for gaining
access to external markets. On the other hand, intensive collaboration and networking creates problems
and challenges for the SMEs and places new requirements to their strategic management. Therefore,
this chapter draws upon the data and results of three researches which investigated strategic networking
behavior of Bulgarian SME:s in order to reveal the specific benefits and challenges of SMEs involved in



networks and to examine the impact of networking activities on SMEs strategic development. Finally,
recommendations for the strategic networking behavior of Eastern European SMEs are formulated with
a view to improve their results from networking and hence their competitiveness.

Chapter 19
Entrepreneurship as a Survival-Seeking Strategy for Indigenous Communities: The Case of
Indigenous Ecotourism SMES in MEXICO ......cocuiriiriiiiiniiriciieeteeteete ettt s 398
Virginia Barba-Sdnchez, University of Castilla-La Mancha, Spain
Ericka Molina-Ramirez, National Polytechnic Institute, Mexico

The aim of this chapter is to offer an alternative to the emigration and marginalization currently ex-
perienced by indigenous Latin American communities by creating ecotourism ventures in their home
territories. By fostering profitable and environmentally sustainable economic activities enabling them
to remain in their settlements, it is possible to alleviate the problem of socio-economic marginalization
which they currently face whilst helping conserve the environment and their ancient culture. Qualita-
tive research has therefore been conducted by means of a multiple case study. This is an introductory
work and the authors’ preliminary findings highlight the importance not only of social networks in the
creation of indigenous SMEs but also of the culture, values, uses and customs of such communities in
the identification of the profile of the indigenous entrepreneur.

Chapter 20
Effects of Business Managers’ Skills: A Study of ERP Strategic Alignment in Some Arab

Karim Mezghani, Al Imam Mohammad Ibn Saud Islamic University, Saudi Arabia
Faouzi Ayadi, Al Imam Mohammad Ibn Saud Islamic University, Saudi Arabia
Wassim Aloulou, Al Imam Mohammad Ibn Saud Islamic University, Saudi Arabia

In this chapter, the authors introduce the key ideas related to strategic alignment and ICT in SMEs.
They present the ERP strategic alignment in SMEs as an important investment but more problematic,
discussing the challenges of ERP systems implementation in Arab SMEs by introducing the main stud-
ies conducted in the area. This literature review helps to understand the main enablers of ERP strategic
alignment in this context. The intent of the chapter is to provide readers with a theoretical framework
linking business managers’ skills and interaction between business managers and IS managers to ERP
strategic alignment as main chosen variables. This framework was tested in previous research con-
ducted in Tunisian context and retested for this study in a Saudi context. Within this context, the authors
hope the chapter can be helpful for researchers in ERP strategic alignment, mainly for students and
professors in their academic activities.

Compilation of References ...............ccccooiriiiiiniiiiiiiiiceeeeetete ettt s 440
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Preface

It is widely accepted that the management and particularly strategic management of SME:s is quite dif-
ferent from that of large enterprises. Because it is obvious that small business is not a small copy of a
large company and has its own inherent specific characteristics, particularly its generally local orientation
and isolation, shortage of resources and of course the combination of ownership and management func-
tion in one person — the entrepreneur. All this results in a specific approach to strategic management, its
largely informal character, embodying above all the personal characteristics of entrepreneur, his experi-
ence, creativity, intuition, and improvisational opportunities, particularly in a dynamic, heterogeneous
business environment.

Globalization of the economy, the “death of distance,” thanks to the development of ICT, increasing
heterogeneity and dynamics of the business environment, increasing importance of managing cultural
differences determines the new challenges to strategic management in SMEs. If 20 years ago the global
behavior of small firms was rather an exception today, participation of these firms in the global divi-
sion of labor is tangibly felt. “Think globally and act locally” is not a slogan but a necessity. This gives
rise even to the term “glocalization.” Today, the speed and flexibility (“fast eat the slow”) are essential
tools for SMEs in the global competitive environment. Now, it is normal for a proactive entrepreneur
of a small company for air conditioners (45 people) to fly to China to buy the skeleton and air condi-
tioning mechanics and electronics from France or Spain to use in her workshop for air conditioners in
Bulgaria. Thus, the air conditioner “Star Way” assembled in her firm and sold at a competitive price is
an example of the global division of labor, the blurring of boundaries, and material recognition of the
strategic approach of the global entrepreneur, albeit one of a smaller firm. Increasing the “born global”
firms, without passing gradual stages of internationalization, shows where today business trends are go-
ing. All this opens up new challenges to the strategic management of SMEs and the strategic behavior
of entrepreneurs and firms.

Inrecent years, we have witnessed a rethinking of the “classic” (casual) current strategic concepts and
the search for new, not only to describe but also to prescribe the behavior of SMEs in today’s dynamic,
with increasing heterogeneity, global multicultural business environment. The procedures of the classic
strategic management are subject of a critical analysis, which, albeit with different nuances in “strategic
schools,” has determining common features: setting stable targets, conducting strategic choice, and pro-
viding the resources necessary to achieve them. This causation approach erodes when used in a dynamic
and uncertain environment, particularly in the specific case of SMEs. Therefore, researchers such as S.
Sarasvathy (2008) launched the so-called effectuation approach, which suggests more explorer behavior
(i.e. mindset modification depending on the circumstances) and achieving the adoptive objectives with
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available resources. Moreover, a number of authors launched the idea of the bricolage approach with
emphasis on the recombination of resources to achieve desired possible (changeable) goals. Therefore,
the need to combine the famous advantages of strategic management (more oriented to exploitation) with
proactive, entrepreneurial behavior oriented more to exploration comes to the forefront. After launch-
ing the concept of Strategic Entrepreneurship (SE), some distinguished authors continue to discuss hot
topics in search of working strategic approaches for SMEs.

Nowadays, entrepreneurship activity in the global dynamic, multicultural business environment
requires conceptual solutions and rethought best practices in various contexts: political, geographic,
economic, socio-cultural, religious, and psychological. That is why this book, synthesizing various
theories, concepts, discussions, constructive critical analysis, and good practice intend to help extant
researchers and active entrepreneurs, managers, and other stakeholders.

In preparing this book, we had in mind:

e  The heterogeneity of entrepreneurial activity in various economic and socio-cultural contexts and
hence large differences in knowledge, skills, experiences, values, and especially, entrepreneurial
behaviors and practice.

e  Heterogeneous SME:s in terms of size, stage of life cycle, sectoral affiliation, and specific charac-
teristics, which affects their behavior and need for support.

e  The leading role of the entrepreneur in smaller enterprises, based on personal and behavioral
characteristics and specific roles, such as coordinator of resources, operator, leader, and strategist
in particular.

e International dimensions of entrepreneurship and SMEs, particularly in the implementation of
strategic actions in different political, geographical, economic, and socio-cultural contexts. Here
not only do external conditions produce challenges but they also provide opportunities for the
application of scientific achievements in the field and relevant practice and/or opportunities for
adapting foreign practices.

e A diverse audience with different backgrounds and perceptions.

For all these reasons, we have adopted an indirect approach to the representation of strategic manage-
ment in SMEs from different perspectives, different practices, and different settings.

In this context, the book is divided into five interrelated sections, as follows:

The first section “Foundations of Strategic Managementin SMEs,” covers the basic aspects, problems,
and possible solutions in the strategic management of SMEs. The section begins with an introductory
chapter on the Strategic Orientation (SO) of SMEs as a field of purposeful research in recent years and
illustrates how SO is combined with marketing and innovative orientation. Itis focused largely on strategic
management and the complex relationship between strategic management and strategic orientation. It is
analyzed how inductive and exploratory research within SME research allows for developing deep and
more meaningful insights as to how firms orient and navigate in competitive challenging environments.
It requires new research to generate knowledge and skills and experience for the specific needs of SMEs,
to assist them in implementing strategic behavior in different situations. The second chapter discusses
adequate concepts for Strategic Management (SM) in SME:s in the global economy and their relevance
for the competitive behavior of those enterprises, helping entrepreneurs/managers of SMEs on how to
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form and develop competitive advantage in a dynamic, global environment. The author underlines the
existing gap between the need of strategic management in SMEs in the global environment and what
existing theories and research results offer to these firms. Compared with the end of the 1990s, when
nearly no SME:s practiced strategic management, in 2010, new concepts and methods like resource-based
view and core competencies have been adopted. The chapter demonstrates how strategic management
and SME research can be re-conceptualized to respond to new global business challenges. Particular
attention is paid in the third chapter to identifying and analyzing the driving forces in the external envi-
ronment as a starting point in the SM of SME:s. It is about scanned information from different sources
to be used for strategic and functional decisions in SMEs. Data obtained form case studies and in-depth
interviews with Australian SMEs suggest that these firms share some commonalities and differences
with their large firm counterparts. The SMEs focus mainly on economic, customers, and competitive
information, having in mind external sources from media, sales people, clients, and competitors as their
main sources of information. The information is stored mainly by human memory and minimal filing
systems. At the same time, the information is distributed through personal communications. The fourth
chapter provides a comparative perspective, including the preparation of strategic success in different
contexts, offering a consistent strategic learning framework and multiple practical examples for SMEs
leadership teams. In addition, the chapter considers learning traps that prevent firms from renewing their
capabilities and highlights practices to avoid those traps to facilitate strategic learning in technology-based
SMEs. The chapter also presents some practical, actionable steps that CEOs and leadership teams can
take to foster strategic learning and escape learning traps, making successful adaptation and strategic
change possible. The fifth chapter analyses the winning strategies of SMEs when fighting with bigger
companies (the fast eat the slow). Using ancient metaphor of battle between David and Goliath, the au-
thors analyze how SMEs (microgiants) with limited resources are able to compete against much larger
multinational firms. Based on detailed case studies of actual firms and simulation models, the authors
analyze the relationship between key assets, critical success factors, and microgiants’ competitiveness.
They produce six scenarios reflecting different strategies for developing tangible and intangible assets
and critical balance between them.

The second section of the book, “The Entrepreneur/Manager as Strategist and Leader,” considers
the roles of entrepreneur, who is an owner-manager in most cases. He is presented in his/her roles as
strategist, leader, manager, and improviser. The first chapter shows he/she playing a crucial (strategic)
role not only in identifying entrepreneurial opportunities (requiring strategic intervention), but also in
the creation of such opportunities (cognitive-subjective approach). In many cases, the entrepreneur also
plays the role of (strategic) improviser, and the chapter demonstrates how, through improvisation (myths,
metaphors, bluffs), strategic entrepreneurial behavior can be achieved and trained. The second chapter
presents and summarizes the understandings of the distinctive core competencies of the entrepreneurial
manager and to outline the challenges to their development as a basis for future research and development
projects. The author distinguishes and discusses two views about the idea of entrepreneurial manager —
the entrepreneurial manager as an entrepreneur who is managing his own business and the manager who
plays the role of internal entrepreneur in large established enterprises. The author also tries to outline
the common ideas coming from both views as well as to make a critical review of the extracted both
conceptually and empirically key entrepreneurial and managerial competencies in different environments
and organizational contexts. The last chapter explores leadership processes within SMEs emphasized
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as a unique opportunity to observe the genesis of collective cognition and its transformation into col-
lective competence. The authors argue that a close examination of SMEs’ interactions between leaders
and employees reveals that these interactions strongly contribute to building collective cognition and
competences that further impact strategic business outcomes. SME leaders build a strategy coordination
system on the basis of collective cognition and competences that articulate three different phases: the
communication of the leader’s vision and its evolution/transformation, the assessment of the structure,
processes, business model, and functioning of the enterprise, and the development of internal and external
interpersonal and business interactions. The authors examine bricolage leaders, experimental leaders,
and entrepreneurial leaders in the context of this strategic coordination system.

The third section, “Strategic Management in SMEs by Stage of Development,” presents the strategic
behavior of SME:s at different stages of their development. The first chapter analyzes the problems and
opportunities for strategic development and crucial role of entrepreneur (even at the start up stage). The
chapter draws on what is involved in becoming strategic in an active and experience sense in small busi-
ness. Strategy practice is distributed across all the social interactions that are necessary to take a concept,
transform it into a marketable service or product, and do this in an ongoing and profitable manner. Many
of these interactions will be a consequence of the social capital available to the nascent entrepreneur or
small business operator through existing personal and professional networks or those they create around
their business. The second chapter in this section examines the growth strategies of SMEs, identifying the
key factors influencing growth and its support in different contexts. Using the results of surveys in 211
Portuguese firms, the authors demonstrate how the life cycle of companies, their resources, competencies,
motivations, and surrounding environment influence the Strategic Entrepreneurial Orientation (SEO)
of SMEs. The empirical evidence shows how SEO—across four specific dimensions: proactiveness, in-
novativeness, risk-taking, and competitive aggressiveness—clearly impact the growth of these SMEs.
The internationalization of SMEs is important from both a theoretical and practical point of view, and
following this consequently, chapter three presents different views on internationalization. Comparative
analysis shows the relative advantages/shortages of different schools, concepts, and alternatives, and a
new model of internationalization is launched. This model, thanks to the supposed variables (roots of
resources and development and direction through which these resources are valorized) and mechanisms,
offers interesting theoretical and managerial insights for the analysis of the internationalization process
characterized by increasing uncertainty.

The fourth section of the book, “Strategic Management at Different Types (Subgroups) of SMEs,”
considers the manifestation of strategic management in different types of SMEs. The first chapter in
this section underlines there is little research that analyses the nature and direction of strategy and stra-
tegic change in family firms. The authors propose building blocks for formulation and implementation
of strategy. Three categories of strategic change are defined, namely Restructuring, Expansion, and
Transformation. Strategy demands discipline and continuity. In this sense, family firms have advantage
because they are less focused on short-term financial results and instead adopt a more long-term vision.
At the same time, family firms are under the danger not to recognize the signals for strategic change from
external sources and because of internal closeness. In the second chapter, the authors determinate the
importance of knowledge transfer in the multistage succession process in the family firms. At the same
time, they underline in family firm succession that knowledge transfer is most often not managed at all
or poorly managed at best. This chapter aims at identifying context-based knowledge transfer strategies
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and at developing a typology of transfer constellations. Based on theoretical analysis and empirical
research, the authors established a framework for the deviation of context-based knowledge strategies
within family SMEs. In the third chapter, internal non-family succession was explored and used as a case
of smaller company to shed light on how the firm is preparing for this type of succession. With regard to
succession preparation, insights into the aspects of successor selection, successor training, and employee
involvement in the succession process and performance measurement systems are provided. Despite the
small example for illustration, the authors believe it is important to present in a clear way the succession
process in non-family firm. The fourth chapter is devoted to strategic management in sports business and
shows that a democratic approach is a desired style of work, but not for everyone and every company.
It requires certain conditions for application, obtaining specific expertise and willingness of managers,
especially in making strategic decisions. Formulation, implementation, and continuous evaluation are
adequate in serving as a broad guide to the strategic management process of sport organizations and can
be refined by sport managers to meet the varying missions across sport organizations.

The book concludes with the fifth section, “Strategic Management of SMEs in Different Contexts
(Specifics, Problems, Good Practices),” presenting different views and practices of SM in different
countries and continents. The first chapter examines the key role of the Mittelstand (medium-sized)
companies as the backbone of the German economy, working in 174 countries. The formal approach
in big corporations in strategic management does not really work in the very owner-centric environ-
ment of a Mittelstand company. The owners of Mittelstand companies seem to act more intuitive and
are more intrinsically motivated than their counterparts in big corporations. The question now is what
do Mittelstand companies have in common in their strategic management, which can be generalized?
Chapter two analyzes some aspects of strategic management in Italian SMEs, focusing on Management
Control Systems (MCS). Although Italy is often seen as a textbook example of successful development
of entrepreneurship and SMEs, they are not without their problems. The issue in this chapter is the gap
between the strategic management requirements of SMEs and the available MCS. The third chapter
deals with the main elements of social capital of SMEs and expressed strategic management through
participation in various forms of business (entrepreneurial) networks using examples of Bulgarian
SME:s. Participation in such networks allows access to information and resources for solving strategic
tasks impossible for the isolated firm. On the other hand, intensive collaboration and networking creates
problems and challenges of SMEs and places new requirements to their strategic management. The aim
of the fourth chapter is to offer an alternative to the emigration and marginalization currently experienced
by indigenous Latin American communities by creating ecotourism ventures in their home territories.
This is an introductory work and the preliminary findings highlight the importance not only of social
networks in the creation of indigenous SMEs but also of the culture, values, uses, and customs of such
communities in the identification of the profile of the indigenous entrepreneur. The authors of the last
chapter discuss the challenges of ERP system implementation in Arab SMEs by introducing the main
studies conducted in the area. Their intent is to provide readers with a theoretical framework linking
business managers’ skills and interaction between business managers and I'T managers to ERP strategic
alignment as main chosen variables. This framework was tested in previous research conducted in the
Tunisian context and retested for this study in a Saudi context. Within this context, the authors hope the
chapter can be helpful for researchers in ERP strategic alignment, mainly for students and professors in
their academic activities.
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In brief, this book includes a wide variety of approaches, problems, and discussions in the field done
by the contributors. It provides a color and fresh look at some difficult concepts and a field that is dif-
ficult to unify. Alongside the established theories and concepts, the reader will encounter a number of
issues for discussion promoted and defended by different contributors from many countries. This book
is aimed at a wide audience of potential readers, including students, teachers, researchers, entrepreneurs,
managers, and policy makers. The editors believe that the book will provide an opportunity to learn about
new ideas and methods of strategic management of SMEs in a global cross-cultural context.

Kiril Todorov
University of National and World Economy, Bulgaria

David Smallbone
Kingston University, UK
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Section 1

Foundations of Strategic
Management in SMEs

The objective of this main section is to introduce the reader to the current state, trends and characteris-
tics of strategic management (theory and practice) in SMEs. Analyzed is the impact of external (global)
business environment and internal firm environment, the strategy aims to achieve sustainable competi-
tive advantage, even compared to larger companies ( “fast eat the slow”). The involved real case studies
illustrate the strategic orientation; winning strategies function in dynamic business environments with
increasing uncertainty, demonstrating the strategic opportunities and problems of SMEs, especially
those with innovative character.






Chapter 1

Strategic Management in SMEs:
An Orientation Approach

Rosalind Jones
University of Birmingham, UK

Susan Sisay
Glyndwr University, UK

ABSTRACT

The chapter examines strategic orientation in small and medium-sized enterprises (SMEs) in response
to the growing demand for the generation of new knowledge concerning strategic behaviours of SMEs.
Drawing from both strategic management and entrepreneurial marketing literature and using models
and recent theoretical developments from published research based in small firms, it explains the sorts of
activities, attitudes and behaviours which occur in SMEs and suggests that different strategic orientations
generate either increased or decreased profitability and firm growth. It also presents a conceptual model
which serves to illustrate the competitive strategic typologies adopted by SMEs and the interrelationship
between these strategic typologies and an Entrepreneurial Marketing Orientation (EMO) dimension of
SME:s. The authors propose that the dominant strategic orientations of SMEs could be predicted by ap-
plication of this model in future studies. The chapter concludes with ecommendations and suggestions
for future research directions.

INTRODUCTION

sourcing business opportunities has major implica-
tions for firm growth and regional regeneration.

This chapter examines strategic orientation in
small and medium-sized enterprises (SMEs) which
is fast becoming an area of increasing interest and
concern (Jones & Parry, 2011; Poutziouris, 2003).
This research area is of particular significance
to owner-managers of SMEs, business support
agencies and policy makers as the way in which
an SME orientates, focuses and navigates towards

DOI: 10.4018/978-1-4666-5962-9.ch001

SME:s are acknowledged as being vital components
of a competitive private sector, dynamic catalysts
within the economy, without which it will fall
into a state of decay (Bryan, 2000). Key to both
national and regional economic growth, SMEs are
of increasing importance to governments and in-
ternational agencies. This high level of interest has
resulted in an abundance of research largely with
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the view to inform policy. As such, development
of public policy which supports increasing growth
of entrepreneurial and innovative SMEs as well
as regions, is of global interest (Eshima, 2003).
The choices that entrepreneurs make in terms
of strategic orientation and firm direction are often
difficult to disentangle and thus, little has been
surfaced on this topic. Yet it is a growing and
significant area of research both for developing
understanding of how SMEs grow local markets
and for sourcing internationalization opportuni-
ties. As entrepreneurs are often adept at opportu-
nity seeking, leveraging resources for the firm by
networking and developing close, fruitful business
contacts in the context of their own industry, much
of the firms’ strategy and orientation is developed
from implicit firm behaviours and significantly
influenced by the entrepreneur who is the manager
of the firm (Jones & Rowley, 2011). In terms of
strategic orientation, there is a significant body
of research which acknowledges the relationship
between entrepreneurial orientation and positive
firm growth. There is also a substantial body of
research which identifies that firms which exhibit
anentrepreneurial orientation together with a mar-
ket orientation are often much more successful.
Grinstein (2008) also observed that firms with a
market orientation combined with other strategic
orientations were generally more successful.
However, much of this ‘orientation’ research
has originated in the United States (US) in large
sized enterprises (LSEs) and in mass markets.
Although there has been some research of strategic
orientation in SMEs this has been mainly explored
through use of scales and measures, often using
scales which are developed in LSEs and hence are
only suitable for large organizations. Much less
work has been carried out in smaller firms with
the exception of such authors as Pelham (2000)
and, over the past two decades academic think-
ing has now developed which now recognises
that small firms are not simply smaller versions
of larger organizations, but that they behave and
operate very differently to their larger counterparts.

Strategic Management in SMEs

Hence, further investigation and understanding of
strategic orientations in SMEs is required as the
implications are that it is very different.

There has also been growing demand for the
generation of new knowledge concerning SMEs
behaviours, in order to understand why firms take
the actions and strategies that they do. Inductive
enquiry and qualitative research enables uncover-
ing of previously unknown phenomena and, re-
search of the SME often involves the entrepreneur
as the sole respondent or research participant.
This chapter takes a step further and tackles the
issues of SME behaviour from both the employee
and entrepreneur’s perspectives as although the
entrepreneur is a major influencer of the firm, all
employees working in the firm are responsible in
some way to the overall behaviour of the SME
firm. The chapter then goes on to explain the
sorts of activities, attitudes and behaviours which
occur in SMEs and demonstrates this by use of
models and recent new theoretical developments
from published research based in small firms. It
then explains how strategic orientations such as an
entrepreneurial orientation, can be closely inter-
twined with other orientations such as marketing
orientation, innovation orientation and customer
orientation. Italso suggests that different strategic
orientations generate either increased or decreased
profitability and firm growth. The chapter con-
cludes with recommendations and suggestions
for future research directions.

BACKGROUND AND
LITERATURE REVIEW

Strategic Orientation

Strategic orientation has been described as the
directional thrust of a firm based on its perception,
motivations and desires which guide the formula-
tion of strategy. Firms respond differently to their
environment and their responses can be classified
according to their strategic orientations (O’Regan
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& Ghobadian, 2006). Strategic orientations could
therefore be described as the principles which
guide the marketing and strategy making activi-
ties of the firm, representing the firm’s guiding
culture inits interaction with both competitors and
customers (Noble et al., 2002). Through the use
or, adaptation of a strategy, a firm can favourably
alignitself with its environment thereby reflecting
its strategic orientation (Man & Sriram, 1996).
There are a variety of definitions of strategy.
According toJohnson and Scholes (2002) strategy
‘“ is the direction and scope of an organisation
over the long-term: which achieves advantage
for the organisation through its configuration of
resources within a challenging environment, to
meet the needs of markets and to fulfil stakeholder
expectations.” Strategy has also been defined as
“the planned or actual coordination of the firm’s
major goals and actions, in time and space, that con-
tinuously co-align the firm with its environment”
(Farajoun, 2002 cited in O’Regan & Ghobadian,
2006, p.606). Hence, we see that the relationship
between the right strategy and firm performance
is emphasised in both definitions and O’Regan
and Ghobadian (2006) refer to several studies that
have examined this relationship in SME:s.
Several typologies are commonly used in
management research to explain the feasibility
of business strategies. Among them are the ty-
pologies of Abell (1980), Miller (1992), Porter
(1980), Tearcy and Wiersema (1995) and Miles
and Snow (1978). Whilst certain similarities
could be identified, especially between Miles and
Snow’s (M&S) strategic typology and those of
Porter; the distinguishing feature of M&S is its
strategic choice approach. According to O’Regan
and Ghobadian (2006), the M&S strategic typol-
ogy focuses on the organisation’s dynamic pro-
cess of adapting to environmental changes and
uncertainty. It therefore considers the strategic
and organisational trade-off between external
and internal factors (Hambrick, 2003). Kald et
al. (2000) notes that M&S’s strategic typology
dealt with strategic orientation whilst Porter’s

generic strategies dealt with strategic positioning.
Research therefore suggests that Porter’s model
of competitive strategy is unsuited to SMEs as
SMEs can only adopt a focused strategy (Rug-
man & Verbeke, 1987; O’Regan & Ghobadian,
2005). Furthermore, over the past three decades
M&S’s strategic typology has been extensively
tested within various industries (O’Regan and
Ghobadian, 2006) and by researchers from various
administrative science fields (Hambrick, 2003)
and consistently found to be a generic analyti-
cal tool for company competence and strategy.
According to Hambrick (2003) the typology’s
comprehensiveness of organisational attributes
strategic orientation, organisational features and
management process is remarkable. In addition
it has been deemed most appropriate for use by
SME:s in analysing themselves and their competi-
tors (Rugman and Verbeke, 1987). Based on the
foregoing this chapter will therefore adopt the
MA&S strategic typology indiscussing the strategic
orientations of SMEs.

Miles and Snow’s Strategic Typology

As stated above, M&S s strategic typology focuses
on the strategic orientation of the firm; how the
firm’s strategy aligns with its operating environ-
ment. The chapter authors maintain that three key
issues have to be addressed by firms in their deci-
sion making process: the entrepreneurial problem
(the firm’s management of its market share), the
engineering problem (its system of production and
distribution) and the administrative problem (the
structures and processes which support both entre-
preneurial and engineering solutions). The pattern
of response of the firm to these issues indicates
the strategic orientation of the firm, leading to the
identification and categorisation of four types of
organisations: prospectors, defenders, analysers
and reactors. (Therefore within this chapter ref-
erence to types refers to the organisational types
identified by M&S). Table 1 provides a summary
of the four organisational types, the firm’s main



Strategic Management in SMEs

Table 1. Summary of Miles and Snow’s strategic typology

Strategic Type | Main Focus Traits
Prospector Entrepreneurial, Innovation and External orientation, environmental scanning.
new Opportunities orientated Maximize new opportunities. Innovation to meet market needs.
Flexibility and freedom from constraining company rules and regulations.
Welcomes change and sees the environment as “uncertain.”
Defender Defending existing market Narrow range of products or services.
Targets a narrow market segment Internal orientation, efficiency of existing operations.
(niche market) Uses well established ideas and methods; avoids unnecessary risks.
Uses variety of means to defend Centralized control and a functional structure are common.
existing market
Analyser Hybrid of prospector and defender | Operates well in both stable and dynamic markets.
types Uses efficiency and increased
production in stable markets and innovates in dynamic markets.
Reactor Reacts to change Short-term planning, reacts to others actions.

focus and firm traits. The authors maintain that
each organisational type has a dominant trait
which is the result of the key decision maker’s
perception of the environment and their influ-
ence. Therefore the position of the firm on the
pro-active/reactive continuum is derived from
this perspective. Whilst the prospector, defender
and analyser types are can lead to competitive
advantage within the industry, the reactor type
generally reflects poorly aligned strategy and is
unlikely to lead to competitive advantage.

Following on from M&S’s identification of
the role of key decision makers on strategy and
strategic orientation, the next section of this chap-
ter will consider the impact of the entrepreneur’s
personal and business motivations on SME strat-
egy. As stated earlier, SMEs are largely shaped
by the personality and ethos of the entrepreneur,
who also heavily influences strategy in the smaller
firm (Poutziouris, 2003). Therefore, the strategic
orientation of a small business is ultimately, in-
extricably linked to the personality and business
goals of the entrepreneur.

Strategic Orientation and
the Entrepreneur

Small businesses are acknowledged by researchers
as being able to accommodate diverse business

portfolios as well as diverse socio-psychological,
personal and familial aspirations. Such diversity
makes SMEs idiosyncratic and enigmatic (Pout-
ziouris, 2003). As strategic orientation in SMEs
is driven by the personality and characteristics
of the entrepreneur, their attitude towards the
business operation and vision for the firm will
ultimately influence strategic choice, orientation
and the overall performance of the firm. Various
researchers have examined the different types of
entrepreneurs. There is a body of research which
identifies certain owner-managers of firms as
being life-style entrepreneurs, being focussed
on business goals which align with personal life
goals. While other researchers identify growth-
oriented entrepreneurs. Poutziouris, (2003) citing
Stanworth and Curran (1978) define three groups
of entrepreneur types—artisan, classical and mana-
gerial. Poutzioris went on to further distinguish
these as four distinct clusters: status-quo oriented;
growth oriented; survival life-style oriented, and;
exit route oriented.

Table 2 shows the type of entrepreneur by
orientation (in the first column), together with
a description of the attitudes and choices made
within each firm (in the second column) and finally
in the third column, the definition of the strategy
adopted in these types of classifications of SME:s.
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Table 2. Summary of orientation, firm description and strategy type

Orientation of the
entrepreneur Description Strategy type
Status-quo control oriented Not interested in growth/profits. Reactors
Growth-oriented Interested in growth and profitability. Willing to take risks Prospectors
Analysers
Survival-lifestyle orientated | Interested in maintaining an autonomous life-style. Majority are family run Defenders
businesses. Will reject growth to protect the business from outside control/ Analysers
financial vulnerability.
Exit-route oriented Not interested in retaining control Looking to sell all or part of business. Focus is Defenders
on maintaining a viable business for subsequent sale. Prospectors
Analysers

Table 3. Successful SME strategies

Strategy Strategy Type

Characteristics

Innovative and
pro-active

Prospectors

(Entrepreneurial, Innovation and new
opportunities orientated) and Analysers
(hybrid of prospector and defender)

Innovative firms which utilize technology to achieve competitive advantage.
They are generally more flexible than the other two types as they require
flexible structures to facilitate innovation. They also make more use of
cooperative partnerships and alliances as they need greater access to
resources to maintain innovativeness. They are better positioned to react
to changes in the environment and are generally better performers.

Customer oriented | Analysers (Hybrid of prospector and
defender) and Defenders (defending

existing market)

These are less flexible and use more complex organizational structures
than prospector firms. Such firms are likely family run businesses. They
adoptacustomer-orientation exploiting the close, localized and interactive
relationships with their customer base.

Modernization Defender and Analysers

Modernization strategy involves upgrading old and obsolete technology
for modern machines with the view to improving production and quality
and improve efficiency by reducing wastage. This is representative of
mature small businesses which are largely family run and have developed
a large and stable customer base.

Aragon-Sanchez and Sanchez-Marin (2005)
describe Camison’s (1997) study in Spanish SMEs,
whereby three successful SME strategy types are
identified. These include the following: innovative
and proactive SMEs, customer-oriented SMEs
and, modernization SMEs. Table 3 shows these
identified strategy types inrelation to M&S’s stra-
tegic typologies. Column oneillustrates Camison’s
SME strategy classifications while column two
illustrates these SME groups inrelation to M&S’s
strategy types. The third column shows the firm
characteristics related to each proposed strategy
(Camison, 1997).

Strategic Orientation-The
Marketing Perspective

There is a significant body of research on market-
ing and market orientation, mainly dominant in
the large firm mass marketing context. Much less
research has been completed in smaller firms or
new ventures, but nobly that of Pelham (2000) in
the United States (US) while Jones and Rowley
(2009, 2011) in the UK initially investigated the
role of market orientation in SMEs, then took a
multi-faceted approach to firm orientations which
is discussed later in this chapter. The US market-
ing stream is heavily influenced by the market
orientation literature pioneered by Kohli and



Jaworski (1990) and Narver and Slater, 1990. The
streams of work emanating from these developed
scales and measures of market orientation are
presented below:

Market Orientation

Firms which are market oriented are widely rec-
ognized as having enhanced firm performance
and more significant growth trajectories (Kohli
& Jaworski, 1990; Narver & Slater, 1990). Kohli
and Jaworski (1990) define market orientation as
organization wide generation, dissemination and
responsiveness of and to, market intelligence on
both current and, future customers. Conversely,
Narver and Slater (1990) take a behavioural
perspective, describing market orientation as an
organizational culture which leads to creation of
value for customers and by extension, continuous
competitive advantage. Using the above defini-
tions, a market orientation therefore consists of
customer orientation (an understanding of cus-
tomers that facilitate the continuous creation
of value); competitor orientation (an awareness
of competitors capabilities); inter-functional
coordination (organization wide involvement in
value creation for the customer) and long term
profit focus (the overriding business objective)
(Mavondo, 2010). In addition, in the SME con-
text, it must be noted that the motives, attitudes
to business and values of the entrepreneur play
an important role in a firm’s market orientation
and, it’s overall strategic choice. For some entre-
preneurs the pursuit of wealth and entrepreneurial
growth is not the primary focus and such firms
may overlook market opportunities for profit and
growth (Poutziouris, 2003).

Market orientation is dominant in the strategic
orientation literature and both Kohli and Jawor-
ski and Narver and Slater’s models have been
extensively revised and replicated in the research
of LSEs. For example, Deshpande et al. (1993),
Deshpande and Farley (1998) and the “MORTN”
scale, Kohli et al. (1993) and the “MARKOR”
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scale. Littleresearch of market orientationin SMEs
has taken place and these works are recorded in
Jones and Rowley (2011), but where it has taken
place, frequently scales and measures are often
used without adaptation to the small firm context.
Notwithstanding its dominance in the ori-
entation literature and established links to firm
performance, market orientation is not the only
viable orientation (Jones and Rowley, 2009: 2011;
Noble et al., 2002). Other orientation literatures
are now discussed by way of illustration in the
following paragraphs. Later in the chapter, we
will argue and demonstrate the interrelationships
between these key orientations for SMEs.

Customer Orientation

Customer orientation (CO) emphasizes the impor-
tance of customer focus. There are two schools of
thought: one which views customer orientation as
an organisational culture focused on the creation
of customer value and the other which views it as
an attitude of dedication to the customer (Jones
and Rowley, 2011). SMEs generally have shorter
communication lines to their customers as they
usually have narrow and localized customer base.
This allows for close interactive relationships
contributing to higher levels of customer satisfac-
tion and loyalty (Jones & Parry, 2011; Jones &
Rowley, 2011; Salavou et al., 2004). Generally,
the SME’s inherently simple and informal style
makes for flexibility which allows them to respond
quickly to customer needs and preferences, thereby
building customer loyalty (Aragén-Sanchez
& Sanchez-Marin, 2005). Various researchers
from a range of disciplines have researched the
concept. Often customer orientation measures
are subsumed within market orientation scales
and measures and are viewed interchangeably
by researchers, yet the two orientations are very
different. This is especially noticeable in SMEs
whose entrepreneurial managers are often very
customer focussed but much less competitor aware
(Jones & Rowley, 2011). Customer orientation is
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featured not only in services marketing literature
(with their focus on customer satisfaction); it is
discussed in both sales and marketing literatures
(Saura et al., 2005).

Entrepreneurial Orientation

There is a substantial body of research over the
last few decades on entrepreneurship, predomi-
nantly from the US. This research predominantly
focuses on the personality traits of entrepreneurs
which largely informs the entrepreneurial orien-
tation measurement scales and constructs. The
dimensions of risk taking, pro-activeness and
innovation are therefore often incorporated. For
example in the work of Lumpkin and Dess, (1996).
These dimensions have been further expanded
by researchers to include culture, innovation,
risk taking and pro-activeness. Khandwalla’s
(1973) ‘ENTRESCALE’ has included within it
sub-constructs of innovation and pro-activeness,
entrepreneurial proclivity and a propensity for
risk taking, and has been subsequently refined
and much cited in the EO literature and is noted
for its reliability and validity in numerous studies
(Covin & Slevin, 1989; Khandwalla, 1977; Miles
& Snow, 1978).

Innovation Orientation

Schumpeter (1934) describes the entrepreneur as
aninnovator and a change agent, one who through
the creation of new technological processes/prod-
ucts is a “deliberate wrecker of equilibrium.” A
firm’s proclivity towards initiation and/or imple-
mentation of different types of innovation reflects
its organizational innovativeness (Salavou et al.,
2004). The relationship between innovation, MO
and company performance has also been recog-
nized in the works of Hurley and Hult, (1998);
Jaworski et al., (2000); Slater and Narver, (1998).
Narver and Slater (1990) propose that the practice
of continuous innovation remains an ever-present
element of all three identified components of a

market orientation (Tajeddini et al., 2006), while
many entrepreneurial activities, such as the iden-
tification of new opportunities, the application of
innovative techniques, the conveyance of goods
to the marketplace and the successful meeting
of customer needs in the chosen market, are also
elementary aspects of marketing theory (Collinson
& Shaw, 2001).

Strategic Orientation and
Environmental Factors

Whilst having a market, customer, and entre-
preneurship and/or innovation orientation may
contribute to business success, survival is also
determined by the firm’s ability to respond ef-
fectively to environmental changes. Strategy is
influenced not only by the resources available
to the firm and its organizational structure; it is
also influenced by environmental and institu-
tional factors (Zhou & Li, 2007). The mediating
effect of environmental and institutional factors
on the strategic orientation of the firm will now
be outlined.

The moderating effect of the environment on
the effectiveness of organizational characteristics
has long been established. Environmental factors
described by researchers include aspects such
as market dynamism and technological changes
(Gatignon & Xuereb, 1997; Kohli & Jaworski,
1990; Slater & Narver, 1994; Zhou & Li, 2007).
Anoverview of relevant research which highlights
the mediating effects of environmental factors
on strategic orientation is provided below by the
chapter authors in Table 4.

The above summary suggests that the strategic
choice of a firm should be considered in the light
of the effects of the environment on strategic ori-
entation as it will ultimately impact on SME per-
formance. SMEs should continually endeavour to
align their strategy to changes in the environment.
However, this is a major challenge for SMEs who
are observed to have an informal, ad-hoc, flexible
approach to business and marketing planning and
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Table 4. Effects of environmental factors on strategic orientation

Author

Orientation

Positive relationship

Negative relationship

Slater and Narver (1998)
Zhou and Li (2007)

Customer orientation

Suited to stable markets
Linked to high performance
when demand uncertainty is
low.

Unsuited to dynamic/turbulent
markets.

Low performance when demand
uncertainty is high.

Zhou and Li (2007)

Growth-oriented entrepreneurs

Risk taking and prospective
behaviour suitable in

less dynamic and hostile
environments

In dynamic and hostile
conditions growth-oriented
firms should be more risk
averse

Aragon-Sanchez and Sanchez-
Marin (2005)

Technology oriented
(innovative and proactive firms)

High performance in high
technological turbulence

Negative effect on performance
when technological turbulence

is low

strategy (Carson, 1995) and where entrepreneurial
business and marketing practices are instinctive,
implicitand driven by entrepreneurial instinct and
experience rather than managerial competencies.

STRATEGIC ORIENTATION AND
THE ENTREPRENEURIAL SME

Liberalization of markets, expansion of global gi-
ants and subsidiaries and increased transnational
trade have changed the competitive landscape for
all businesses (Salavou et al., 2004). The chal-
lenges faced by SMEs are well documented; lack
of resources (including access to qualified human
resources), limited finance, lack of strategic exper-
tise and the centralization of control and decision
making in a sole entrepreneur (Carson, 1995;
Jones & Parry, 2011) are just a few. Smallness
of size and resource constraints mean that SMEs
do not have the advantage of LSEs, for instance,
economies of scale and diversification strategies.
Therefore SMEs cannot compete in the traditional
sense and generally achieve competitive advantage
by creating new markets or products or serving
niche market (Carson, 1995; Jones & Parry,2011).
The link between market orientation and business
performance has earlier been described. Notably,
the absence of market orientation and other skills
and competences in SMEs often lead to lower

performance levels and higher risks of business
failure (Jones & Suoranta, 2011).

Whilst the SME’s approach to marketing may
not fit established theories (Freel, 2000), success-
ful SMEs are able to capitalize on their unique ben-
efits of ‘smallness’. Described as entrepreneurial
marketing (EM), SME marketing is characterized
by arange of factors including an inherently infor-
mal, simple and haphazard approach which gives
it a distinctive style. This is the result of various
factorsincluding: small size; business and market-
ing limitations; the influence of the entrepreneur
and the lack of formal organizational structures
or formal systems of communication. Defined as
the proactive identification and exploitation of
opportunities for acquiring and retaining profit-
able customers through innovative approaches to
risk management, resource leveraging and value
creation’ (Morris et al., 2002, p. 5), it tends to
be responsive and reactive to competition and
opportunistic in nature (Carson et al., 1995). It
also tends to be highly dependent on networking
(Gilmore & Carson, 1999; Gilmore et al., 2001;
Miller et al., 2007) and the opportunities it pro-
vides for the generation of social capital (Bowey &
Easton,2007; Copeetal.,2007; Milleretal.,2007;
Shaw, 2006). Networks facilitate the formation and
generation of customer contacts where word-of-
mouth recommendation is facilitated through use
of inter-organizational network relationships and
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personal contact networks (Gilmore et al., 2001;
Hill & Wright, 2001).

EM behaviour is also viewed as being derived
from entrepreneurial thinking, entrepreneurs be-
ing innovative, calculated risk takers, proactive
and opportunity orientated (Kirzner, 1973) while
Hills and Hultman (2006: 222) identified EM
behavioural characteristics which included ‘mar-
keting tactics often two way with customers’ and
‘marketing decisions based on daily contacts and
networks’. Ithas also been proposed that marketing
has much to offer the study of entrepreneurship
(Hills, 1987; Murray, 1981) and, conversely,
entrepreneurship can look to marketing as the
key function of the firm, which can encompass
innovation and creativity (Collinson & Shaw,
2001). Indeed, empirical evidence suggests that
there exists a significant correlation between an
enterprise’s marketing and entrepreneurial orienta-
tions, both widely being responsible for corporate
success (Miles & Arnold, 1991) and, the relatively
recent development of EM theory has generated
a substantial body of literature surrounding the
interface between marketing and entrepreneurship
(Kraus, 2012).

This chapter then, proposes that the EM para-
digm should be advanced to include an approach
to marketing that is grounded in the knowledge
bases of not only marketing, but also innovation,
entrepreneurship and, customer engagement and
relationships. This philosophical standpoint is
operationalised through a focus on ‘orientations’.
Thus, the conceptual model (Jones & Rowley,
2011) seeks to integrate key facets of the market
orientation scales, with facets from customer
orientation, entrepreneurial orientation and in-
novation orientation. In particular, the case is
argued for the inclusion of the notion of customer
orientation as a distinct component of EM, rather
than being subsumed under market orientation.
(see Figure 1)

The conceptual model was subsequently devel-
oped into the ‘EMICO’ framework, a qualitative
research framework, EMICO being an acronym

of the orientations identified in the conceptual
model. Development of a qualitative research
framework allowed for investigation of activities,
attitudes and behaviours in SMEs, in this case, a
sample of small technology firms in Wales, UK.
Fifteen dimensions were identified from the ori-
entation literature. Using a card based methodol-
ogy (Miithel & Hogl, 2007) participant ‘en vivo’
responses from employees and entrepreneurs were
used to furnish the dimension descriptors and
s0, significantly, a research framework was built
which uncovered a range of activities, attitudes
and behaviours, not necessarily the activities
that academics using scales and measures would
be able to find, establish and test. The EMICO
framework is presented in Table 5. Key areas of
interest include the significance of networking
for marketing and implicit information gathering
through network contacts, highly importantin fast
moving competitive technology markets and vital
for the firm to keep pace with new innovations
in the market.

Later this research methodology was replicated
in a US study in Silicon Valley firms (Jones &
Suoranta, 2011), providing two different country
ecosystems where strategic orientation, in this case
EMO, could be ascertained. The findings were
very interesting and significant and, support the
earlierassumptions made in this chapter. Although
the UK and US software technology SMEs were
of similar size, significantly the US firms which
exhibited a much greater focus on entrepreneur-
ial orientation, market orientation (competitor
awareness) and innovation orientation (high speed
new product development ‘NPD’ launches) had
significantly higher growth. Whereas UK firms
had a collegiate approach to competitors, a cus-
tomer oriented approach which limited capacity
to innovate (reducing time to produce NPDs) and,
an incremental small-step approach to innova-
tion. UK SMEs were much less aware of direct
competitors and felt speed to market and a sales
driven approach was much less important. They
were also less entrepreneurial and less likely to
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Figure 1. The SME Entrepreneurial Marketing Orientation (EMO) conceptualised model (Model ex-

tracted from Jones and Rowley, 2011)

customers
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seize market opportunities. These factors hindered
growth along with the more obvious disadvantage
of not being situated in a geographical area rich
with technology experience, angel investors and
network contacts.

Table 6 illustrates the firm growth comparison
between the US and UK firm samples. The firms
chosen were categorized following data collection.
Firms were classified either being high growth,
medium growth and incremental (slower) growth.

10
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sustaining innovation
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Classification was by growth of employees, annual
sales, and percentage increase in profit of the last
5 years. The US firms had a higher ratio of high
growth firms. Four UK firms were incremental
(slow growth firms) while the US had no firms
in the incremental category.

Table 7 shows the amount of sales and mar-
keting employees per firm classification. Firms
with incremental growth in the UK sample had no
designated specialist marketing or sales resource.
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Table 5. The ‘EMICO’ Framework

Entrepreneurial Orientation = EO dimensions

Research and Development — Descriptors: Level of emphasis on investment in R&D; technological leadership and innovation.

Speed to Market — Descriptors: Stance of the firm; competitive; collaborative; follower; leader; defensive.

Risk Taking — Descriptors: Calculated risk taking; preparedness to seize opportunities; preference for both incremental and
transformational acts; reliance on intuition and experience.

Pro-activeness — Descriptors: Commitment to exploiting opportunities; inherent focus of recognition of opportunities; passion, zeal and
commitment.

Market Orientation = MO dimensions

Exploiting Markets — Descriptors: Vision and strategy are driven by tactical successes; planning, or lack of, in short incremental steps;
proactively exploiting smaller market niches; flexible, customization approach to market; marketing decisions linked to personal goals
and long term performance.

Market Intelligence Generation — Descriptors: External intelligence gathering; informal market research generation; gathering
marketing intelligence through personal contact networks (PCNs) and web-based networks.

Responsiveness towards Competitors — Descriptors: Reactive to competitor’s new products (NPDs); niche marketing strategies;
differentiation strategies using product quality; software innovation; quality and responsiveness of software service support; competitive
advantage based on understanding of customer needs.

Integration of Business Processes — Descriptors: Closely integrated functions, R&D, marketing etc; sharing of resources; product/
venture development is interactive; formal processes, project planning, project management; marketing that permeates all levels and
functional areas of the firm.

Networks and Relationships — Descriptors: Resource leveraging; capacity for building network and business competence; use of
personal contact networks (PCNs); creation of value through relationships/alliances; intra-firm networks; market decision making based
on daily contact and networks.

Innovation Orientation = 10 dimensions

Knowledge Infrastructure — Descriptors: Formalized IT-based knowledge infrastructures; formal and informal policies, procedures,
practices and incentives; gathering and disseminating information.

Propensity to Innovate — Descriptors: Processes for sustaining and shaping the organization’s culture to stimulate and sustain creativity
and innovation; covering all innovation types- new product, services, process and administration.

Customer Orientation = CO dimensions

Responsiveness towards Customers — Descriptors: Responsiveness to customer feedback and behaviour; speedy reaction to shifts in
customer preference.

Communication with Customers — Descriptors: Strives to lead customers; formal and ‘informal’ feedback gathering mechanisms;
ongoing dialogue with customers to build long term relationships; successful delivery to customers that builds customer confidence, with
marketing based on personal reputation, trust and credibility.

Understanding and delivering customer value — Descriptors: Organization driven by customer satisfaction; understanding of how
customers value products/services; closely linked to innovation practices; often two- way marketing with customers; customer knowledge
often based on market immersion/interaction.

Promotion and Sales — Descriptors: Organizational focus on sales and promotional activities.

Framework extracted from Jones and Rowley (2009).

Table 6. Firm growth classifications Table 7. Specialist sales/marketing resource per

firm groupings

High Medium Incremental
UK Firms 1 1 4 High Medium Incremental
US Firms 3 3 0 UK Firms 2 1 0
Table extracted from Jones, Suoranta and Rowley (2013). US Firms 28 23

Table extracted from Jones, Suoranta and Rowley (2013).

11



The two UK firms with medium and high growth
categories had specialist sales and marketing
resources at a senior level. In the US sample
there was a marked difference in that firms had
significantly larger teams of sales and marketing
employees and a very close engineering-sales
relationship.

Having presented the empirical findings
which will be referred to later in the chapter, we
now explore the role of culture within SMEs in
this context in an effort to extrapolate deeper un-
derstanding of firm orientation, entrepreneurial
behaviour and strategic orientation.

SME Orientation, Structure,
and Culture

There is relatively little written about the relation-
ship between organisational culture, firm structure
and strategy, especially within the research context
of SMEs. According to Hofstede (1984) culture
refers to the way things are done in a business. It
is the conduit through which the firm’s strategy is
developed and deployed by key decision makers.
It can, however, impede the implementation of
new ideas and processes (Morgan, 1989). Culture
is influenced by various factors, including the
entrepreneur. It is therefore a critical aspect for
discussion when explaining the role of strategic
orientation of SMEs (being greatly influenced
by the entrepreneur). According to O’Regan and
Ghobadian (2006), research on small firms and the
role of culture is limited. Their research found that
prospector type firms within their sample adopted

Strategic Management in SMEs

a transformational style of leadership which em-
phasised a flexible, decentralised organisational
structure that welcomed change. Defender type
firms on the other hand were found to adopt a
more transactional form of leadership resulting is
a centralised and functional structure. Their find-
ings suggest a link between strategic orientation
and organisational culture. Further support for
this link is found in the work of Jones and Rowley
(2011). A centralised structure is evident in the
majority of UK firms within the sample with the
absence of designated sales and marketing teams.
Where evident, it is situated at senior level within
the firm highlighting the functional structure of
the firm. These firms have been identified as
largely defender type firms. The US firms which
have been classified as prospector types evince
a more decentralised structure. Ghoshal (2003)
identified the organisational structures within the
different firm types. However, as Ghoshal’s work
is based on a multinational company- Sony, the
chapter authors have adapted the key concepts to
apply to the firm context of SMEs and these are
summarised in Table 8.

PRESENTATION OF A STRATEGIC
TYPOLOGY EMO (STEMO) MODEL

The chapter authors have drawn together the afore-
mentioned literature together with prior empirical
findings presented in this chapter, in order to pres-
ent a conceptual model which serves to illustrate
successful strategic typologies adopted by SMEs

Table 8. Organisational structure and management of SMEs

Strategy type | Ghoshal’s Organisational structure. Applicability to SMEs
Prospector Large, diverse and transitory top management team. Technically competent; largely non-family management teams
Decentralised/devolved control.
Defender Functional organisation. Long serving; largely family management teams
Centralised control.
Analyser Matrix structure (a combination of functional A mixture of family and technically competent managers
structures and project teams). Moderately centralised control with horizontal sharing.

12
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Figure 2. Strategic Typology EMO model (STEMO) model
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and the interrelationship between these strategic
typologies and an Entrepreneurial Marketing Ori-
entation (EMO). In so doing, the authors propose
that that the dominant strategic orientations of
SMEs could be predicted by application of this
model in future studies. The STEMO model is
presented in Figure 2. This model presents the
three competitive typologies (prospector, defender
and analyser) together with the interrelated EMO
dimension in the context of SMEs.

According to M&S strategy typologies, there
are four strategy types (illustrated in Table 1).
These typologies are then integrated (in Table
2) with classifications of SMEs identified by
researchers, highlighting types of entrepreneur
by orientation, attitudes and choices made within
each firm and finally, the definition of the strategy
adopted in these types of SMEs. Using Table
2, the chapter authors suggest that growth ori-
ented entrepreneurs and their businesses are more
aligned to prospector type businesses- proactive,
risk -takers. Defenders may be entrepreneurs
with survival-lifestyle orientations and analysers,

with their adaptive capabilities may be either. All
may be exit-oriented, focused on developing and
maintaining a profitable business for subsequent
sale. While the EMO model is developed from a
behavioural, firm orientation perspective, posit-
ing that entrepreneurial SMEs exhibit a range of
implicit behaviours which drive the orientations
(s) within the firm. The four different orientations
observed in small software technology firms sup-
port this notion and the role of inter-acting and
overlapping orientations in the form of EMO
(entrepreneurial, market, customer and innova-
tion orientation).

Based on the evidence here, the authors as-
sert that the likelihood is that defender SMEs
with their focus on carving market niches and
defending market share may demonstrate a strong
customer orientation together with some aspects
of market orientation, such as, responsiveness to
competitors and integration of business processes
for firm efficiency. It is proposed that these types
of firms may largely be managed by survival-life
style entrepreneurs. Prospectors may evidence
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strong entrepreneurial and innovation orientations.
Market orientation in particular, aspects of market
intelligence, networks and relationships and pro-
active exploitation of markets may also be evident.
It is suggested that this behaviour is akin to the
growth-oriented entrepreneur. Analyser SMEs
being hybrids of prospectors and defenders may
demonstrate all orientations depending on their
environment. In stable environments, firms may
adopt defender type orientations and in dynamic
environments demonstrate prospector type orien-
tations. Therefore, an analyser type entrepreneur
(depending on their pervasive environment) may
adopt the pro-active, risk taking behaviour of a
growth oriented firm or the cautious, incremen-
tal approach of the defender. As already stated,
all three categories of firms identified may be
exit-oriented. It must also be emphasised that
this is not an attempt to differentiate between the
orientations as this would render understanding
of SME marketing unfruitful (Jones and Rowley,
2011). Rather, the model suggests a link between
the typologies of firms, the attitudes of the entre-
preneur and the predominant orientations of their
business. Thus, whilst all the orientations may
be evident to a certain degree within the SME,
the primary emphasis or focus will be different
depending on the attitude and orientation (s) focus
of the entrepreneur.

The findings from the UK and US study above
can be used to explain the potential usefulness
of the STEMO model. These findings suggest
that US based entrepreneurs are generally more
entrepreneurial, innovative and market oriented
than their UK based counterparts. Prospectors
in general, adopt an innovative focus with their
constant search for new opportunities. They are
alsoflexible and entrepreneurial (Ghoshal, 2003),
being pioneers of both product and market develop-
ment. According to M&S (1978) prospectors are
generally high performers. The US firms could
therefore be described as prospectors or analysers
(operating in a dynamic environment). The US
entrepreneurs manage SMEs which have a growth
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orientation and this is supported by evidence of
higher growth among the US firms (Table 5).
The findings also suggest that UK based firms in
the sample on the other hand, are more customer
oriented, adopting an incremental approach to
innovation and being much less opportunistic
than their US counterparts. This evidence sug-
gests strong similarity to defender type firms
or analysers in a relatively stable environment.
UK SMEs engage in little or no new product or
market development. Competitive advantage is
maintained by improving productivity and effi-
ciency. This is further supported by the absence of
designated sales and marketing resource within the
UK firms (see Table 6) as defender type firms are
generally centralized with a functional structure
(see Table 1). From the above, it may be argued
that the UK entrepreneurs are more like to fall
into the survival-lifestyle type category.

The above findings also suggest that strategic
orientation and strategy are intertwined as the
orientations emphasised by the firms indicate
the overall strategy being pursued. In the case
of SME:s this is also linked to the attitude of the
entrepreneur. According to M&S (1978), the
organisation’s structure and approach is partially
pre-ordained by the environment and, the critical
drivers of organisational structure and processes
are the responsibility of the firm’s managers. As
the UK and US studies, which contain similar
groups of sample firms, but in two different coun-
try environments, M&S’s assertions lay weight
to the STEMO model and the EMO compara-
tive research. Based on M&S’s assertions and,
applied to the SME context, the entrepreneur’s
decision making, which is influenced by his or
hers own attitudes and behaviours may influence
the strategic orientation of the SME, whereas the
environmental factors may very much determine
the organisational structures and process of the
firms. The culture of the small business is very
much driven and influenced by the entrepreneur
and thus, deserves some attention in relation to
strategic management in SMEs.
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CONCLUSION AND
RECOMMENDATIONS

This chapter has presented a range of viewpoints
on strategy and the SME, from a range of per-
spectives contained within both mainstream
strategic business management in LS’s and,
SME research. Tables and figures within this
chapter help to articulate the issues for research-
ers and for managers of contemporary SMEs, in
dynamic market and industry environments. Our
responsibility as researchers is to explore and to
identify successful, reliable growth trajectories
for entrepreneurial, high growth SMEs. Little of
this can be understood from the application of
research tools, concepts and models developed
mainly in LSEs and in mass markets. That said,
as this chapter has illustrated, some theories and
concepts can and may be, adapted and adopted
for use in SME research.

This chapter has focussed largely on strategic
management and the complex relationship be-
tween strategic management and strategic orienta-
tions. As we move into an era of hi-technology,
globalised markets and competitiveness using high
speed delivery market innovations, much more
needs to be understood about strategy in both the
LSE and SME contexts, however, inductive and
exploratory research within SMEs research allows
for developing deep and more meaningful insights
as to how firms orientate and navigate their way
in competitive and challenging environments.
The work in this chapter includes identification
of successful types of SME strategies identified
by researchers and core dominant orientations in
the literature together with the notion of strategic
orientation in relation to the challenging environ-
ments faced by small, entrepreneurial high growth
firms. Therefore, the themes and topics discussed
in this chapter, relating to strategy and orientation
have provided an overview for readers from both
a strategy and an orientation perspective.

Entrepreneurial Marketing concepts, models
and frameworks which elucidate our understand-

ing of inter-related orientations in software tech-
nology contexts, together with M&S’s strategic
typologies and the works of mainstream and
SME strategy researchers evidence that there
is a requirement for entrepreneur’s and owner-
managers of SMEs to become familiar with the
pre-dominant culture and orientation of their firm
and, more aware of the implicitactivities, attitudes
and behaviours exhibited within their firm. The
strategic orientation of the SME is heavily influ-
enced by the entrepreneur and this very much,
impacts upon the growth or conversely, failure of
the SME. Indeed, strategic orientation represents
the competitive strategy of a firm which ensures
improved firm performance and in this regard is
integral to organizational effectiveness (Morgan
& Strong, 1998). As a man-made construct, it
reflects how a firm operates (Cadogan, 2012).
However, itis does not drive success atevery level
of the performance metrics and there are limits to
its outcomes. These limits are linked to its align-
ment with organizational resources, environmental
and institutional factors. That being said, there
are many examples of a positive correlation to
performance and organizational structure which
has consistently been proven.

Despite research on strategic orientations,
little has been uncovered which would generate
insights into how and why SMEs switch from one
orientation (or set of specific activities, or focus)
to another. We simply understand that it is much
more beneficial to use a combination of orienta-
tions and that some combinations bring greater
rewards than others, as with the US and UK study
reported here. The STEMO model is an interest-
ing first step into developing our understanding
as to the strategic typologies that firms may use
and the orientation or focus that this may produce
in the SME. In developing deeper understanding
of this of course, we may need to know far more
about the role of the entrepreneur, the culture of
the SME and the environment in which the firm is
situated. For example, challenging environments
and fast paced technology markets are much
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more likely to produce successful firms which
are entrepreneurial, innovative and are making
radical changes in the market place. The inten-
tion of the STEMO model is to demonstrate the
potential for exploring strategy and orientation at
the same inter-face, and to begin the process of
understanding how strategic management can and
may influence the orientation (s) and directions
of the SME. Aragén-Sanchez and Sanchez-Marin
(2005) proposed a resource-based view whereby
SMESs with prospector strategies were found to
have ‘tenure’ which, they suggested initselfhad no
influence on the company, or on their behaviour or
on performance, however, the prevailing strategic
orientation of the firm provided conditions for a
specific type of management and competitiveness
which enabled them to have a prospector strategy.
Aragén-Sanchez and Sanchez-Marin (2005) em-
phasise the importance of SME strategic orienta-
tion arguing that it is fundamental for the smaller
firm, being influential in determining the SME’s
management, determining firm performance and
also, those with a prospector strategy are more
likely to have greater capacity for managing and
adapting to the current market place. Likewise
firms who have strategic orientations which are
combined are more likely to have greater perfor-
mance (Grinstein, 2008) and those with a focus
on EO, MO and IO are more likely to succeed in
challenging, highly competitive markets (Jones,
Suoranta & Rowley, 2013).

Hence, such SME research as this, inevitably
provides useful managerial and research implica-
tions by reporting successful growth strategies for
SME firms, whilst also taking into account the
different opportunities offered to entrepreneurs
in two country contexts in the US and the UK.
Future research could include expansion of the
research to different SME industry sectors in
order to explore industry variations. Also studies
in less developed regions and countries would
also provide an opportunity to observe how firms
orient themselves where traditionally enterprise
and entrepreneurship has not been actively en-
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couraged. Future development of a quantitative
measurement scale that is based on the EMO
dimensions would allow larger scale comparison
of strategic orientations in different countries. The
STEMO model could also be applied and tested
with a comparative sample group of SMEs and
industries to enable exploration and ‘mapping’
of EO, MO, IO and CO together with the SME’s
pervasive strategic typology in order to discover
as the chapter authors posit, that SMEs which
are more entrepreneurial, market and innovation
orientated are more likely to have a prospector
strategy and to have more successful outcomes.

Policy and business support implications
include the facilitation and development of geo-
graphically situated industry networks, angel
investors and developing a local skilled workforce.
For itis likely that the SMEs local market embed-
dedness in industry knowledge rich geographic
networks such as Silicon Valley undoubtedly
support firm growth. Business support agencies
should also consider raising awareness with en-
trepreneurs of aligning organisational capabilities
with the external environment and, renewing
the SME’s focus onto having an experienced
salesforce and investment not only in innovations
but in marketing and new markets. Managerial
recommendations include the use of the EMICO
framework as a tool kit, for managers to explore
within their own firm, the way in which they
orientate themselves, becoming more aware of
themselves as the entrepreneur and what charac-
teristics, influence and viewpoints they bring to
the business and, what the firm currently focuses
on. As the entrepreneur become reflective as to
his/her own position in the SME and, investigates
in an informal fashion the sorts of activities, at-
titudes and behaviours in their firm, it becomes
relatively easy to see the overall orientation of
the firm. By benchmarking this position and
refocusing their strategic orientation (or more
powerful combination of orientations), the SME
can re-engage with a new focus and re-orientate
itself within the environment.



Strategic Management in SMEs

REFERENCES

Abell, D. F. (1980). Defining the business: The
starting point of strategic planning. Englewood
Cliffs, NJ: Prentice-Hall.

Aragén-Sanchez, A., & Sdnchez-Marin, G. (2005).
Strategic orientation, management characteristics,
and performance: A study of Spanish SMEs.
Journal of Small Business Management, 43(3),
287-308.doi:10.1111/j.1540-627X.2005.00138.x

Bowey, J. L., & Easton, G. (2007). Entre-
preneurial social capital unplugged. Interna-
tional Small Business Journal, 25(3), 272-306.
doi:10.1177/0266242607076528

Bryan, J. (2000). Small firms in Wales. InJ. Bryan,
& C. Jones (Eds.), Wales in the 21 century (pp.
55-68). Great Britain: Macmillan Press Limited.
doi:10.1057/9780333981535

Cadogan, J. W. (2012). International market-
ing, strategic orientations and business suc-
cess: Reflections on the path ahead. Inter-
national Marketing Review, 29(4), 340-348.
doi:10.1108/02651331211242656

Camison, C. (1997). La Competitividad de la
PYME Industrial Espanola: Estrate-gia y Com-
petenceis Distintivas. Madrid, Spain: Civitas.

Carson, D., Cromie, S., McGowan, P., & Hill, J.
(1995). Marketing and entrepreneurship in SMEs:
An innovative approach. London: Prentice Hall.

Collinson, E., & Shaw, E. (2001). Entrepreneurial
marketing—A historical perspective on develop-
ment and practice. Management Decision, 39(9),
761-766. doi:10.1108/EUMO0000000006221

Cope, J., Jack, S., & Rose, M. B. (2007). Social
capital and entrepreneurship: An introduction.

International Small Business Journal, 25(3),
213-219. doi:10.1177/0266242607076523

Covin, J. G., & Slevin, D. P. (1989). Strategic
management of small firms in hostile and benign

environments. Strategic Management Journal,
10(1), 75-87. doi:10.1002/smj.4250100107

Eshima, Y. (2003). Impact of public policy on in-
novative SMEsinJapan. Journal of Small Business
Management, 41(1), 85-93. doi:10.1111/1540-
627X.00068

Freel, M. S. (1999). Where are the skills gaps in
innovative small firms? International Journal
of Entrepreneurial Behaviour & Research, 5(3),
144-154. doi:10.1108/13552559910371095

Freel, M. S. (2000). Barriers to product inno-
vation in small manufacturing firms. Interna-
tional Small Business Journal, 18(2), 60-80.
doi:10.1177/0266242600182003

Gatignon, H., & Xuereb, J. (1997). Strategic
orientation of the firm and new product perfor-

mance. JMR, Journal of Marketing Research,
34(1), 77-90. doi:10.2307/3152066

Ghoshal, S. (2003). M&S: Enduring insights
for managers. The Academy of Management
Executive, 17(4), 109-114. doi:10.5465/
AME.2003.11851879

Gilmore, A., & Carson, D. (1999). Entrepreneurial
marketing by networking. New England Journal
of Entrepreneurship, 2(2), 31-38.

Gilmore, A., Carson, D., & Grant, K.
(2001). SME marketing in practice. Market-
ing Intelligence & Planning, 19(1), 6-11.
doi:10.1108/02634500110363583

Ginsberg, A., & Venkatraman, N. (1985). Contin-
gency perspectives of organizational strategy: A
critical review of the empirical research. Academy
of Management Review, 10(3), 421-434.

Grinstein, A. (2008). The effect of market
orientation and its components on innovation
consequences: A meta-analysis. Journal of the
Academy of Marketing Science, 36(2), 166—173.
doi:10.1007/s11747-007-0053-1

17



Hambrick, D. C. (1983). High profit strategies in
mature capital goods industries: A contingency
approach. Academy of Management Journal, 26,
687-707. doi:10.2307/255916

Hambrick, D. C. (2003). On the staying power of
defenders, analysers, and prospectors. The Acad-
emy of Management Executive, 17(4), 115-118.
doi:10.5465/AME.2003.11851883

Hill, J., & Wright, L. T. (2001). A qualitative
research agenda for small to medium-sized enter-
prises. Marketing Intelligence & Planning, 19(6),
432-443. doi:10.1108/EUMO0000000006111

Hills, G. E. (1987). Marketing and entrepreneur-
ship research issues: Scholarly justification?.
Research at the Marketing/Entrepreneurship
Interface, 3-15.

Hills, G. E., & Hultman, C. M. (2006). Entrepre-
neurial marketing. In S. Lagrosen, & G. Svensson
(Eds.), Marketing — Broadening the horizons.
Denmark: Studentlitteratur.

Hofstede, G. (1984). Cultures consequences:
International differences in work-related values.
Beverly Hills, CA: Sage.

Hurley, R. F., & Hult, G. T. M. (1998). Innovation,
market orientation, and organizational learning:
Anintegration and empirical examination. Journal
of Marketing,62(3),42-54.d0i:10.2307/1251742

Jaworski, B., Kohli, A. K., & Sahay, A. (2000).
Market-driven versus driving markets. Journal of
the Academy of Marketing Science, 28(1), 45-54.
doi:10.1177/0092070300281005

Johnson, G., & Scholes, K. (2002). Exploring
corporate strategy (6thed.). Harlow, UK: Pearson
Education.

Jones, R., & Parry, S. (2011). Business support
for new technology-based firms: A study of en-
trepreneurs in North Wales. International Journal
of Entrepreneurial Behaviour & Research, 17(6),
645-662. doi:10.1108/13552551111174710

18

Strategic Management in SMEs

Jones, R., & Rowley, J. (2009). Presentation of a
generic ‘EMICO’ framework for research explora-
tion of entrepreneurial marketing in SME. Journal
of Research in Marketing and Entrepreneurship,
11(1),5-21. doi:10.1108/14715200911014112

Jones, R., & Rowley, J. (2011). Entrepreneurial
marketing in small businesses: A conceptual ex-
ploration. International Small Business Journal,
29(1), 25-36. doi:10.1177/0266242610369743

Jones, R., Suoranta, M., & Rowley, J. (2013).
Entrepreneurial marketing: A comparative study.
The Service Industries Journal, 33(7-8), 1-15.

Kald, M., Nilsson, F., & Rapp, B. (2000). On
strategy and management control: The importance
of classifying business. British Journal of Manage-
ment, 11,97-212.doi:10.1111/1467-8551.00161

Khandwalla, P. N. (1977). The design of organi-
zations. New York: Harcourt Brace Jovanovich.

Kirzner,I. M. (1979). Perception, opportunity, and
profit: Studies in the theory of entrepreneurship.
Chicago: University of Chicago Press.

Kohli, A. K., & Jaworski, B. J. (1990). Market
orientation: The construct, research propositions,
and managerial implications. Journal of Market-
ing, 54(2), 1-18. doi:10.2307/1251866

Lumpkin, G. T., & Dess, G. G. (1996). Clarifying
the entrepreneurial orientation construct and link-

ing it to performance. Academy of Management
Review, 21(1), 135-172.

Manu, F. A., & Sriram, V. (1996). Innovation, mar-
keting strategy, environment, and performance.
Journal of Business Research, 35(1), 79-91.
doi:10.1016/0148-2963(95)00056-9

Mavondo, F. (2010). The marketing concept
and market orientation: Evolving definition of
marketing. In S. Nwankwo, & T. Gbadamosi
(Eds.), Entrepreneurship marketing: Principles
and practice of SME marketing (pp. 45-54). New
York: Routledge.



Strategic Management in SMEs

Miles, M. P., & Arnold, D. R. (1991). The re-
lationship between marketing orientation and
entrepreneurial orientation. Entrepreneurship
Theory and Practice, 15(4), 49-65.

Miles, R. E., & Snow, C. C. (1978). Organiza-
tional strategy, structure, and process. New York:
McGraw-Hill.

Miles, R. E., Snow, C. C., Meyer, A. D., & Cole-
man, H. J. Jr. (1978). Organizational strategy,
structure, and process. Academy of Management
Review, 3(3), 546-562. PMID:10238389

Miller, D. (1992). The Icarus paradox: How
exceptional companies bring about their own
downfall. Business Horizons, 35(1), 24-35.
doi:10.1016/0007-6813(92)90112-M

Miller, N. J., Besser, T., & Malshe, A. (2007).
Strategic networking among small busi-
nesses in small US communities. Interna-
tional Small Business Journal, 25(6), 631-665.
doi:10.1177/0266242607082525

Morgan, G. (1989). Creative organization theory:
A resource handbook. London: Sage.

Morgan, R. E., & Strong, C. A. (1998). Market
orientation and dimensions of strategic orienta-
tion. European Journal of Marketing, 32(11/12),
1051-1073. doi: 10.1108/03090569810243712

Morris, M. H., Schindehutte, M., & LaForge, R.
W. (2002). Entrepreneurial marketing: A construct
for integrating emerging entrepreneurship and
marketing perspectives. Journal of Marketing
Theory and Practice, 10(4), 1-19.

Morrish, S. C., Miles, M. P., & Deacon, J. H.
(2010). Entrepreneurial marketing: acknowledg-
ing the entrepreneur and customer-centric interre-
lationship. Journal of Strategic Marketing, 14(4),
303-316. doi:10.1080/09652541003768087

Murray, J. A. (1981). Marketing is home for the
entrepreneurial process. Industrial Marketing
Management, 10(2), 93-99. doi:10.1016/0019-
8501(81)90002-X

Miithel, M., & Hogl, M. (2007). Initial distrust-On
therole of perceived dishonesty ininternational in-
novation teams. Zeitschrift fiir Betriebswirtschaft,
4(special issue), 103-124.

Narver, J. C., & Slater, S. F. (1990). The ef-
fect of a market orientation on business profit-
ability. Journal of Marketing, 54(4), 20-35.
doi:10.2307/1251757

Noble, C. H., Sinha, R. K., & Kumar, A. (2002).
Market orientation and alternative strategic orien-
tations: A longitudinal assessment of performance
implications. Journal of Marketing, 66(4),25-39.
doi:10.1509/jmkg.66.4.25.18513

O’Regan, N., & Ghobadian, A. (2005). Innovation
in SMEs: The impact of strategic orientation and
environmental perceptions. International Journal

of Productivity and Performance Management,
54(2), 81-97. doi:10.1108/17410400510576595

O’Regan, N., & Ghobadian, A. (2006). Perceptions
of generic strategies of small and medium sized en-
gineering and electronics manufacturers in the UK:
the applicability of the M&S typology. Journal of
Manufacturing Technology Management, 17(5),
603-620. doi:10.1108/17410380610668540

Pelham, A. M. (2000). Market orientation and
other potential influences on performance in small
and medium-sized manufacturing firms. Journal
of Small Business Management, 38(1), 48-67.

Peng, M. W. (2003). Institutional transitions and
strategic choices. Academy of Management Re-
view, 28(2), 275-296.

Porter, M. E. (1980). Competitive strategy: Tech-
niques for analyzing industries and competitors:
With a new introduction. New York: Free Press.

Poutziouris, P. (2003). The strategic orientation of
owner-managers of small ventures: Evidence from
the UK small business economy. International
Journal of Entrepreneurial Behaviour & Research,
9(5),185-214.d0i:10.1108/13552550310488929

19



Rugman, A. M., & Verbeke, A. (1987). Does com-
petitive strategy work for small business? Journal

of Small Business and Entrepreneurship, 5(3),
45-50. doi:10.1080/08276331.1988.10600300

Salavou, H., Baltas, G., & Lioukas, S. (2004). Or-
ganisational innovationin SMEs: The importance
of strategic orientation and competitive struc-
ture. European Journal of Marketing, 38(9/10),
1091-1112. doi:10.1108/030905604 10548889

Saura, I. G., Contri, G. B., Taulet, A. C., &
Velazquez, B. M. (2005). Relationships among
customer orientation, service orientation and job
satisfaction in financial services. International

Journal of Service Industry Management, 16(5),
497-525. doi:10.1108/09564230510625787

Shaw, E. (2006). Small firm networking an
insight into contents and motivating factors. In-
ternational Small Business Journal, 24(1), 5-29.
doi:10.1177/0266242606059777

Slater, S.F., & Narver, J. C. (1993). Product-market
strategy and performance: An analysis of the M&S

strategy types. European Journal of Marketing,
27(10),33-51.d0i:10.1108/03090569310045870

Slater, S. F., & Narver, J. C. (1994). Does competi-
tive environment moderate the market orientation-
performance relationship? Journal of Marketing,
58(1), 46-55. doi:10.2307/1252250

Slater, S.F., & Narver, J. C. (1998). Research notes
and communications customer-led and market-ori-
ented: Let’s not confuse the two. Strategic Manage-
ment Journal, 19(10), 1001-1006. doi:10.1002/
(SICI)1097-0266(199810)19:10<1001::AID-
SMJ996>3.0.CO;2-4

Slater, S. F., & Narver, J. C. (2000). The posi-
tive effect of a market orientation on business
profitability: A balanced replication. Journal of
Business Research, 48(1), 69-73. doi:10.1016/
S0148-2963(98)00077-0

20

Strategic Management in SMEs

Sundqvist, S., Kyldheiko, K., Kuivalainen,
0., & Cadogan, J. W. (2012). Kirznerian
and schumpeterian entrepreneurial-oriented
behaviour in turbulent export markets. Inter-
national Marketing Review, 29(2), 203-219.
doi:10.1108/02651331211216989

Tajeddini, K., Trueman, M., & Larsen, G.
(2006). Examining the effect of market
orientation on innovativeness. Journal of
Marketing Management, 22(5-6), 529-551.
doi:10.1362/026725706777978640

Tearcy, M., & Wiersema, F. (1995). The disci-
pline of market leaders: Choose your customers,
narrow your focus, dominate your market. New
York: Perseus Books.

Zhou, K. Z., Gao, G. Y., Yang, Z., & Zhou,
N. (2005). Developing strategic orientation in
China: Antecedents and consequences of market
and innovation orientations. Journal of Business
Research, 58(8), 1049-1058. doi:10.1016/].
jbusres.2004.02.003

Zhou, K. Z., & Li, C. B. (2007). How does stra-
tegic orientation matter in Chinese firms? Asia
Pacific Journal of Management, 24(4), 447-466.
doi:10.1007/s10490-007-9048-1

KEY TERMS AND DEFINITIONS

Customer Orientation: An SME’s focus
on customer satisfaction, developing long term
relationships with customers.

EMICO Framework: A qualitative research
framework which identifies 15 dimensions relat-
ing to Entrepreneurial Marketing activities and
behaviours.

Entrepreneurial Marketing Orientation
(EMO): A firm’s focus on entrepreneurship,
marketing and customers and, innovation.
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Entrepreneurial Marketing: Entrepreneurial
marketing is a term which describes the interface
between entrepreneurship and marketing. Innova-
tion takes a third role.

Entrepreneurial Orientation: An SME’s
focus on entrepreneurial activity, including op-
portunity seeking, acceptance of risk, proactively
innovating (new products) and looking for new
markets.

Innovation Orientation: An SME’s organi-
zation propensity towards innovative activities
and behaviours, including creation of new or
incremental products.

Market Orientation: An SME’s focus on mar-
keting activity, including market, competitor and
competitor product/service awareness, integrated
business processes to satisfy customers.

STEMO Model: the Strategic Typology
Entrepreneurial Marketing Orientation model.

Strategic Orientation: The directional thrust
of a firm based on its perception, motivations and
desires which guide the formulation of strategy.

Strategic Typology: One of several typolo-
gies used to determine the feasibility of business
strategies comprising of the prospector, defender,
analyser and reactor type strategies.
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ABSTRACT

Small and Medium Enterprises (SMEs) play an important role in each economy. Some of them even
became market leaders from an international perspective. This stands in stark contrast to the fact that
scientific and strategic management research up to date has only rudimentarily covered the field of
strategic management of SMEs. Globalization is not a trend, a fad, or an isolated phenomenon. It is
an inescapable force. If anticipated and understood, it is a powerful opportunity. If not, it can swiftly
destroy businesses and drown organizations. Meanwhile the concern for globalization and its effect on
SMEs has grown tremendously over the recent decade. Hence, strategic management becomes criti-
cal and deserves more attention due to the threats and opportunities globalization exposes and offers
SME:s to at the same time. This chapter intends to make a contribution to this research gap by means of
raising the question whether strategic management is feasible and/or necessary for SMEs, identifying
suitable concepts of strategic management and their applicability for SMEs so that they can maintain
their independence and at the same time blossom to their fullest extent.

INTRODUCTION

researched in sufficient manner, at least not by far
to the degree as for large corporations especially

SME:s play an important role in each economy.
Some of them even became market leaders from
an international perspective. This stands in stark
contrast to the fact, that scientific and strategic
management research up to date has only rudimen-
tarily covered the field of strategic management
of SMEs. The concept and motivation for this
chapter developed from the starting point, that
the field of SME-strategic management was not
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in the light of globalization. Globalization can
be concluded as neither a trend, nor a fad or an
isolated phenomenon. It is an inescapable force.
If anticipated and understood, it is a powerful
opportunity. If not, it can swiftly destroy busi-
nesses and drown organizations. As the concern
to globalization for SMEs has grown extremely
over the recent decade, strategic management
becomes critical; hence the demand for extended
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scientific research on the subject matter increases
proportionally. The issue of strategic management
for SME deserves more attention due to the threats
and opportunities globalization exposes and offers
SME:s to at the same time. This chapter intends
to make a contribution to this research gap by
means of raising the question whether strategic
managementis feasible and/or necessary for SMEs
and identifying suitable concepts of strategic
management their applicability for SMEs so that
they can maintain their independence and at the
same blossom to their fullest extent.

Since academic research and economic policy
spend an increasing amount of attention on SMEs
there is also an intensive discussion about new
management approaches, new organizations and
how to promote this group of enterprises. However,
definition for SMEs is often considered to be an
obstacle for business studies and market research.
Definitions in use today define thresholds in terms
of employment, turnover and assets. They also
incorporate a reasonable amount of flexibility
around year-to-year changes in these measures so
that a business qualifying as an SME in one year
can have a reasonable expectation of remaining
an SME in the next. The thresholds themselves,
however, vary substantially between countries.
As the SME thresholds dictate to some extent
the provision of government support, countries
in which manufacturing and labor-intensive in-
dustries are prioritized politically tend to opt for
more relaxed thresholds. Furthermore, defining a
SME is itself a challenging task, as every country
has its own definition for a SME. For instance in
a country like India as per the Micro, Small and
Medium Enterprises Development Act 2006, en-
terprises are broadly classified into micro units,
small units, medium units & large units depend-
ing on the investment in plant and machinery. In
India, the Micro and Small Enterprises (MSEs)
sector plays a pivotal role in the overall industrial
economy of the country. It is estimated that in
terms of value, the sector accounts for about 39%

of the manufacturing output and around 33% of
the total export of the country.

In India, SMEs’ contribution to GDP is nearly
30%. Moreover, in recent years the MSE sector
has consistently registered higher growth rate
compared to the overall industrial sector. The
major advantage of the sector is its employment
potential at low capital cost. As per available
statistics, this sector employs an estimated 31
million persons spread over 12.8 million enter-
prises and the labor intensity in the MSE sector
is estimated to be almost 4 times higher than the
large enterprises. However, compare that to the
EU where it is based on the parameters of em-
ployment, turnover and asset size, and OECD on
employmentand sales turnover has totally different
criteria for establishment.

With various definitions by various countries,
sometimes it becomes a difficult task for an indi-
vidual to understand the importance of a SME.
One may not know the important role that SME
playsindeveloping any particular sector, economy
of any country, alleviating poverty, increasing
employment, and, above all providing various
items of daily use at an affordable cost. Within
the last few years many developed and develop-
ing countries have realized the importance of the
sector but from the last decade SMEs have to face
new challenges due to the rise of new technolo-
gies and globalization. Though a vast number of
new concepts, methods, tools and theories of and
for management have emerged yet, some of the
offered magic solutions rarely deliver as much as
they promise and turn out to be quick-fix-solutions.

Managers and entrepreneurs are faced with new
approaches aiming at making them more innova-
tive, competitive or excellent. Lean management,
core competencies, strategic alliances, business
process reengineering, and virtual enterprises
are the most popular concepts. Often these new
concepts are transferred by consultants. Moreover,
most of these new concepts are still explicitly or
implicitly designed for large companies. For small
firms it is even more difficult than for larger ones
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to orient themselves under the permanent flood
of business phrases. Beside the general discourse
under academics, management gurus and con-
sultants there exists only a vague picture of the
potential and application of these approaches for
SME:zs. Each of the interrelated topics is introduced
by a short theoretical description followed by a
discussion about the strategic management per-
spective for SMEs especially Indian SMEs of the
industrial sector. These diverging developments
and attitudes are embedded into the discussion of
the topic. Finally, based on the different aspects
the chapter gives a picture of current trends in
managerial and organizational strategies of Indian
SMEs and adjusts exaggerated expectations in
these concepts.

BACKGROUND

Strategy is the determination of the basic long-
term goals of the enterprise, and the adoption
of courses of action and allocation of resources
necessary for carrying out these goals (Chaffee,
1985). It consists of integrated decisions, actions
or plans that will help to achieve goals. Business
strategy is then used as an umbrella term to denote
the broad range of strategic options open to the
firm, including both organizational and functional
management strategies, product/market strate-
gies, and diversification strategies (Barringer &
Greening, 1998). Strategy is situated activity.
This means that it is embedded in context and
socially constructed by actors in interaction with
the situated features of that context. Today there
is a practice turn in current strategy research,
treating strategy as something people do. Whit-
tington, Richard (2006).

Strategy as Practice (SAP), argues that this
turn is incomplete in that researchers currently
concentrate either on strategy activity at the intra-
organizational level or on the aggregate effects
of this activity at the extra-organizational level.
This chapter tries to integrate these two levels
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based on the three concepts of strategy praxis,
strategy practices and strategy practitioners. The
chapter develops implications of this framework
forresearch, particularly with regard to the impact
of strategy practices on SMEs transfer of strategy
practices and the making of strategy practitioners.
The distinctive position of SAP research is outside
the immediate family of Strategy Process. SAP’s
fascination with the phenomenon of strategy
itself takes it beyond traditional process perspec-
tives. Relying on the “sociological eye’, SAP
treats strategy like any other practice in society,
capable of being studied from many different
angles. Whittington, Richard (2007). Moreover,
SMEs as organizations in a knowledge-based,
post-industrial society are increasingly individu-
alistic, fragmented, localized, and pluralistic and
contested, as opposed to standardized and col-
lective entities (Whittington, 2004). Therefore,
a practice agenda addresses the issue of multiple
actors as skilled and knowledgeable practitioners
of strategy, examining how their skill is constituted
in doing different aspects of the work of strategy
(Whittington, 2003).

SMEs

The concept of small and medium enterprise or
SME has many connotations among researchers
and they apply quantitative criteria to identify
SME:s. From this perspective, SME refer to firms
in all sectors as long as they do not exceed a
particular size. Researchers propose a number of
indicators such as profits, total capital, market
position, number of employees and turnover in
order to define the size of SMEs. However, number
of employees and turnovers are often used as the
most appropriate quantitative criteria.

For our case we would like to use the defini-
tion given by the European Commission (2005, p.
5) that states “The category of micro, small and
medium-sized enterprises (SMEs) is made up of
enterprises which employ fewer than 250 persons
and which have an annual turnover not exceeding
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50 million euro, and/or an annual balance sheet
total not exceeding 43 million euro.”

Characteristics of SMEs

In order to achieve the purpose of this research,
it is important to understand their inherent char-
acteristics. Organizational structure in SMEs is
organic compared to amore bureaucratic structure
in large firms (Ghobadian & Gallear, 1996). A
salient feature of an organic organization is the
absence of standardization and the prevalence of
loose and informal working relationships (Ghoba-
dian & Gallear, 1996). These characteristics make
SMEs more flexible to environmental changes and
research has found that small firms are perceived
of as being significantly more flexible than large
firms (Levy & Powel, 1998). Therefore, SMEs are
more likely to survive in turbulent environments
than large bureaucratic organizations, where in-
novation and/or flexibility to adapt to new situ-
ations are the key factors. The flat structure of
SMEs and lack of hierarchy allow them to have a
more flexible work environment and enables the
top management to build a strong personal rela-
tionship with employees (Ghobadian & Gallear,
1996). SMEs then are characterized by an absence
of standardization, formal working relationships
and having a flat organizational structure where
staff development is limited.

Hollensen (2001) explains some of the char-
acteristics of SMEs as follows:

e  Organization: The employees of SMEs
are really close to the entrepreneur/owner/
manager of the firm. They are easily influ-
enced by this actor.

e  Risk Taking: Occurs in situations where
the survival of the enterprise may be
threatened, or where major competition is
undermining their activities. By not having
experience or information about foreign
markets, the entrepreneur or management
team take risk on decision making.

e  Flexibility: The communication experi-
enced by SMEs and its customers helps
them react faster and more flexible to the
customer’s needs.

As illustrated by Felicio, Couto and Caiado
(2012) it is characteristic of successful small and
medium firms that their entrepreneurship com-
bines a high degree of self-direction, autonomy,
openness to innovation and purposeful engage-
ment. The personal background and commitment
to the subject matter is linked to the global expan-
sion of an Indian SME since 1985. The insights,
experiences and conclusions gathered along this
path of training and teaching entrepreneurs, en-
trepreneurship and small enterprise management,
established the basic concept underlying this
chapter. The 4 core scientific questions

1.  Why is the number of SMEs with global
activities so small?

2. Whatarethereasons that keep them confined
to their domestic markets?

3.  Have the changes in business environment
eliminated barriers that up to now excluded
SME:s from global expansion?

4. What are the key factors for successful SME
globalization?

The concepts and conclusions presented in
this chapter represent the culmination of lines
of inquiry.

e  Defining the problem and the scientific
questions,

e  Development of propositions on successful
globalization of SMEzs,

e  Researching existing literature,
Refinement of propositions,
Generalization and conclusions.

The scientific approach thus adopted is as

question - example/illustration — evidence/proof
process. Example and evidence to theorems is
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provided through field research, in which SMEs
globalization behavior has been outlined. In that
context, SMEs which have globalized successfully
as well as those which have failed are used as
samples. Glaser. B. & Strauss, A. (1967), grounded
theory approach has been adopted. Existing litera-
ture researched in libraries and on the Internet is
referred to wherever applicable. Success factors
for internationalization have been derived from
globalized SME samples that have progressed
along the path of internationalization successfully.
Samples that so far have not internationalized
or have had less success in doing are also cited.
Out of the successful SMEs, the majority are in
a position to look back on a historic development
over 2 or more generations: clear evidence of
sustainable management. This group is holding
leadership position in niche markets and has its
origin in markets with serious constraints in terms
of size of its domestic home market. Their success
can be expressed by market share ratios on the
one hand proving their dominance, as well as by
market consolidations starting to take place where
samples selected remain as survivors. The total
number of samples used for this field research is
smaller than that of other field research projects
as found during literature research. However, in
this chapter, the quantitative deficiency has been
compensated through a higher degree of quality
in the field research process, as all samples have
been interviewed personally, in several cases
more than one time. All interviews were carried
out from 2012 to 2013 in a structured manner
and by serving as questionnaire. Documentation
was done by means of written notes; none of the
interviews was taped. On the average an interview
lasted for about an hour and a half.
Success has been defined by means of:

e age of SME,

e  sustainability of development,

e  leadership position (at least in the actively
served markets, mostly worldwide),
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e  healthy profitability,
e sound debt/equity ratio
accessible).

(wherever

Out of the successful SMEs, the majority is
in a position to look back on a historic develop-
ment over 2 or more generations: clear evidence
of sustainable management. This groupis holding
leadership position in niche markets and has its
originin markets with serious constraints in terms
of size of its domestic home market. Their success
can be expressed by market share ratios on the
one hand proving their dominance, as well as by
market consolidations starting to take place where
samples selected remain as survivors. The total
number of samples used for this field research is
smaller than that of other field research projects
as found during literature research, which were
carried out through standardized questionnaires,
where companies had to respond to particular
questions. These data have then been statistically
processed to conclude on certain behaviors.

QUESTIONS

Q1: Why is the number of SMEs with foreign ac-
tivities so small and what are the reasons that
keep them stuck in their domestic markets?

SME:s traditionally lack sufficient strategic man-
agement. Basic tools likea SWOT analysis as well
as the conclusions and results thereof are missing
in the majority of cases. Hence there is neither,
awareness of their position in terms of strengths
and weaknesses, nor of the opportunities and
threats that are rising with globalization. This
unawareness of their concern to globalization is
to be seen as the main factor.

Language barriers represent a second, some-
times-insurmountable barrier for many owners
and senior management people.
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The fact that many SMEs are looking back at
an above average lifespan of their companies, often
transferred over more than 2 or 3 generations, lulls
them into a false sense of security believing that
their businessis stable and growing as long as they
keep on doing whattheir ancestors did. They do not
realize that the protection of their businesses was
strongly ensured by legal frameworks of import
limitations etc., trade barriers that mitigated in a
very short period of time.

This deficiency includes the lack of market
intelligence and early warning systems. The rise
in the concern to globalization for the majority
of SMEs with passive-external reactive behavior
is perceived too late to increase the intensity of
competitive strategies. Insufficiencies in strategic
management and unawareness of changes in their
company’s business environment which lead to
an increasing concern to globalization are the key
factors responsible for the underdevelopment of
SME:s foreign activities.

Confronting owners and senior management
of leading SMEs, mainly in the highly competi-
tive markets, with the question about the reason
why they weren’t equally successful in foreign
markets as they are in their domestic markets,
they were stunned. SME managers admitted that
they had simply been constrained by their mental
boundaries. Obviously they have sacrificed huge
opportunities in the past due to their regional
limitations.

Field research showed, that, the majority of
SMEs shows external reactive behavior, operates
in more or less protected markets and is handed
over from generation to generation. Aside this
first group of SMEs, that has enjoyed a protective
environment for a long time which is diminishing
now, there is a second: The minority group of
SMESs shows an internal proactive behavior and
is highly profitable through their position as niche
manufacturers, high-tech specialists or flexible
service companies: it is exactly this group that is
bearing such a high success potential for extending
their markets on a more global basis.

Q2: Have the changes in business environment
eliminated barriers that excluded SMEs from
global expansion?

Conclusion on research shows that:

Environmental changes have led to the result
that SMEs can globalize successfully. The most
successful SME’s today in terms of market share
held, profitability and growth are the ones, which
contend “our market is the world.”

A perceived growth of the concern to glo-
balization results in a higher intensity of SME’s
competitive strategies.

The discussion and literature prove with evi-
dence that SMEs, even as a small or medium sized
company, are prone to globalize successfully if they
comply to a scheme of mandatory prerequisites
which have been identified as key success factors:

e A specific degree of uniqueness in the
market.

e Niche position and micro marketing skills.

e  Mastering the virtues of smallness.

e Modern  organizational = background
that commands today’s Information
Technology Systems in a sufficient manner
as well as systematic approach backed up
by theoretical preparation research.

e  The transportability of goods and services.

e  Reaching critical market share and market
leadership.

e  Available human resources for an interna-
tionalization project.

Due to the dramatic changes in business envi-
ronment during the last two decades, becoming
a global player is no longer an exclusive right of
large companies or state owned conglomerates
with powerful political connections.

Hermann Simon concludes in his bestseller
“Hidden champions,” that these hidden champions
prove that small companies can surmount barri-
ers, which are mainly mental, to become global
competitors. The world, having shrunk in size, is
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accessible. For many companies, ignorance of their
opportunities is their only boundary. The hidden
champions have overcome these mental barriers
and successfully negotiated the difficult road to
globalization. They can serve as role models for
the many firms about to sail the same course.

SMEs which have not seriously looked into the
question of geographical expansion will have to
learn quickly, whether they should set their sails
to the sun seeking the opportunities of a global
market or better set focus on other strategic goals
and/or alliances. In any way, the mere fact of
knowing and understanding better their concern
to globalization, who and what they are and which
strategy is the most suitable one for them will put
them in a more advanced position.

Q3: Can globalization rise beyond the level of
opportunity and reach a dimension of stra-
tegic necessity?

The concern for globalizationisin the same way
affecting SMEs as large corporations. The trend as
such is increasing strongly. Consequently SMEs
are suffering from harsher competition more and
more each year, that in combination with lack of
competitive advantage and strategic differentia-
tion. SMEs that comply to specific criteria e.g.
transportability of goods and services, sufficient
USP potential, niche marketing, etc. without suf-
fering from the impacts of globalization to their
own businesses, geographical expansion, etc. do
represent a strategic opportunity. Under specific
circumstances the opportunity to expand region-
ally /globally can reach a dimension of strategic
necessity forcing the SME to go that direction or
lose its independence on the medium or long run.
For SMEs with a high concern to globalization
the opportunity of internationalization turns into
a true strategic necessity. A high concern to glo-
balization stands as synonym for a very high im-
pact of globalization with explicit environmental
characteristics exposing them to increasing threats
from outside, mainly larger foreign competitors
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penetrating into their protected home markets,
the opportunity expands and develops to a level
of strategic necessity.

More SMEs need to develop into “Hidden
Champions” evolving as Hermann Simon defines
them: “Their presence in target markets through-
out the world is all encompassing and highly
impressive. Most are true global competitors.
Predominantly they establish direct contacts with
customers through their own subsidiaries in the
target market countries. They don’t like to delegate
customer relations to middlemen, importers or
distributors. They are close to their customers
when it comes to languages. Their knowledge of
foreign languages and their internationalization
are necessary prerequisites of their business suc-
cess.” Simon, H. (1996), page 3.

For owners and senior management of small
and medium sized enterprises it is about time
to evaluate their concern to globalization. It is
necessary to realize the urgency of threats from
outside and the huge rewards waiting for those
who take action to go global and maintain their
company’s independence.

Q4: How to plan and carry out a successful SME
globalization project?

For SME globalization/internationalization,
based on the observations of SMEs which have
attained successful globalization, there seems to
be a right process to go global. Steps identified
for SMEs to adopt in a logical manner, based on
practical considerations are given below:

1. Step 1starts with asystems-check to evaluate
the suitability of the current SME’s position
for globalization.

2. Step 2 requires conducting market screen-
ing on a truly worldwide basis as contrast
to traditional regional perspectives.

3. Step 3 introduces a new ranking concept of
market evaluation criteria to select markets.
The priority is set on the attractiveness of
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a market. Geographical distance is reduced
to a factor with decreasing importance.

4.  Step4describes anew mode of geographical
expansion that is to be seen as a mix of paral-
lelism and sequence. The approach is called
concentrated speed seeding and represents a
tailored approach for SMEs targeting for a
maximum of market entries in the shortest
period of time.

5. Step 5 outlines the various ways to pursue in
terms of organizational entity set up, chal-
lenging the ideal mix between centralized
& decentralized organizational set ups. It
advises to undertake mandatory legal steps
such as trademark protection at a very early
stage of expansion as one of the first activi-
ties after amarket has been selected. It refers
to the importance of human resource as this
has been identified as the most common
failure of foreign investments according to
statistics. It illuminates the importance of a
sound IT basis to leverage on the benefits
the Internet is offering. It explains the legal
entity set up and provides an outlook how to
develop a global organization in a sound bal-
ance between centralization and federalism.

A minimum of theoretical hard slog is deemed
mandatory in a globalization project: own experi-
ences as managementconsultantas well as expertise
exchanged with alumni from university led to the
conclusion that in the practical business life there
was a serious lack of even a minimum amount of
theoretical approach in SME’s business activities.
Most of the problems are approached via the trial
and error concept in a very ‘hands on approach’,
which is completely opposite of what students are
trained to do at University or High school. Though
this may be sufficient in many or even the majority
of cases, but insufficient and wrong if applied on
all cases. Consequently, one further claim of this
chapter is to apply a minimum of theoretical home-
work in terms of market research, SWOT- analysis
and strategic planning, thus leverage the quality of

decision and truly get into a level of strategic man-
agement rather than operating on an opportunistic
short term behavior. The fact that SMEs have a
strong preference for practical approaches helps
to contribute to the flexibility and responsiveness
advantage over larger corporations. The same holds
responsible for the reason that SMEs are falling
behind dramatically in some critical disciplines
such as strategic planning, marketing and human
resources management.

The approach of a globalization project has
to include this reasonable amount of theoretical
work necessary to back up the strategic planning
considerations. Managers and entrepreneurs find
this clearly above their usual magnitude but finally
recognize its usefulness. On the one hand it pro-
vides basic macroeconomic data mandatory for a
full understanding along with some other factors
to be considered such as politics, religion, migra-
tion, etc. followed by a guideline concept that leads
them through the project and at each single phase
tries to outline the various possibilities how to ap-
proach situations along the way. Literature review
backed by discussion during interview reveals that
speediness in many facets such as decision-making,
information channeling and dissemination, etc. is
one of the key factor for success. Speed represents
aclassical strength of SMEs. To putitin a nutshell,
itis that today the fast mover beats the slow mover.
It is not any longer as it used to be, that the large
guy beats the small fellow. The most specific rec-
ommendation is to remain narrowly focused and
to grow through regional expansion. By means of
illustration, instead of diversifying from banking
business to insurance industry in the same town,
it is preferable to stick to banking and expand
into a neighboring town. Excellence in banking
(apples) however, does not necessarily carry over
to excellence in insurance (oranges), because one
has to deal with a totally different clientele. The
instruction for a regional company is that no mat-
ter how small a market, it has to have a leader, the
position for which an entrepreneur should aim.
Hidden championship does not depend on the size
of a market (Simon, 1996).
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Strategic Management in SMEs

Discussion about new concepts, tools, approaches
and methods for strategic management and orga-
nization for SMEs is popular among academics,
scholars, consultants, and policy makers. For
managers and entrepreneur of smaller firms it is
sometimes difficult to find one’s way. Complex
environments, globalization etc. are equally new
challenges for SMEs which require new concepts.
These changing environments reinforce the need
for technology and innovation by SMEs which
further stresses the importance of strategic man-
agement. SMEs encompass a great diversity of
enterprise types in terms of industrial sector, size,
innovative and strategic behavior. In general SMEs
can be classified with respect to the specific char-
acteristics in broader groups. Their management
process is diverse and ranges from sophisticated
planners to firms who claim not to need a strategy
at all. SMEs therefore have a strategic behavior
which is rather unformulated, disordered and not
of the strictly logically derived way from formula-
tion through implementation. Nevertheless this
approach is a priority not a shortcoming.

The studies done so far, deliver a very con-
sistent result insofar as the strategic management
process of SMEs is very heterogeneous. SMEs do
not always practice the classical analytic strategic
management procedure from strategy formulation
to strategy implementation. These happen even
when consultants lead the process (Finne et al.,
1993). One advantage of their routine is that it
combines intuition and creativity, both important
elements for strategic thinking and necessary for
successful strategic management. These firms
don’t fall into the trap of a too analytic approach,
which was especially common among larger firms
in the 80es and resulted in severe critic of the
concept of strategic planning (Mintzberg, 1994).
Steiner (1979) pointed out: “If an organization
is managed by intuitive geniuses there is no need
for formal strategic planning.” Based on this
frame work the central question is still which
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contribution has general and specific methods and
models of organization on the performance and
growth of SMEs? Since 1979 over fifty empiri-
cal studies have examined the consequences of
strategic planning on performance. This research
has produced confusing and contradictory results
(Powell, 1992). In their meta-analysis of 15 em-
pirical studies of the effect of formal strategic
planning on the financial performance of small
firms Schwenk and Shrader (1993) conclude
that strategic planning is a beneficial activity for
small firms. The correlation between strategic
management and performance is generally hard to
determine due to conceptual and methodological
problems. Powell (1992) suggests that previous
studies produced inconsistent results because they
did not account for the dissemination of strategic
planning over time.

In the literature different strategic and orga-
nizational concepts are discussed intensively:
Market-based versus competence-based strategies,
application of Porter-strategies, the portfolio-
model, and so on. For SMEs the question is often:
Should we implement a strategic management
process or not? According to the strategic literature
different approaches are suggested for success,
depending on the school. As a consequence for
SME:s in some cases to use no strategic manage-
ment methods could be more beneficial than
adopting an inappropriate approach. The discourse
in the literature is an ongoing debate, who should
entrepreneurs and managers decide between
concepts and models, which are not always but
often theory-based? There is still a great potential
in SMEs for strategic management methods and
concepts. Even though their strategic routines are
sometimes appropriate and sufficient, in many
firms there are shortcomings.

Hence, there is no doubt that strategic man-
agement is gaining importance in SMEs. Since
the mid-80s strategic management proponents
discovered SMEs and vice versa. The research
which started then focused on the nature, value
and process of strategic management in SMEs
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and their contribution to the performance of
SMEs. Meanwhile it is commonly known, that
small firms are not smaller versions of larger
firms (Julien, 1993). They are characterized
through the central position of the owner, who
often has limited managerial qualification and
aversion against planning and the application of
formal methods. Among their weaknesses there
are difficulties in financing and the use of exter-
nal knowledge resources. Their most important
advantage is their flexibility which allows them
to react immediately to changing environments.
In general in the strategic management literature
a vast number of new concepts emerged during
the last decade. The dominant paradigm is still
founded on the conceptual framework, which
was established by the earlier authors in the 70s
(Andrews, 1971; Schendel & Hofer, 1979). Ac-
cording to this paradigm the process of strategic
management consists of strategic analysis, strategy
formulation and strategy implementation. Fur-
thermore in this tradition strategic management
is overwhelmingly seen as a rational-analytic
process (Rouleau & Seguin, 1995).

Strategic management is based on a corpus
of various disciplines and consists of different
approaches. Mintzberg (1989) distinguished ten
different schools of strategy, based on the pro-
cess for strategic formulation. One of the most
important inputs was derived from industrial
organization economics and the structure-conduct-
performance paradigm. The concept of industry
structure from the structure-conduct-performance
paradigm has been employed in the development
of generic strategies and business typologies. The
most popular business strategies in this tradition
are based on assessing and identifying the attrac-
tiveness of an industry (McWilliams and Smart,
1993). Porter’s (1980) well-known competitive
strategy classification is based on this paradigm.

The most remarkable development within the
strategic management has emerged in the last
decade. This approach is described as ‘resource-
based’ view of the firm (Rumelt et al., 1991).

The most popular advocates within this paradigm
are Prahaled and Hamel (1990) with their con-
cept of core competencies. The key tenet is that
competitive advantages emerge through process
of resource accumulation and deployment. This
approach is different from the traditional indus-
trial organization concept. While the industrial
organization literature focuses externally on the
industry and product markets the resource-based
view focuses internally on the firm and its re-
sources (Mahoney & Pandian, 1992). Distinctive
competencies of heterogeneous firms are the
fundaments of the resource-based view. These
assets are to a great extend intangible or tacit
(Teece et al., 1990; Nelson, 1991). According
to this paradigm strategic formulation should be
based on the firm’s resources and competencies.

A traditional dichotomous classification
within the strategic management research is one
into content and process (Chakravarthy, 1992).
While the strategy content research focuses on
the strategic position of the firm under varying
environmental contexts, strategy process research
is concerned with the administrative system, the
decision process, the persons involved and their
motives. Besides this broader trend, which deals
rather with the content of strategy, there is criti-
cismagainst the traditional analytic approach from
formulation to implementation in the last decade.
Mintzberg and Waters (1986) stressed the emer-
gent character of strategies. Others posit several
variants of incrementalism (Quinn, 1980). The
conceptual distinction between formulation and
implementation understates the important role
of individual and collective learning in strategy
formation over time. Strategic management is
seen as a learning process (Mintzberg, 1990). 1
agree with Mintzberg that intentional strategies
exist but they have emergent as well as deliberate
characteristics.

This perspective on the strategic process is
also of high relevance for SMEs and fits the pro-
cess much better. Strategy doesn’t have to be the
outcome of a strategy formulation process. The
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strategic management process in SMEs is gener-
ally more informal, unstructured, irregular, and
incomprehensive. Especially their characteristics,
as mentioned above, are factors responsible for
the characteristics of the process. Furthermore
the strategies in SMEs have very often a tacit
character and are incorporated by the entrepreneur
and are not documented in strategic plans. Even
though most scholars and practioners agree that
strategic management is very useful for SMEs,
not all SMEs utilize strategic management. Still
a large number of firms follow the strategy of
“muddling through.” Commonly cited reasons for
their lack of strategic management include time,
limited expertise, uncertainty about how to start
the process, and mistrust of outsiders (Bracker &
Pearson, 1985). One reason lies in the person of
the owner. In this context it is interesting to evalu-
ate the general strategic management process of
SMESs whichis very heterogeneous and varies from
very sophisticated forms with the application of
advanced methods to forms with a rather simple
and pragmatic approach. Few firms even do not
have clear laid down strategy and the strategic
management process is determined by different
internal and external factors.

Strategic Planning

Strategic planning is an organization’s process
of defining its strategy, or direction, and making
decisions on allocating its resources to pursue this
strategy. In order to determine the direction of
the organization, it is necessary to understand its
current position and the possible avenues through
which it can pursue a particular course of action.
Strategic planning deals with at least one of three
key questions Armstrong, J.S. (1986): “What do
we do?,” “For whom do we do it?” and “How do
we excel?”

From a classic viewpoint, the notion of strate-
gic planning is the process by which the rational
analysis of the present situation and of the future
possibilities and dangers leads to the formulation
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of intentions, strategies and measures. These strat-
egies and measures indicate how the enterprise,
through the best use of its existing resources,
controls the chances defined by its environment
and diminishes the threats’ pressure. Any strategic
planning approach is articulated according to 5
dimensions (Ackoff, 1973), which are:

1.  Goal:Its specifically being the determination
of purposes and objectives, in a temporal
horizon and respecting the measurement
criteria for the levels that have to be reached
for the indicators projected in the subsystems
to attain the strategic planning;

2. Programming: Concerning the definition
of operations for the implementation of
the strategic planning; it is a stage situated
between goal and action;

3. Action: Consisting in the concretization, by
means of anumber of actions, of the purposes
and objectives concerning the “planned
object” (in our case, a SME’s activity);

4. Strategic Diagnosis: Representing an ex-
ante analysis (a diagnosis of the strategic
position, using a SWOT analysis);

5. Ex-Post Control: Being “the conception of
an anticipation and detection method, meant
to detect the errors or failures slipped into the
plan, as well as of a permanent prevention
and correction method.

These five dimensions represent a strategic
planning architecture, with practical attributes
both on the macro and microeconomic level,
and also on the microeconomic level, namely on
the level of the enterprise. This section has been
developed as a guide proposed in order to realize
a synthetic and clear approach of the different
aspects of the strategic planning process adapted
to the extremely specific SME sector. The glo-
balization of the competition and the diversity
of the market as well as the rapid innovation of
the products and technological processes have
modified the determining factors of the industrial
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competiveness worldwide. The New paradigm of
the industrial competitiveness, (Table 1) has in
view the fact that the sources of the concurrently
advantage are not just related to the cost of the
production factors and the availability of the raw
matters, but also increasingly to the quality of the
infrastructure of the institutions meant to support
the industry, on the efficiency of the innovation
sources, on the level of the competitive pressure,
onthe corporate organizational and technical skills
and abilities to acquire and master new technolo-
gies and to provide a rapid answer to the needs
and demand changes.

In this new environment, undergoing a perma-
nentevolution, more than ever, the enterprises need
torealize astrategic diagnosis and an analysis of the
industrial sector to which they belong and ensue:

e  The analysis of the general economic en-
vironment in which the industry operates;

e  The analysis of the industry’s historical
development;

e  The study of the industry’s key actors (in-
ternal and international competitors, pro-
viders, clients etc.);

Table 1. New industrial competitiveness paradigm

Strategic Dimensions of the SME System in
India in the context of the rational framework are:

e  The evaluation of the key indicators for in-
dustrial performance;

e  The identification of the key success fac-
tors and of the decisive elements for each
industry;

e  The concrete knowledge of the products,
technologies, technical regulations and
norms;

e  The conception of integrated practical im-
plementation and development programs
for the industries with perspectives of sur-
vival and growth.

As ML.E. Porter has highlighted, in the new
modernization context, successful countries will
be only those that will know how to get prepared,
to get integrated and to put into practice the fol-
lowing basic principles:

e  The enterprises fight in the framework pro-
vided by the industries, not by the nations.

Perspective Old Paradigm New Paradigm
Governance Interventionism Laisser-faire
State as a Actor State as Facilitating Partner
Operating State Accompanying State
Owner State Private Owner
Market Protection Openness
Natural Standard International Norms and Standards
Sub-contracting Ability Subcontracting Skill
Geocentric Market Spatial market
Enterprise Scale Economies Flexibility Economies
Material Production Immaterial Production
Integration Disintegration
Competitiveness Productive Skills Managerial Skills
Labour Skill Mastering International Norms and
Transactional Strategies Technologies
Partnership Strategies

Source: Adapted from Dhaoui, 2002, p.5.
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e A competitive advantage is built on a dif-
ference, not on a similarity.

e An advantage is often geographically
focused.

e  An advantage is built in the long run.

Cooperation and networking are popular in
modern literature and are of increasing importance,
even for SMEs. Due to the complexity of new
technologies, the internationalization of markets,
and changing strategies of larger firms, to list a
few environmental factors, cooperation not only
between SMEs, but also with bigger firms, uni-
versities, and other actors becomes an alternative.
Especially since the innovation process is seen
more and more as a complex process between
different firms and institutions that requires col-
laboration and networking. In a network smaller
and larger firms, suppliers, competitors, universi-
ties, etc. work together in different forms and in
various projects. There exist different types of
networks: supplier networks, regional networks,
R&D-networks etc. There is no common clas-
sification of inter-organizational networks in the
literature. Especially networks which are flexible
and dynamic are proposed to be the dominant
form of organization for the economy in the future
(Miles & Snow, 1986). In these networks firms
concentrate on their core business and on a single
step of the value chain.

Solutions and Recommendations

Like in many other empirical works we found
only weak correlations between various strategic
parameters and performance. In the literature dif-
ferent strategic and organizational concepts are
discussed intensively like market-based versus
competence-based strategies, application of Por-
ter-strategies, the portfolio-model, and so on. For
SME:s the question is often: Should we implement
astrategic management process or not? According
to the strategic literature different approaches are
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suggested for success, depending on the school.
As a consequence for SMEs in some cases to
use no strategic management methods could be
more beneficial than adopting an inappropriate
approach. The discourse in the literature is an
ongoing debate, who should entrepreneurs and
managers decide between concepts and models,
which are not always but often theory-based?

Today, SMEs present great potential for devel-
oping by using strategic management concepts,
methods and techniques. Though SME:s strategic
routines are sometimes appropriate and sufficient,
in many firms there are shortcomings. Compare
with the end of the 90s, when nearly none of SMEs
practiced strategic management as compared to
end of 2010. Usually new concepts and methods
are adopted by SMEs with atime-lag. The adoption
of the resource-based view is still in its nascent
stage in SMEs and none of the firms which have
been studied till late 90’s used the concept of
core competencies for their management. The
willingness of a firm to accept external support
affects the adoption of strategic management and
methods to some extent. This is also one reason
why the process in SME:s starts later and growths
slower. Moreover, structure, technology and strat-
egy are interdependent elements that have to be
considered by the management of the SMEs. The
cultural setting and trust are decisive factors for
the success of such a structure.

FUTURE RESEARCH DIRECTIONS

This chapter has offered an overview of strategic
management and adaption of new concepts and
technologies. The increasing importance of a
hyperlinked society highlights the relevance of
this approach to SMEs business studies. So far,
most of the research in business area is case based
and has been carried out from an information
perspective to enable belter decision making,
but there is a promising and wide field to ex-
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plore different types of business issues by using
inclusive approach with new technologies and
ICT enablement. Further research for application
of strategic management concepts in SMEs can
and should draw on different company models
to the degree that can ensure SMEs growth and
develop excellence, yet maintain the autonomy
of small and medium firm entrepreneurs within
an overall strategic management framework. Ad-
ditional work still needs to be done in analyzing
different industries and regions and in developing
strategic management business applications to
benefit from the findings up-to-date. It would be
useful to monitor the evolving approaches to SME
research periodically to analyze how technology
variables and economic variables correlate over
time to affect the strategic perspective.

Furthermore, explanatory models need to be
explored. Surely therefore there are many per-
spectives and capabilities needed to understand
the complexity of SME research in practice.
However, this chapter makes a significant con-
ceptual contribution because it demonstrates how
strategic management and SME research can be
re-conceptualized, and the specific business uses
of strategic management concepts which can be-
come central to the SME research questions we
pursue. More importantly, Parker and Castleman
(2009) suggest that, as a research community, we
need to reflect on and critique existing theory, or
build new theory, based on our empirical research
on SME adoption of eBusiness tools. Parker
and Castleman propose an integrated theoretical
framework which can provide the starting point
for such critical reflection. Their framework is
based on Rogers’ (2003) Diffusion of Innovation
Theory because it provides an overarching theory,
and their framework incorporates complementary
theories such as Social Network Theory and
Resource-based Theory which help explain the
social dynamics among owner-managers and their
personal/business networks.

CONCLUSION

To conclude, the performance of a SME depends
to a large extent on how different actors interact
with each other as elements of a collective system
of knowledge (new and existing) as well as the
technologies used. These actors are primarily gov-
ernance mechanisms (e.g., corporate, political and
network); institutions (e.g., industrial, science and
technology, financial; educational) and the people
within them. Although this chapter does notreflect
totally the empirical study of strategic manage-
ment in SMEgs, it at least contributes an important
study by adding more literature regarding strategic
management overview for SMEs from globaliza-
tion perspective. The chapter uncovers various
emergent recommendations related to strategic
management followed by SME entrepreneurs to
attain competitive advantage. In doing so, there is
alogical discussion about the relevance of strategic
management and the need to adopt the same along
with new managerial and organizational concepts
in general, methods and approaches. Some of these
new approaches have sometimes their theoreti-
cal basis in the 60s or 70s and are not as new as
might supposed. The resource based view of the
firms’ starts with Penrose in 1959 and the cry
for flexible, non-bureaucratic organizations is at
least as old. No single element out of the range
of different methods, models, concepts and tools
could improve the competitiveness of SMEs on a
large scale. Prognoses about future trends have to
be handled with caution. Most of the SMEs have
realized the significance of strategic management
in the competitive and globalized markets. Many
of them have started adopting formal strategic
management process, but much still needs to be
done. The SMEs are not small-scale copies of the
large enterprises. They are distinct both in what
concerns their administration models and also
regarding their ways of action. Fisher et al., 2009;
Jenkins, 2009, quoted in Labelle & J. St.-Pierre,
2010, p.1 Hence, itis more important to realize that
the solution is not in ‘one size fits all’ approach.
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KEY TERMS AND DEFINITIONS

Competitiveness: The act of competing for
some honor, or advantage. Rivalry between two
or more persons or groups for an object desired in
common, usually resulting in a victor and a loser
but not necessarily involving the destruction of
the latter. The need for global competitiveness is
much important for any industry to sustain in this
competitive world.

Core Competences: Knowledge based techni-
cal and human abilities and skills.

Entrepreneurship: Undertaking something,
associated with innovative thinking and practice.

Globalization: Globalization is the tendency
of businesses, technologies, or philosophies to
spread throughout the world, or the process of
making this happen.

Innovation: Introduction of new products or
processes and creation of new markets.

Performance: Economic efficiency in terms
of productivity and costs.

Small and Medium Enterprises (SMEs): A
term for segmenting businesses and other orga-
nizations that are somewhere between the “small
office-home office” size and the larger enterprise.
Country to country this term may vary, but it is
usually based on the criteria of investment, number
of employees and turnover, etc.

Strategic Management: The identification
of the purpose of the organization and the plans
and actions to achieve the purpose. It is that set
of managerial decisions and actions that deter-
mine the long term performance of a business
enterprise.

39



40

Chapter 3

Environmental Scanning - An
Information System Framework

for Strategic Decisions in SMEs:
A Case Study Analysis

Ho Yin Wong Jason Kokho Sit
Deakin University, Australia Bournemouth University, UK
Parves Sultan En Li
Central Queensland University, Australia Central Queensland University, Australia
Jia-Yi Hung

Tzu Chi College of Technology, Taiwan

ABSTRACT

The aim of this chapter is to explore the role of environmental scanning in information systems for
strategic decisions in the context of small and medium sized enterprises (SME) in Australia. A case
study approach was adopted for this exploratory study. In-depth interviews were conducted with own-
ers of two SMEs. Data were analysed using manual qualitative data analysis techniques. Owing to the
unique characteristics of SMEs, findings suggest that SMEs share some commonalities and differences
to their large firm counterparts. In general, SMEs have a clear idea what their information needs are.
They have a narrow scope of scanning, which focuses mainly on economic, customers, and competitive
information. External sources from media, salespeople, clients, and competitors are their major sources
of information. Human memory and manual filing systems are the key methods of storing information.
The information is distributed through personal communications. SMEs use common sense and intuitive
approach rather than sophisticated analytical tools to analyse the information. The scanned informa-
tion is used for both strategic and functional decisions. The findings provide insight to SMEs as to the
usefulness of environmental scanning in making various business decisions.
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INTRODUCTION

The contemporary economy is a global economy.
Businessesin every country of the world engage in
business transactions that, in one way or another,
affectother businesses worldwide. Anintroduction
of anew productrange from a competitor can affect
the way business deploys its marketing strategy.
A government passes legislations that can impact
how business runs their operations. Business
environments change every day. Some of these
changes come abruptly and some are somehow
anticipated. The fast pace of change has unsettled
the competitive game among firms irrespective of
their sizes. Globalization, the rapid advancement
of information and communication technology, the
disbarment of the boundaries between industries
and the emergence of new entrants, and significant
shifts in consumers’ needs and expectations are
the factors that can have great impact on the firm
success and the definition of competitive strength
(Salmon & de Linares, 1999). Global informa-
tion is foundational to understand the changing
global environment (Wong & Hung, 2012). Since
the firm cannot control external events, it must
endeavour to anticipate and understand them. A
critical issue for the firm is how best to participate
and manage the changes taking place in the global
economic world.

The dynamics of markets force the firm to
contemplate its strategy and the environment.
Strategic management is concerned with the
analyses, decisions, and actions a firm under-
takes so as to create and sustain competitive
advantages (Dess, Lumpkin, & Eisner, 2007).
The firm cannot make decisions in a vacuum.
Instead, it needs information related to its busi-
ness to make educated decisions. In order to
make appropriate strategic decisions, the firm
needs inputs from the analyses that identify
opportunities and threats in the markets. En-
vironmental scanning, as a useful information
system tool for large and small businesses, can
provide management with detailed and relevant

global information for strategic and tactical deci-
sion makings (Choo, 1999; Jain, 1984; Wong &
Hung, 2012). Environmental scanning can alert
the firm emerging environmental issues. Infor-
mation generated from environmental scanning
helps the firm develop and modify strategy that
meets the ever-changing external environment.
If environmental scanning can better prepare the
firm for a volatile environment, the firm has an
incentive to get involved in environment scan-
ning irrespective of the size of the firm. Timely
and accurate information about the relevant en-
vironment is an important element for small and
medium enterprises (SMEs) to succeed or fail
(McGee & Sawyerr, 2003; Mohan-Neill, 1995).
When it is successfully done, environmental
scanning can signal SMEs to important trends
and issues before the competitors recognize
them. Otherwise, SMEs may be placed in a re-
active rather than a proactive mode. As such, it
is necessary to understand the nature and use of
environmental scanning practices in particular to
SMEs so that a better framework can be provided
to SMEs for making better strategic decisions.
In addition, environmental scanning practice
has been a topic of study from the perspective
of large firms (Wong & Hung, 2012), environ-
mental scanning practice from the SMEs point
of view is limited to the findings of the impact
of the scope of scanning on strategy formulation
(Beal, 2000; Mohan-Neill, 1995), organizational
size, inflexibility of technology development, and
firm orientation (Yasai-Ardekani & Nystrom,
1996), and the perceived value of environmental
scanning practices (Ngamkroeckjoti, Speece, &
Dimmitt, 2005). An exploratory study can provide
further insights as to the practice of environmental
scanning in the SMEs literature. The objectives
of this chapter are first to review the literature
of environmental scanning, in particular in the
SMEs context; and second to explore the role
of environmental scanning in the SMEs context
with empirical evidence.
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LITERATURE REVIEW
Environmental Scanning System

Environment scanning is “the acquisition and use
of information about events, trends and relation-
ships in an organization’s external environment,
the knowledge of which would assist management
in planning the organization’s future course of
action” (Choo, 1999, p. 21). It can be considered
as a surveillance tool of monitoring the firm’s
external environment. Similarly, Lester and Wa-
ters (1989) define environmental scanning as a
management process of using information from
the environment to aid decision making through
the process of obtaining, analyzing and using
information. The process view of environmental
scanning has echoed and strengthened by other
studies (Choo, 1995; Costa, 1995; Hough & White,
2004; Zhang, Majid, & Foo, 2010). Information
needs to be uncovered, processed, and acted upon
in the complex environment to be useful for the
firm (Choo, 1995; Lesca & Caron-Fasan, 2008).
Based on this conceptualization; an environmental
scanning system, which includes identification
of information needs, information acquisition,
information organization and storage, information
products and services, information distribution,
and information use of managing environmental
scanning emerges (Choo, 1995). This system
indicates a continuous process of six interwoven
intelligence activities.

The first step of environmental scanning is
the identification of information needs, which
involves the identification of key users and the
situations in which they will use the scanning
information (Choo, 1995, 1999; Hough & White,
2004). Identifying information needs is notan easy
task. In some situations, information users are un-
able to tell exactly what information they require.
“Knowing what information is not needed is just
as helpful as specifying a long list of information
wants” (Choo, 1995, p. 28).
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The second step is information acquisition,
which is usually involved an accumulation of a
large amount of information. Planning effort needs
to be made to create and coordinate information
acquisition. Three mainissues need to be addressed
in this step; namely, the scope of scanning, the
frequency of scanning, and sources of informa-
tion (Choo, 1999). Beal (2000) suggested that the
scope of scanning can be classified as operating
environment and general (remote) environment.
The former includes the immediate environment
such as customers, competitors, availability of
funding and labours. All of these can affect the
firm’s activities directly. The latter environment
consists of a broader external environment such
as political, legal, economic, social, and techno-
logical issues. The firm cannot do anything to
change this general environment, but to adapt.
The frequency of scanning is related to how often
the firm scans the environment to obtain relevant
information. Sources of relevant information are
in two forms, internal and external (Case, 2002;
Elenkov, 1997; Ghoshal, 1988; McGee & Saw-
yerr, 2003; Swayerr, Ebrahimi, & Thibodeaux,
2000). Internal sources are acquired from within
the office. It can be from personnel in the same
firm or personnel in other offices of thee firm. It
can be even from the firm’s computer databases.
External sources come from customers, personnel
in other firms, bankers, agents and distributors,
consultants, general and trade publications, and
trade shows. Information acquired about various
market topics from different sources to be orga-
nized and stored in a central database or repository
is the third step.

The important issue for the third step, infor-
mation organization and storage, is to structure
information to facilitate searching, retrieving and
browsing information. The firm can make use of
computer systems to organize and store infor-
mation that covers both quantitative and textual
materials (Choo, 1999). Contrary to the use of
computer systems, information on paper could be
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stored in traditional filing systems (Zhang, et al.,
2010). The fourth step, information products and
services, is concerned with information relevance
and added values to the users so that they can make
better decisions. The collection information should
be analyzed for issues and trends that may affect
the firms, to assist users to better understand the
external environments and make better decisions,
with the consequence of facilitating the creation
of adynamic knowledge capability (Zhang, et al.,
2010). The firms need to put in efforts to filter
information gathered and spare adequate time to
analysis data; without which could result in use-
less data with little value (Myburgh, 2004). Taylor
(1986) proposes six main categories of information
that can add values to the users. They are ease of
use, noise reduction, quality, adaptability, time
saving, and cost savings. With these value-added
activities, information products and services can
be expected to provide users with information that
can solve their problems.

Information distribution, the fifth step, is the
process by which the firm disseminates and shares
information gathered from various sources for
information users to make decisions. Three is-
sues need to be addressed at this stage (Albright,
2004; Myburgh, 2004). Firstly, since staff may
be scattered around the world for some firms, the
correctinformation needs toreach the right people.
Secondly, the information should be conveyed
through vehicles and in formats that are compatible
with those of the users’. Thirdly, the information
should be distributed based on the requirements
of the users in terms of orientation and content.
Information distribution is concerned with “get-
ting the right information to the right person at
the right time and in a usable form” (Zhang, et
al., 2010, p. 725).

Information use is the final step that signifies
individuals using information generated from
environmental scanning to make informed deci-
sions and to create knowledge. This step focuses
on three interconnected areas: sense-making,
knowledge-creating, and decision-making (Choo,

1999). Information from environmental scanning
plays an important role in all these three areas.
While the external environment is getting more
intense, the utilization of information becomes a
critical successful factor (Hough & White, 2004;
Qiu, 2008). At this stage, the users can utilize
the information gathered, or their instincts and
experiences, or a combination of both (Zhang,
et al., 2010).

Characteristics of SMEs

Before looking into the environmental scanning
practices of SMEs, it is necessary to understand
the differences of the characteristics between
SMEs and large firms. Owing to the smallness
of SMEs, they lack the financial and human re-
sources to undertake all activities (Franco, Haase,
Magrinho, & Ramos Silva, 2011; Pearce, Chap-
man, & David, 1982; Wong & Merrilees, 2005).
SME:s usually start with limited capital and are
unlikely to attain financial return in a short period
of time. As a result, there is insufficient cash to
be invested in sophisticated strategic programs
(Pearce, et al., 1982). In most situations, SMEs
are barely able to handle the works in hand; let
alone sparing human resources, including the
owners, to perform extra business activities. In
addition, SMEs rely more on individuals whereas
large firms depend more on systems (Pearce, et
al., 1982). Large firms make use of their systems
(for example, information systems and market
intelligence systems) to run their businesses;
thus depending less on individuals in the firms.
SME:s are characteristically managed by one or a
few key individuals. The information need hinges
on what these individuals perceive important.
Information generated from the environmental
scanning systems must be considered as critical,
relevant, and time and cost effective by these
key individuals. If not, SMEs are unlikely to get
involved in strategic issue such as environmental
scanning activities (Orpen, 1994).
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The large firms, on the contrary, can set out
a detailed plan for the scanning systems and
establish policy to maintain them. Another dif-
ference between SMEs and large firms is that the
former are more flexible than the latter (Franco,
et al., 2011; Pearce, et al., 1982). Because of less
staff in SMEs, the communication channel is
much shorter. Consequently, they are in a better
position to address to the market needs and to
be more innovative in their capability to meet
customer requirements (Franco, etal., 2011). The
flat organizational structure of SMEs allows them
to make organizational cultural change compara-
tively easy. When the firm needs to change the
culture from intuitive to information focus, SMEs
may find it easier and more likely to succeed in
the change process. However, SMEs usually lack
extensive external contacts and sophisticated in-
ternal management information systems (Kagan,
Lau, & Nusgart, 1990). Ghobadian and Gallear
(1997) forcefully summarize the characteristics
of MNEs in comparison with large firms that
MNEs possess simple and informal processes,
less-standardized procedures, low-specialized and
innovative structures, and prefer tested techniques
as less financial consequences involved.

With all these unique characteristics, SMEs
are likely to practice environmental scanning in a
different manner (Beal, 2000; Franco, etal.,2011;
Ngamkroeckjoti, et al., 2005; Wong & Hung,
2012). Consequently, there is a need to look at
environmental scanning practices particular from
the SMEs perspective.

Environmental Scanning
Practices of SMEs

Choo’s (1995) six-step environmental scanning
system involves large amount of human and
financial resources. This model has been used,
holistically or partially, in the contexts of con-
ceptual development study (Choo, 1999; Zhang,
et al., 2010), and empirical studies of big firms
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(Auster & Choo, 1994; Qiu, 2008; Swayerr, et al.,
2000). The applicability of this six-step model in
the SME context needs further examination. The
literature of environmental scanning practices of
SME:s are evolved from that of large firms (Wong
& Hung, 2012). However, as discussed in the
previous section, SMEs differ from large firms in
various aspects. Therefore, some studies examine
specifically the environmental scanning practices
of SMEs. A study using in-depth interviews on
Thailand’s SMEs found that there were differ-
ences between leaders’ and followers’ percep-
tions of the usefulness of environmental scanning
practices in assisting new product development
(Ngamkroeckjoti & Johri, 2008). Another study
looked at the impacts of environmental scanning
on competitive strategies in small U.S. manufac-
turing firms (Beal, 2000). It was found that the
scope of scanning was statistically significantly
associated with strategy formulation, but not
the frequency of scanning. Mohan-Neill (1995)
empirically established that experienced firms
were more likely to collect macro-environmental
information in terms of demographics, popula-
tion, and socio-cultural trends than their newer
counterparts. In addition, the experienced firms
tended to use formal scanning techniques such
as focus groups, structured personal interviews,
and database research. Similarly, Yasai-Ardekani
and Nystrom (1996) studied the relationships be-
tween the environmental scanning design and the
organizational context of large firms and SMEs.
The findings are: 1) organizational size was not
statistically significantly related to the scope of
scanning; 2) organizational size was statistically
significantly related to the frequency of scan-
ning; and 3) organizational size was statistically
significantly related to the fact that top manage-
ment teams in large firms tended to assume less
responsibility for scanning the environments. In
general, environmental scanning practices are
lesser for SMEs than those of large firms (Smeltzer,
Fann, & Nikolaisen, 1988).
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While the existing literature on environmental
scanning practices of SMEs sheds light on some
scanning areas, there are still limited studies on
how environmental scanning practices works in
the SMEs context. Specifically, research gaps exist
in the areas of how the environmental scanning is
carried out by SMESs; that is exactly what the pro-
cesses of environmental scanning are, especially
in the information storage and distribution sec-
tions. Thus, this study, using qualitative research
method, intends to further explore these issues so
as to provide empirical evidence to fill the gaps.

RESEARCH METHOD

With an aim to understanding the environmental
scanning practices of SMEs, we chose an explor-
atory qualitative case study method and employed
the in-depth personal interview technique for data
collection for two reasons; firstly, in consideration
of the exploratory nature of the topic, and secondly,
in view of the limited materials on environmental
scanning practices inthe SMEs perspective. A case
research method provides the opportunity to fully
explore the topic and gain insightful information
into business practices (Wong & Merrilees, 2005).
This study is not trying to empirically test a theo-
retical model. The in-depth personal interviews
were semi-structured with open-ended questions
for the owners of the businesses. This research
method is inline with other SME studies (Gilmore,
Carson, O’Donnell, & Cummins, 1999; Mankelow
& Merrilees, 2001; Wong & Merrilees, 2005) and
environmental scanning studies (Ngamkroeckjoti
& Johri, 2008).

We undertook two case studies of Australia
SMEs. Both of them are in the service industry;
oneinthe carrental business and one in the tourism
consulting business. The car rental firm has three
staff including the owner. The in-depth personal
interviews were undertaken in natural settings.
The tourism consulting firm does not have any
employee other than the owner. We carried out the

interview with the car rental owner in a café and
the tourism consultant in a garden of a university.
Interviews with these two owners of SEMs were
taped with their consent. The technique of probing
forresponses was employed whenever necessary to
solicit amore complete answer to a question. Data
analysis of in-depth personal interview required
lots of personal judgement.

With the purpose of this study in mind, we
adopted the qualitative data analysis approach
for this study. The qualitative data analysis was
performed manually, following Creswell’s (2007)
model of qualitative data analysis. Manual data
analysis method is to perform data analysis by the
researchers without the assistance of computer
software. In the data analysis stage, the taped
recordings were first transcribed into notes. The
transcripts were then cleaned and edited by cor-
recting typographical errors and disregarding
irrelevant data to the core issue of the study, fol-
lowed by the direct interpretation and naturalistic
generalization steps. In the direct interpretation
data analysis, “the case study researcher looks ata
single instance and draws meaning from it without
looking for multiple instance” (Creswell, 2007, p.
163). The development of naturalistic generaliza-
tions from analysing the data helps researchers
learn from the case for themselves or even to
apply to a population of cases (Creswell, 2007).
In this study, we first describe the findings about
the environmental scanning practices of the two
SME:s in the next section. We then develop gen-
eralizations about the cases and discuss how they
compare and contrast with the existing literature
on environmental scanning practices.

FINDINGS

The cases demonstrate that the interviewees have
a general understanding of what environmental
scanning is. When asked what environmental
scanning was, both the interviewees stated that
it was an activity to monitor and understand the
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external market environments. Both of them also
confirmed that they did environmental scanning
for the firms. When probed further to discuss
what type of information they usually scanned,
the car rental owner came up with some differ-
ent answers to the tourism consultant. The car
rental owner actively monitored his competitors’
marketing activities such as prices, new services,
sales promotional activities, and new competitors.
Initially, he did not mention anything about the
macro-marketing environments such as political,
legal, social, economic, and technology. In his
mind, competitive environment made up most of
his business environments. After probing further
about the macro-marketing environment, he stated
that economic situations were his concerns as
well. The main piece of information about the
economic situations was the number of tourists
coming to the Gold Coast, Queensland.
Contrary to the car rental owner, the tourist
consultant was mainly concerned with the eco-
nomic environment. Since she has a very stable
and focused base of clients, she was not too
concerned about competition. But the general
economic situations could negatively affect her
clients with the consequence of decreasing sales
of her business. The main economic elements that
she was monitoring were the national unemploy-
ment rates, disposable income, and interest rates.
Other than the economic environments, she also
monitored consumer behavioural changes with
emphases on tourists’ motivation of choosing a
particular tourism place and their media habit.
When doing scanning, not only did she actively
searched for information that was related to her
industry in general, but also tried to focus the
scanning work on some particular areas that are
specifically important for her business. When
asked about the reasons of not conducting a com-
prehensive environmental scanning, the owners
provided the same responses. They did not have
the time and human resources to do it. In general,
both the SMEs performed some environmental
scanning to assist their decision makings. The
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scope of their scanning was focused on the en-
vironments that they believed affected them the
most. Their knowledge about the most important
factors to their businesses could be contributed to
their experiences in the industries and the limited
resources available for them to undertake it.

The frequency of environmental scanning was
another issue covered in the interviews. Once a
while was the car rental owner’s initial response
tohow frequently he monitored the environments.
After further probing, he mentioned that he did
not really count how frequently he monitored
the environments. He did scanning when he felt
needed, whenever he had time, and whatever
information related to his business popped up in
front of him (e.g. when reading a newspaper, an
article might report issues about car rental busi-
ness). The former two scanning activities are more
active while the latter one is more passive. The
tourism consultant responded to this question a
little different to the car rental owner. She said
she tried to monitor the environments regularly.
She also practiced scanning actively. She would
take time to look for and read through the relevant
materials (to be discussed in the following section
with regard to sources of information). Generally
speaking, both SMEs scanned the environments
periodically. But one was more active and did it
regularly, while another was somehow passive
and did it quite irregularly.

Sources of information were different for those
two SMEsin some way. The carrental owner mainly
made use of his personal connections to gather
competitive information. His personal contacts
included his suppliers, media salespeople, even his
competitors. Whenever, he had an opportunity to
talk with his connections, he would try to update
his information about the latest development of the
industry such as whether competitors were cutting
prices, opening a shop in a new suburb, launch-
ing a new promotion campaign, and increasing
or decreasing sales. With regard to the economic
environments, he usually relied on newspapers
and business magazines to provide him with the
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relevant economic information. The major sources
of information for the tourism consultant were
newspapers, TV news, business magazines, and
industry magazines. She regularly read through
these print mediaand watched TV news. She seldom
talked with her peers/competitors or other external
sources such as accountant and banker to gather
environmental information other than her clients.
Her clients sometimes provided her with some
useful industry specific information; for instance,
tourist destination surveys and economic forecast
and its impacts on tourism, and some financial data
provided by the clients’ bankers. In general, print
media seemed to be the popular choice of sources
for information for both SMEs. External sources
were used only in a selected manner because not
all external sources were used by the SMEs.

The next scanning issues explored in the inter-
views were information organization and storage,
and information distribution. When asked about
these twoissues, both owners’ responses were very
similar. The car rental owner stated that he did
not use computer or other manual filing systems
to store the information gathered from the scan-
ning activities. He did not think that these systems
would be very useful. Instead, he relied more on
his brain to store useful information. Similarly,
the tourism consultant did not have a computer
system to store the information scanned from the
environments. But she mentioned about a manual
filing system that kept the clippings from different
newspapers and magazines, and notes she made
when reading and watching the relevant materials.
In terms of information distribution, the car rental
owner employed both personal conversation and
emails to directly communicate the information
to his staff. For the tourism consultant, since she
was the only personnel working in the firm, the
distribution of information issue did not apply to
her. In summary, information was organized in an
informal manner or a semi-formal style. Computer
system was not used to store information. In addi-
tion, the owner relied on personal communication
todistribute collected information within the firm.

In respond to how to analyze and use the
collected information, both owners shared more
commonalities than differences. Bothrespondents
indicated that they did not use sophisticated ana-
Iytical tools to analyze the information collected
from environmental scanning. The car rental
owner even mentioned that he did not really ana-
lyze the information, if analysis meant examining
the collected information methodically in detail.
Both SMEs seemed not to rely on sophisticated
analytical tools to analyze the information. Instead,
they counted on intuitive approach for informa-
tion analysis. Both of them stated that they would
usually think about the scanned information and
how it could affect their businesses and be used
to improve their decision making. When probing
further regarding their use of the information,
responses showed some differences. The car
rental owner used collected environmental scan-
ning information to assist making better market-
ing decisions. New products / services, pricing
policy, marketing communication messages, and
media planning all depends partly the informa-
tion gathered. In addition, gathered information
could furnish him to link up with other car rental
firms to form strategic alliance. It can be seen that
information from environmental scanning was
utilized in both strategic (alliance) and functional
(marketing) levels. In other words, the information
could have both long and short term impacts. In
the same way, the tourism consultant used the
environmental scanning information to assist her
strategic and functional business decisions. Her
marketing plan in terms of product offerings, price
setting, and promotion was made on the basis of
the information to a certain extent. In particular,
the sale forecasting section depended greatly on
the information regarding the economic situations.
She also mentioned about using the information
to help her to find new potential markets for her
clients.

Onthe whole, the case studies show that SMEs
doundertake environmental scanning, even though
they do it in a very focus manner. Choo’s (1995)

47



Environmental Scanning — An Information System Framework for Strategic Decisions in SMEs

model of six-step environmental scanning system
is able to explain the SEMs’ scanning practices.
Economic environment is one of the most impor-
tant scopes of scanning. External sources play a
vital role in the scanning activities. Most of the
information is gathered from media. Media sales-
people, clients, and even competitors are other
sources of information. Manual systems are used
by the SMEs. No computer systems whatsoever
are in place to store the gathered information. To
a certain extent, personal memory is the most
commonly used mechanism in information stor-
age. Information analysis relies heavily on owners’
intuition rather than sophisticated analytical tools.
Scanned information is factored in the business
situations to help make decisions. Decisions for
both strategic and functional issues benefit from
the scanned information.

Selective responses from the respondents are
depicted in the Appendix.

DISCUSSION

Owing to the unique characteristics of SMEs such
as limited resources and individual driven, findings
from this study suggest that their environmental
scanning practices are different to those of large
firms to a certain extent. The study demonstrates
that SMEs utilize environmental scanning in-
formation to make both strategic and functional
activities. In other words, environmental scanning
is a useful strategic tool for both large firms and
SME:s. In comparison to some existing literature
emphasizing environmental scanning practices to
beusedinstrategic decisions (Daft & Weick, 1984;
Elenkov, 1997; Nadkarni & Barr, 2008; Preble,
1992), the SME:s in this study have a wider ap-
plications of the collected information. However,
the scope of scanning for the SMEs is much nar-
rower comparatively. The economic, customers,
and competitive environments are the key areas
of scanning. It partly confirms the findings from
Beal’s (2000) study. But for the large firms, the
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scope can extend to all macro-market environments
such as political, legal, economic, social, and tech-
nology (Qiu, 2008; Yasai-Ardekani & Nystrom,
1996). The difference can be contributed to the
fact that the SMEs lack time and human resources
to perform an extensive scanning that covers all
environments. Moreover, since SMEs are mainly
engaged in niche markets, the external environ-
ments that critically affect their business may be
limited to a few. This study has also found that
external sources have been utilized extensively, if
not exclusively. It somehow contradicts to some
existing literature that suggests SMEs lacking
extensive external contacts to gather information
from external sources (Kagan, et al., 1990). The
SMEs may nothave extensive external connections
due to limited resources such as staff and time;
but, they do utilize external contacts selectively
and wisely to gather relevant intelligence.

The extant literature suggests that some firms
undertake sophisticated modelling techniques
such as Delphi technique, scenario building, and
econometric models (Jain, 1984) and forecasting
techniques such as trend extrapolation, brainstorm-
ing, and simulation (Klein & Linneman, 1984) to
analyze information fromenvironmental scanning.
The findings from this study suggests otherwise.
None of the above analytical technique or other
sophisticated technique was used by the respon-
dents. It may be due to the fact that SMEs are not
equipped with the special knowledge needed to
carry out the analytical techniques. Rather, they
make use of acommon sense approach to analyze
the information gathered. Information storage is
arguably the least attended area in the environ-
mental scanning literature. This study shows that
SMEs have fairly simple storage systems, which
are owners’ brain and manual filing systems. The
information storage is suitable for SMEs because
only limited information is scanned. The SEMs
are far from what Choo’s (1995) recommendation
of using data warehouses to store information.
It is understandable that the SMEs do not have
financial resources to build data warehouses.
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Nonetheless, the SMEs do not make use of read-
ily available facilities such as computer, tablets or
cloud to store information. The SEMs depend on
personal communication; for instance, face-to-face
communication and personal emails, to distribute
the scanned information. Electronic bulletins
suggested by Choo (1995) are not materialized
by the SEMs. The discussion so far suggests that
both SMEs and large firms are advocates of the
environmental scanning concept, but the ways it
is carried out and the contents are quite different.

MANAGERIAL IMPLICATIONS

Overall results of this study have provided useful
insights of the environmental scanning practice
of the SMEs. To a certain extent, Choo’s (1995)
model work for the SMEs. The first step for SMEs
to perform environmental scanning is to identify
information needs. The SMEs need to know for
what they look. Once the information need is
known, the next step is to acquire the informa-
tion. This step involves three areas: the scope of
scanning, the frequency of scanning, and sources
of information. The scope of scanning includes
political, legal, economic, social, technological,
competitive, natural environments, and customer
environments. The frequency depends on the infor-
mation need identified in the first step. With regard
to the sources of information, external sources may
be more useful for the SMEs. It is because there
are not too many staff in SMEs office, internal
sources may be limited in comparison to external
sources. Customers, bankers, suppliers, distribu-
tors, advertising agency, and even competitors can
be the external sources for the SMEs. The third step
in environmental scanning includes information
organization and storage. With limited financial
resources, the SMEs are unable to invest a lot on
storage facilities. However, they can make use
of desktop computers or tablets to organize and
storage information, in addition to using manual
organizing methods. The information organization

and storage should provide the SMEs with added
value, which is step four of the environmental
scanning practice. The added value can be in
the form of ease of use, noise reduction, quality,
adaptability, time saving, and cost savings. The
fifth step is information distribution. The SMEs
in general rely on personal communication to
distribute gathered information. One of the ad-
vantages of the use of personal communication to
disseminate information is the intended message
can be further clarified if necessary. Finally, the
use of information can assist the SMEs to make
better decisions on new product / service devel-
opment, price setting, marketing communication
messages, media planning, and strategic alliance
opportunity.

CONCLUSION

The aim of this study is to understand the role of
environmental scanning in information systems
for strategic decisions in the context of SMEs. The
existing literature mainly focuses on the environ-
mental scanning practices of large firms. While
there are some studies in recently years trying to
apprehend the environmental scanning practices
from the SMEs perspective, research gaps exist
especially in the information storage and distribu-
tion areas. This study uses Choo’s (1995) model
of six-step environmental scanning system as the
theoretical base to examine the topic. Findings
suggest that the SMEs have commonalities with
and differences to the large firms. In general, the
identification of information needs is very clear
to the SMEs owners. They have a clear idea what
they try to find. In terms of information acquisi-
tion, the SMEs have a narrow scope of scanning;
that is scanning mainly economic, customers, and
competitive information. It is not generalizable
form the findings about the frequency of scanning
because one firm has mentioned about scanning
regularly whereas another one not frequent. Exter-
nal sources such as media, salespeople, clients, and
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competitors are the main sources of information.
This study taps into two rather under-researched ar-
eas—information storage and distribution. Human
memory and manual filing systems have been used
to store information and personal communications
in the form of face-to-face and personal emails
are the major information distribution methods.
This study has found no evidence of the SMEs
using sophisticated analytical tools. Instead, they
would use common sense and intuitive approach
to analyze the information. Finally, the gathered
information is used in making both strategic deci-
sions such as searching for strategic alliance and
functional decisions including price setting and
media buying.

There are a couple of limitations in this study.
Firstly, this study used only two micro SMEs in
Australia to explore the topic. While the findings
do shed light on the topic, it would enhance the
validity of the study if the sample size were big-
ger. It is also worth noting that the findings of
this study apply only to the micro SMEs. Bigger
SMEs may show different results. Secondly, both
SMEsarein the serviceindustry. Itisinappropriate
to extrapolate the findings to any manufacturing
industry.

Considering the limitations of this study, future
research can investigate the environmental scan-
ning practices of SMEs in countries other than
Australia and medium sized enterprises. Findings
can compare to this study to further understand
how SMEs practice environmental scanning.
Another area that needs to further study is the
antecedents of environmental scanning practices.
Specifically, research gaps lie in how owners’ or
managers’ personal characteristics such as moti-
vation and personal goals affect environmental
scanning practices.
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KEY TERMS AND DEFINITIONS

Analysis of Information: The process of
evaluating information using analytical and logi-
cal reasoning to examine each component of the
information gathered.

Case Study: An empirical inquiry that inves-
tigates a contemporary phenomenon within its
real-life context; when the boundaries between
phenomenon and context are not clearly evident;
and in which multiple sources of evidence are use.

Decision Making: The thought process of
selecting a logical choice from the available
alternatives.

Environment Scanning: A management
process of using information from the environ-
ment to aid decision making through the process
of obtaining, analyzing and using information.
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External Environment: Conditions, entities,
events, and factors that can influence a firm’s
activities and decisions, and determine its op-
portunities and threats.

Frequency of Environmental Scanning: The
number of conducting environmental scanning in
a period of time.

Information Organization and Storage:
Ways of grouping information gathered from

different sources in a systematized manner that
facilitates information analysis and use.

Information System: A combination of
hardware, software, infrastructure and trained
personnel organized to facilitate planning, con-
trol, coordination, and decision making in an
organization.

Sources of Information: Indications of where
the information originates.
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APPENDIX: SELECTIVE RESPONSES FROM THE RESPONDENTS

Table 1.

Respondent - Car Rental

Respondent - Tourism Consultant

Identification of
information needs

“I monitor my competitors’ marketing strategies
actively. I want to know their prices, new services,
sales promotional activities, and even if there are new
comers to this industry. When I know all these, I can
make better decisions.”

“I am also concerned with other things as well. One
piece of information particularly important to me is
the number of tourists coming to the Gold Coast.”

“I closely look at the economic environment, especially
the national unemployment rates, disposable income,
and interest rates. All these affect the tendency of
travelling.”

“I study consumer behavioural changes in terms of
tourists’ choice of destinations and their media habit.”

Information “I monitor the business environment once a while, not | “I monitor the environment pretty regularly. I would take

acquisition too often, I guess. I don’t have too much time to do it.” | some time off to look for materials and read through
“Idon’t really count it. I do it when I need to do it.” them.”
“I have my own connections to gather information “I find that newspapers, TV news, business magazines,
about my competitors’ moves and the business and industry magazines are very informative. In fact, my
environment. My advertising people give me a lot of clients sometimes provide me with some information; for
information.” example, tourist destination surveys, economic forecast,
“I also get some information about the economic and some financial data from their banks.”
situations from newspaper and business magazines.”

Information “No computers for me or any other sort of filing “I do it manually, a messy way if you like. I have

organization and
storage

systems. The most reliable system is my brain.”

clippings all over my office.”

Information “I don’t do much analysis. I guess I just think about “I don’t know how to do data analysis methodically.
products and how the information I have can affects my business.” But I somehow intuitively sift through and analyse the
services information that can help me make decisions.”
Information “I communicate the information with my staff via “I don’t have any colleague in my firm. Hence, in
distribution emails or I tell them in person.” principle, I don’t need to share the information with

anybody.”

Information use

“I use it (the information gathered) to make marketing
decisions about new services, pricing policy,
marketing communication messages, and media
planning. The information may hook me up with other
car rental firms to form strategic alliance.”

“All the information I have mentioned is put in the
marketing plans for my clients. The sales forecasting
part depends greatly on the information about the
economic situations.”
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ABSTRACT

This chapter illustrates four interrelated strategic learning processes, namely knowledge creation, dis-

semination, interpretation, and implementation, that are critical in ensuring the effective and rapid

renewal of the core capabilities of technology-based small and medium-sized enterprises (SMEs). Based

on a cluster analysis of 182 Finnish software companies and information from illustrative case examples,

the chapter highlights success factors related to strategic learning practices necessary for survival and

prosperity in the highly dynamic IT industry. By offering a consistent strategic learning framework and

multiple practical examples, the chapter provides SME leadership teams with practical suggestions to
facilitate strategic learning. In addition, the chapter considers learning traps that prevent firms from
renewing their capabilities and highlights practices to avoid those traps to facilitate strategic learning

in technology-based SME:s.

INTRODUCTION

How do organizations survive in the face of rapid
technological and market change? This question
has become central across industries where tech-
nological and competitive landscapes undergo
constant and rapid change. In this environment,
firms need dynamic capabilities, such as strategic
agility, for rapid renewal (Doz & Kosonen, 2008,

DOI: 10.4018/978-1-4666-5962-9.ch004

2010). An agile firm is able to rapidly renew
and transform its core capabilities and adapt to
changesintechnologies, ecosystems, and competi-
tor behaviors. Recent studies have suggested that
for firms to be agile they need strategic learning
capabilities to effectively absorb, evaluate, dis-
tribute, and integrate new knowledge to foster ac-
celerated innovation and renewal (e.g., Berghman,
Matthyssens, Streukens & Vandenbempt, 2013;
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Kuwada, 1998; Mintzberg & Waters, 1985;
Thomas, Sussman & Henderson, 2001). We define
strategic learning as an organization’s dynamic
capability that consists of the four sub-processes
of knowledge creation, dissemination, interpreta-
tion, and implementation. Unlike other forms of
organizational learning, the concept of strategic
learning is commonly used in reference to learn-
ing behaviors and processes that facilitate a firm’s
long-term adaptive capability (e.g., Kuwada, 1998;
Mueller, Titus, Covin & Slevin, 2012).

One of the central arguments for strategic
learning capability is a firm’s ability to avoid
exploitation traps (e.g., Berghman et al., 2013;
March, 1991; Sirén, Kohtamiki & Kuckertz, 2012)
that emerge from historical success and blind the
firm to developments taking place around it. The
firm becomes satisfied with its present state and
disregards the need for continuous strategic ma-
neuvers necessary when competitors commoditize
their products, services, and ecosystems (Doz &
Kosonen, 2010). This happened to Nokia, once
the world’s leading mobile phone manufacturer!;
the firm rapidly became commoditized, first by
Apple and the IOS operating system, and later
by Samsung and the Android operating system.
Trapped by its investment in the Symbian operat-
ing system and lacking the ability to create a new
platform for touchscreen smartphones, Nokia lost
its competitive edge against Apple and Samsung.
The reasons for Nokia’s failure are multitude, but
at the core, as industry analysts and researchers
suggest, Nokia became trapped by not only its
investments in Symbian, but also its path de-
pendent capabilities and historical success. This
example illustrates how companies accustomed
to effectively exploiting their existing resource
base may sacrifice their future due to exploitation
traps (Kuckertz, Kohtamiki & Korber, 2010).
Exploitation traps have mostly been considered
a problem of larger and well-established firms,
yet the problem is particularly evident in SMEs
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that lack finance and other resources to accelerate
renewal of their business models.

The existing research on dynamic capabilities
has ignored new ventures and SMEs, and as a
result, researchers (e.g. Zahra, Sapienza & Da-
vidsson, 2006) have called for studies on learning
capabilities of SMEs. Moreover, recent studies
(e.g., Berghman et al., 2013, p. 40) highlight
that the “insights into the specific organizational
mechanisms thatenhance strategic learning is still
limited.” Through the application of emerging
strategic learning literature, supported by cluster
analysis of 182 Finnish software companies ac-
companied by four innovation-intensive SME
cases, we provide insights on strategic learning
practices in a highly dynamic IT industry char-
acterized by intense global competition, short
product lifecycles, and continually changing
customer needs. Although they comprise a small
proportion of the total population, these innovative
and agile SMEs offer interesting examples from
which others can learn. By offering a consistent
framework and multiple examples, this chapter
provides practical suggestions of means to man-
age strategic learning in SMEs.

BACKGROUND

At the heart of strategic management research is
the finding that firms compete with core com-
petencies and strategic capabilities embedded in
the organization that develop over time through
organizational learning processes (Levinthal &
March, 1993). Anorganization’s ability to learn has
been argued to be the most important and perhaps
the only source of a firm’s sustainable competitive
advantage (Levinthal & March, 1993; Mintzberg
& Lampel, 1999). The role organizational learning
playsinafirm’s survival is particularly evident in
dynamic environments such as high technology
settings where the value of knowledge rapidly
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diminishes and new capabilities needs to be ac-
quired. For growth-oriented SMEs, the importance
of strategic learning capabilities is particularly
evident. SME competencies and capabilities
require continual upgrading to ensure successful
adaptation for firm growth (Zahra et al., 2006).

Interest in strategic learning emerges from
criticism of traditional strategic planning research
(i.e., The Planning School of strategic manage-
ment) (Mintzberg & Waters, 1985). A purely
planned strategy involves formally-expressed
intentions about the future, commonality of
intentions among actors, and exact execution of
intentions as planned (Mintzberg & Waters, 1985;
Titus, Covin & Slevin, 2011). In questioning the
formality of planned strategy processes; research-
ers from the learning school have underlined the
emergent nature of the strategy process. A purely
emergent strategy is an ongoing social learning
process where strategy is born and shaped by ac-
tions initiated by actors without any formal plan
and intention for the strategy (Burgelman, 1991;
Mintzberg & Waters, 1985). The recognition that
important strategic initiatives can emerge from
within an organization in the form of learning
separates the learning school from prior main-
stream strategic thinking (Mintzberg & Lampel,
1999). Researchers have advised that planning and
emergence should be conceived as complementary
strategy-making modes (Andersen, 2004). For
instance, Mintzberg and Waters (1985) empha-
sized that “strategy formation walks on two feet,
one deliberate the other emergent” (p. 271). In
the spirit of previous studies, we also highlight
the coalition between strategic planning and
strategic learning by agreeing that both processes
are necessary for a firm (Andersen, 2004; Hart
& Banbury, 1994; Mintzberg & Waters, 1985).
Thus, we consider an organization as a learning
and interaction platform that enables creation,
sharing, sense-making, and implementation of
strategic knowledge to de-commoditize busi-
ness models and to create competitive advantage
(Thomas et al., 2001).

Strategic Learning Framework

Previous studies posit that long-term survival re-
quires mechanisms foridentifying, acquiring, and
exploiting new knowledge (Oswald & Macpher-
son, 2006). However, very little is known about
the internal processes associated with organiza-
tional learning and strategic renewal in smaller
firms (Sadler-Smith, Spiecer & Chaston, 2001).
The strategic learning framework presented here
suggests that the SMEs capable of developing
an effective strategic learning process are those
firms that are capable of rapidly renewing their
strategies and capabilities. The strategic learn-
ing framework builds on the knowledge-based
view of a firm (Grant, 1996) by application of
an information processing view of organizational
learning (Huber, 1991) to understand strategic
renewal. Strategic learning includes core processes
of strategic knowledge creation, dissemination,
interpretation, and implementation. Building on
the idea of emergent strategies, studies suggest
that strategic learning takes place at different
levels of an organization, such as upper and lower
echelons, marketing, product development, and
production, and involves individuals, groups, and
the entire organization (Crossan, Lane & White,
1999; Nonaka, 1994). It has been argued that in
SMEs lacking formal systems and procedures
for knowledge distribution and implementation,
building and implementing efficient strategic
learning models may be more difficult thanin more
established organizations (Oswald & Macpherson,
2006). In the next section, we theoretically explore
how SMEs acquire, disseminate, interpret, and
implement knowledge to foster strategic change.

Creating Knowledge for
Strategic Purposes

Strategic renewal requires that firms need to
break from their current paths and shift from
knowledge exploitation to knowledge explora-
tion (Crossan & Berdrow, 2003; March, 1991).
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Knowledge exploration requires platforms and
ways of working that facilitate the recognition
of new knowledge with strategic value. Radi-
cal innovation strategies often require firms to
investigate more distant environmental areas to
find new market opportunities (Berghman et al.,
2013). The process through which individuals
engage in strategic knowledge creation activities
is called creative search (Adler & Obstfeld, 2007;
Crossan et al., 1999). Creative search is a future-
oriented and uncertainty-enhancing cognitive
process revolving around the deliberate search for
and recognition of opportunities (Atuahene-Gima
& Murray, 2007; Pandza & Thorpe, 2009). The
aim of this process is to lead the individual, the
team, and finally, the firm, to novel information to
provide an important feed for the knowledge cre-
ation processes of the organization. For instance,
a growing stream of research advocates the use of
network relations (Hite & Hesterly, 2001; Huik-
kola, Ylimiki & Kohtamiki, 2013) as a means for
young and small firms to search for and acquire
knowledge expending fewer internal resources
than would generally be needed for knowledge
creation implemented entirely within the firm,
such as by an internal R&D function. In fact,
Oswald and Macpherson (2006) highlighted that
for SMEs, access to external knowledge provid-
ers (e.g., customers, suppliers, and competitors)
is particularly important. In such circumstances,
knowledge is created by the boundary actors and
then absorbed and developed in interaction with
the rest of the organization.

Disseminating New Knowledge
throughout the Organization

Firms’ ability to distribute acquired and created
knowledge is of primary importance for organi-
zational renewal. According to Nonaka (1994),
personal knowledge can be brought into a social
context through knowledge dissemination. Knowl-
edge dissemination refers to the internal spread of
knowledge acquired at an individual level through
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conversations and interactions between individuals
and groups within the organization (Jerez-Gémez,
Céspedes-Lorente & Valle-Cabrera, 2005; Nico-
lini & Meznar, 1995). The organization, with
its formal and informal systems, practices, and
activities, creates a platform for communica-
tion, dialogue, and debate (Bontis, Crossan &
Hulland, 2002), enabling effective knowledge
distribution (Jerez-Gomez et al., 2005; Thomas
et al., 2001). Although SMEs may lack sophisti-
cated knowledge sharing systems, their smaller
size enables effective informal interactions and
knowledge transfer, signaling the importance of
a knowledge sharing culture. In fact, larger and
more hierarchical firms may suffer from excessive
coordination costs associated with rigid functional
boundaries between departments that prevent ac-
tive dialogue and sharing (Real, Roldan & Leal,
in press). Strategic knowledge dissemination ac-
tivates knowledge interpretation and is therefore
an important phase in the development of shared
organizational knowledge.

Interpreting and Making
Sense of the Knowledge

Inthe process of strategic knowledge interpretation
organizational members interpret new information
about potential opportunities through a mutual
process of interaction (Daft & Weick, 1984). In-
terpretation of strategic knowledge allows a firm’s
personnel to make sense of relevant knowledge
and jointly develop cognition that could enable
more collective actions that, in turn, enhance the
effectiveness of strategy implementation (Daft &
Weick, 1984; Tippins & Sohi, 2003). Collective
sense-making requires engagement in an open
dialogue among organizational members that
often have diverse backgrounds and perspectives
(Kuwada, 1998; Liedtka, 2000; Slater & Narver,
1995). Inthe process of sense-making, conflicting
assumptions and alternative interpretations are
considered and, if needed, acted upon to change
behaviors, as well as the organization’s ways of
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interpreting information. Particularly if the new
knowledge is radically new and it does not fit with
the existing cognitive schemas, organization needs
effective knowledge interpretation (Berghman et
al., 2013). To avoid strategic mistakes, or to ana-
lyze and learn from mistakes already made, it is
essential thatin the sense-making process wrongly
perceived signals are collectively interpreted to
find appropriate shared interpretations of the ex-
isting reality and opportunities (Cegarra-Navarro
& Sanchez-Polo, 2011). This may be particularly
challenging for smaller owner-managed SME:s,
where the owner-manager ‘s influence is pervasive,
but could be enriched by careful listening and
dialogue within the organization. Thus, organiza-
tional norms that enable dialogue by facilitating
collaboration may decrease potential authoritarian
influence of any organizational member or harmful
competition between organizational members, and
in this way foster collective thinking and strategic
learning (Adler, 2001).

Implementing Knowledge

Strategic renewal requires that new knowledge is
embedded in organizational routines, systems, and
structures (Huber, 1991). Organizational memory
(Walsh & Ungson, 1991) has been used to refer-
ence the stock of knowledge every member of an
organization can access. Organizational memory
can be divided into hard (semantic) and soft (epi-
sodic) memory (Walsh & Ungson, 1991). Whereas
hard memory comprises general, explicit, and
articulated knowledge (e.g., organizational files,
documentary records, transactional records, or
annual reports), soft memory includes context-
specific and situated knowledge. Examples of soft
memory include organizational culture, transfor-
mations (production processes and work proce-
dures), structure (formal organizational roles),
ecology (physical work settings), and information
archives both within and outside the organization
(Cegarra-Navarro & Sanchez-Polo, 2011). In the
process of strategic knowledge implementation,

new knowledge will be institutionalized and saved
in organizational memory where it will influence
the firm’s future activities. Thus, this is the phase
in which strategies become implemented, new
targets are set, and new products or services are
introduced.

Whereas many prior studies analyze strategic
learning in the context of larger companies and
presuppose the existence of formal structures that
enable effective knowledge implementation (e.g.,
Crossan et al., 1999; Crossan & Berdrow, 2003),
this is not the case in smaller SMEs (Oswald &
Macpherson, 2006). Although SMEs may lack for-
mal structures and systems for effective knowledge
implementation, they can gain advantage through
committed teams and individuals that effectively
implement new knowledge in their everyday
practices. However, the change from informal to
formal knowledge development practices may
be one of the biggest challenges when SMEs
grow. Where larger companies may struggle with
path dependency, SMEs encounter challenges of
knowledge formalization.

Strategic Learning Traps and
the Costs Related to Developing
Learning Capabilities

Researchers have recently suggested that devel-
oping learning capabilities involves serious costs
(e.g., Schilke, in press), generating a critical
challenge for SMEs, which often lack develop-
ment resources. In fact, Dalley and Hamilton
(2000) found that due to resource scarcity, a great
number of SMEs do not devote any resources to
improving their organizational learning processes.
In addition, Wales, Parida, and Patel (2013)
recently found that in the context of high-tech
Swedish SMEs developing learning capabilities
has diminishing and even harmful performance
effects beyond intermediate levels of absorptive
capacity (i.e., a firm’s ability to access and ab-
sorb external R&D-related knowledge). Scholars
apply the concept of learning traps to reflect the
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factors that constrain learning and innovation to
suggest that firms are path dependent and bound
by their previous success (Levinthal & March,
1993), existing competencies (Levitt & March,
1988), inclination to exploit rather than to explore
(Sirén et al., 2012), and propinquity (Ahuja &
Lampert, 2001).

Scholars have noted several underlying reasons
for the occurrence of learning traps, such as the
presence of path dependencies and specialization
(Levinthal & March, 1993; Tripsas & Gavetti,
2000) that generate core rigidities (Leonard-
Barton, 1992), organizational inertia (Hannan &
Freeman, 1984; Kelly & Amburgey, 1991), firms’
limited ability to observe signals from a complex
and dynamic environment (Lant & Mezias, 1990),
and tendency to ignore distant times, places,
and past failures (Levinthal & March, 1993).
A common aspect of learning traps is that they
represent a conflict between routines that enable
an organization to perform well in the short run,
but position the organization unfavorably for the
future (Ahuja & Lampert, 2001). According to
inertia theory, organizations are path dependent
with regards to their development and trapped
by their historical core capabilities, which may
turn into core rigidities (Leonard-Barton, 1992)
if existing technologies or product lines are
commoditized by market competition (Tripsas
& Gavetti 2000). This capability-related path
dependency is often strengthened by the historical
success of a firm. Prior success may cause firms
to ignore technological developments that occur
within a sector, resulting in commoditization
(Tripsas & Gavetti, 2000). The experiences of a
firm play an important role in the development of
path dependencies (Michael & Palandjian, 2004).
In a discussion of primacy effects, Michael and
Palandjian (2004) suggest that organizations place
too much weight on prior experiences relative to
recent events, and in that case, a reliance on prior
experience begins to shape the current actions of
the firm. The utilization of previously acquired
knowledge can be particularly disastrous if a firm

60

experiences a novel and dynamic market context
(Mueller et al., 2012). In addition, Schilke (in
press) suggests that if a firm rarely has a need to
change, its performance may suffer if it devotes
significantresources to developing strategic learn-
ing capabilities. Thus, strategic learning can be
seen as an investment that has costs and firms
should carefully consider whether they need to
invest in such capabilities.

STRATEGIC LEARNING
IN PRACTICE

We began the exploration of the strategic learning
practices by first analyzing questionnaire data
obtained from Finnish software companies. We
deepened our analysis by reviewing four cases
to highlight success factors related to strategic
learning practices in highly innovative Finnish
SMEs operating in the software industry. SMEs
are particularly important for the Finnish economys;
in 2010, 99.4% of all firms in Finland were SMEs
and they employed approximately 60% of the labor
force (OECD, 2012).

Strategic Learning in the
Finnish Software Industry

Nokia’s recent downfall, exemplified by the firm
making 10,000 employees redundant worldwide
during the last few years, has led to the creation
of numerous interesting start-ups in Finland that
provide compelling examples of strategic learning.
The Finnish IT industry is an important growth
driver in the economy; EuroStat estimates that the
software industry grew by 5% in 2010 and 8% in
2011, while Finland’s overall GDP growthin 2010
was 3.1% and 2.9%in 201 1. Moreover, the positive
impact of the IT industry, with its rapid innovation
and short product lifecycles, is argued to extend
well beyond IT industry boundaries (Mendelson
& Whang, 2000). The Finnish software sector,
which forms a crucial part of the IT industry,
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was selected as the target industry for this study.
Scholars have identified the need for learning in
the software industry due toits high rate of change
(Bingham & Davis, 2012). Knowledge creation
and application are especially important in high-
tech sectors (Autio, Sapienza, & Almeida, 2000;
Eisenhardt & Schoonhoven, 1990) as strategic
learning is believed to play an important role in
knowledge-intensive, dynamic, and uncertain
business environments (Mintzberg & Lampel,
1999; Volberda, 1996). Thus, in these sectors it
is central to understand how the acquisition and
internalization of new knowledge influences
firms’ internal knowledge and learning (Matusik
& Heeley, 2005).

Strategic Learning and Firm
Performance: Highlights
from Cluster Analysis

To illustrate the variation in strategic learning
capabilities within high-tech SMEs, we conducted
a cluster analysis with data from 182 SMEs. The
quantitative survey data was collected from Finn-
ish software-industry SMEs in 2009. The sample
is representative and generalizable, providing a
good snapshot of strategic learning in Finnish
software firms (see Sirén 2012 for more detailed
description of the data collection). To capture
data on strategic learning, we utilized a total of
16 items from a previous study (Sirén, 2012)
divided into two main theoretical dimensions
of exploratory and exploitative learning, each
with two sub-dimensions: exploratory learning
with sub-dimensions of knowledge creation and
dissemination, and exploitative learning with

Table 1. Descriptive statistics and correlation matrix

sub-dimensions of knowledge interpretation and
implementation. We measured firm performance
through four items adapted from Gibson and Bir-
kinshaw (2004) that captured the CEOs’ satisfac-
tion with their firms overall performance. The
average of the scores against these four items was
used as the performance measure. A subjective
measure of performance based on CEOs’ percep-
tions was chosen over objective data as SMEs are
often very reluctant to provide “hard” financial
data (e.g., Covin, Prescott, & Slevin, 1990). It
was therefore felt that more complete financial
information could be obtained with a subjective
measure that did not directly ask respondents to
report their financial figures but instead measured
their satisfaction with performance. Furthermore,
financial data on small firms are difficult to inter-
pret and are affected by industry-related factors
(e.g., Covin et al., 1990). Last, several studies
(e.g., Dess & Robinson, 1984; Venkatraman &
Ramanujam, 1987) have found that perceptual
and objectively determined measures are highly
correlated, signaling the reliability of self-reported
performance measures. On the basis of these ar-
guments, we followed on the common agreement
that it is appropriate to use subjective measures
when measuring SME performance. The survey
items used were measured on 5-point Likert
scales (1 = fully disagree, 5 = fully agree) and
are reported in the Appendix. Prior to their use in
the analysis, all the items were tested for validity
and reliability. The correlation matrix (Table 1)
illustrates that all the constructs correlate statis-
tically significantly, but the correlations remain
well below the multicollinearity threshold value
of 0.90 (Hair et al., 2006, p. 227).

Variable Mean SD @) (0)) 3)
(1) | Exploratory learning 3.79 0.56 1.00
(2) | Exploitative learning 3.91 0.53 0.56%** 1.00
3) Performance 3.56 0.63 0.34%%** 0.39%** 1.00

**Correlation is significant at the 0.01 level (2-tailed)
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The study applies non-hierarchical k-means
cluster analysis to identify and compare groups of
companies with different strategic learning levels.
To determine whether the identified strategic
learning clusters vary in terms of performance,
a one-way ANOVA test was conducted. Tukey’s
post hoc analysis was used to test which clusters
statistically significantly differ from each other in
terms of performance. Cluster analysis revealed
three different types of software companies,
depicted in Figure 1. These three clusters vary
statistically significantly (p <0.05) with regard
to exploratory (knowledge creation and dis-
semination) and exploitative learning (knowledge
interpretation, and implementation). Based on the
cluster analysis, we designated firms with high
strategic learning capabilities as “strategic learn-
ers,” whereas we labeled SMEs with mediocre
strategic learning capabilities “incrementalists,”

referring to the incremental learning that takes
place in such organizations. Finally, we labeled
firms with the lowest strategic learning capability
levels “trapped,” referencing the learning trap
these firms have encountered. Strategic learners
displayed the highest performance scores (3.86),
the trapped illustrated the lowest scores (3.21),
and the incrementalists’ scores fell between those
extremes (3.59). Hence, the results demonstrate
how strategic learning positively influences firm
performance by enabling effective adaptation and
renewal.

How to Facilitate Strategic Learning
in SMEs: lllustrative Cases from
the Finnish Software Industry

In this section, we use multiple examples such
as the smartphone operating system developer,

Figure 1. The three company types of the Finnish software industry, in terms of their differing mixes of

strategic learning and performance
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smartphone designer and vendor Jolla, and
game developing companies such as Rovio En-
tertainment, Supercell, and Ovelin, to illustrate
practices that these promising high-tech SMEs
utilize to foster strategic learning. These compa-
nies were not included in the cluster analysis as
three of them were founded after the initial data
collection, however, we chose to investigate the
learning practices developed by these companies
because they represent highly innovative startups
that have already shown great potential to learn
and to become leading companies in the Finnish
IT-sector. For example, in June 2013, Business
Insider listed Supercell, Jolla, and Rovio among
the most promising Finnish startups. Rovio, a
Finnish mobile game developer and inventor of the
game Angry Birds, has grown in two years from a
game development firm with 24 employees to an
entertainment media firm employing nearly 500
people and valued at US$9 billion. Supercell is a
Finnish tablet game development firm founded in

June 2010 that, by November 2012, had become
the largest publisher, measured by sales revenues,
in the Apple App Store. At the beginning of 2013,
Supercell’s daily revenue exceeded US$2 mil-
lion and the firm was at a run-rate of more than
US$800 million for 2013 and could even reach $1
billion (Strauss, 2013). Ovelin, a Finnish producer
of guitar tuition apps, was founded in December
2010. Ovelin“s most popular guitar tuition game
WildChords was the most downloaded music ap-
plication in 34 countries in the Apple App Store,
and provides evidence of the firm’s potential.
When collecting the data on these four
companies, we relied on three data sources: (1)
qualitative data from semi-structured interviews,
(2) quantitative data on companies’ descriptive
statistics, from company and public sources, and
(3) archival data, including company websites,
business publications, news, and other materials
produced inside the firms. (see Figure 2)

Figure 2. Summary of characteristics of case companies
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Knowledge Creation in Practice

To learn and renew, a firm has to be continuously
exposed to new ideas. This becomes particularly
evidentin the case of the software business, where
the innovation cycle is short and new software
products are introduced at a rapid rate. For in-
stance, approximately 200-300 new games are
introduced weekly to the Apple App Store. Hence,
if a firm wants to learn faster than the markets
are changing, it must think differently about the
source of new ideas.

At Supercell, strategic knowledge creation is
fostered by encouraging employees to systemati-
cally look at new trends in other related industries.
For instance, employees are urged to explore and
recognize new ideas from popular culture such as
comics, movies, music, etc. Rovio has utilized a
comparable practice and built a movie theater in its
headquarters for employees to play video games and
watch movies so they can find new ideas and enrich
theirthinking. These companies areintegrating R&D
as a part of every member’s work. Rovio’s CEO,
Peter Vesterbacka encourages looking outside the
box: “It is important to stand out and not do what
everybody else does. Do not think that you can do
what Google is doing, only alittle better, because it is
probablynot going to be good enough. Do something
that completely changes your landscape... Get out
of your territory and comfort zone” (Profile, 2011).
Google provides an important example of a larger
firmthatsystematically invests inknowledge creation
by giving its engineers 20% of their time to work on
projects that are not directly connected to its core
business, known as the Innovation Time Off (ITO)
model (Levy, 2011). This has been proven to be an
effective way to create new explorative knowledge,
as 50% of Google’s newly launched features (e.g.,
Gmail, Google News, and AdSense) have been
reported to have originated from this “exploration
time” (Bharat & Bick, 2007). Google takes a nega-
tive view towards micro-management and trusts that
employees use their time wisely; they feel itis asense
of purpose and vision that guides employees’ work.
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Jolla holds a similar view and their former CEO
Mark Dillon (CEO until May 2013, after which he
was appointed Head of Software at Jolla) said, “I
wanted to create a company where you don’t need
to tell people what to do” (Nykénen, 2013). The
Jolla management team has invested a lot of effort
into building an organizational culture that supports
opportunity recognition and knowledge creation.

Shane (2000) emphasizes that a team of found-
ers, equipped with prior market and technological
knowledge, provides an enhanced means of evalu-
ating and developing viable opportunities. Kuwada
(1998) adds that knowledge variety is needed and
suggests that heterogeneous teams and variation
in employees’ prior knowledge and background
improve strategic knowledge creation. At Jolla,
the entrepreneurial team’s background and prior
knowledge of mobile phone markets enable ef-
fective identification of strategically important
knowledge; four out of five founders are former
Nokia employees and half of all the employees
previously worked for Nokia. Ovelin’s co-founder
and COO Mikko Kaipainen says the firm has built
a team to develop its online guitar learning game
with complementary skills from different fields,
absorbing contributions from music teachers,
musicians, game developers, visual designers, and
marketing experts. According to Kaipainen, the
unique mix of talents is one of the central factors
behind Ovelin’s success, as it enables the firm to
recognize important signals from markets and to
handle problems in a comprehensive manner. In
addition to an entrepreneur’s social networks and
prior knowledge, the entrepreneur’s personality
traits including optimism, self-efficacy (optimism
about one’s ability to achieve specific, difficult
goals), and creativity are important antecedents of
the entrepreneur’s alertness to business opportu-
nities (Ardichvili, Cardozo, & Ray, 2003). These
attributes are particularly evident in the CEO of
Rovio (Vesterbacka) who, despite Rovio’s near
fatal difficulties in its early growth phase, never
doubted its ultimate success.
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Knowledge Dissemination in Action

Creation of an organizational climate in which
employees share their tacit and explicitknowledge
is central for the management of high-tech firms
(Nonaka, 1994). To facilitate strategic learning,
organizations are advised to apply practices
related to knowledge sharing across teams and
departments. Therefore, firms may apply different
practices to improve openness of their organiza-
tional culture and lower interaction boundaries.
The world’s most profitable mobile games are
developed in particularly open atmosphere, where
dress-codes do not exist; for example, Supercell
employees change their shoes into comfortable
slippers or just wear socks at work. This practice
generates an informal organizational culture that
encourages ease of discussion and free-flowing
dialogue. At the same firm, despite its increasing
number of employees, all facilities are designed
using the open office concept to increase interac-
tion. As evidence of their adherence to this design,
Supercell’s headquarters has only four internal
doors; three lead to negotiation rooms and one to
a ball pool providing an experience that seeks to
separate workers from conservatism and facilitate
creative thinking. In contrast to most game studios
ruled over by an autocratic executive producer
judging the work of designers and programmers,
Supercell’s developers work in autonomous groups
of five to seven people. Each cell comes up with
its own game ideas that they present first to the
CEO (who hardly ever rejects ideas), and then to
the whole organization. Supercell’s CEO Ilkka
Paananen says, “Small is beautiful. I believe in
super small, independent teams. This keeps ev-
eryone passionate about whatthey do...The teams
have the decision making power. It brings along
both freedom and responsibility. Atthe same time,
the whole team is constantly in touch with play-
ers and everyone is building the game by taking
into consideration the user experience ” (Méntyld,
2013). Supercell’s organizational practices enable
itto provide more opportunities for team members

to share their ideas and voice their opinions, and
to encourage teams to express their suggestions.
According to Srivastava, Bartol, and Locke (2006),
team members feel their contributions influence
decision making under such circumstances, facili-
tating commitment towards the work done within
the firm. Jolla also has a similar practice, where
the firm organizes a shared strategy meeting in
which employees jointly consider the firm strategy
and strategic targets.

Knowledge Interpretation Practices

Interpretation requires organizations promote
reflective discussions to facilitate the emergence
of shared interpretations of entrepreneurial op-
portunity among personnel, which may then lead
to implementation. Strategic change requires a
firm’s current cognitive framework to break down
(Berghman et al., 2013). The usual assumption is
that the firm must face unusual experiences such
as failures or smaller mistakes that contribute to
breaking the current set of basic assumptions so
that new interpretations can be formed and imple-
mented (Kuwada, 1998). Thus, one of the key
management issues is to build an organizational
culture that not only encourages the challenging
of current cognitive frameworks and assumptions,
but also promotes open discussion and reflection
on mistakes and failures. At Supercell, employees
toast failures with champagne. “Wereally want to
celebrate, maybe not the failure itself, but the learn-
ing that comes out of the failure, ” says Paananen,
CEO of Supercell (Strauss, 2013).

Rovio produced 52 unsuccessful games
and almost went bankrupt before Angry Birds.
Vesterbacka (CEO of Rovio) emphasizes, “People
can make mistakes but again we learn from our
mistakes. I cannot emphasize that too much. A
learning organization ... we learn new things every
day ” (Indrasafitri, 2012). At Supercell the strategy
has already been changed drastically in its few
years of existence. After the first year Paananen
(CEO of Supercell) realized that the firm’s initial

65



Strategic Learning for Agile Maneuvering in High Technology SMEs

strategy (producing games for multiple devices)
was going to be a mistake and that not to radi-
cally change it (by focusing on producing games
mainly for tablets) would rule out any chance of
success. Thus, as the case examples of Rovio and
Supercell illustrate, the initial strategies of both
Supercell and Rovio required revision along the
way. These types of rapid changes in direction
canbe considered as reflections of strategic learn-
ing. At Ovelin, Kaipainen (COO) sees that it is
extremely important to be able to “understand the
importance of failures to the firm’s development ”
and to “respect failures and to know how to handle
failures.” When mistakes are properly analyzed
and interpreted through collective conversations,
they provide valuable lessons. In the context of
SMEs, the correct interpretation of failures (i.e.,
reviewing their origin, consequences, and actions
needed) is particularly important, as the firms may
not be able to absorb many consecutive failures
because of scarce resources.

Approaches to Facilitate
Knowledge Implementation

Implementation refers to the development of
organizational culture, work procedures, and
structure to enable project, product, or service
developments that seize arecognized opportunity.
The existence of an open-minded culture and
loosely-coupled organizational structure are im-
portant factors facilitating knowledge implementa-
tion in SMEs (Flores, Zheng, Devaki & Thomas,
2012; Ravasi & Verona, 2001). Jolla has a very
dynamic structure and its CEO describes it as “a
completely flat organization without fixed teams.
With the help of executives, employees organize
themselves into teams on a monthly basis. We
call this an iteration round. Iterations enable us
to fully react to change.” (Nykénen, 2013). The
continuous reformation of teams enables Jolla to
quickly implement new knowledge and align the
organization with current targets.
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Despite the growth of Supercell, the organi-
zational structure is kept as flat as possible and
redundant processes and harmful bureaucracy are
eliminated. At Jolla, employee compensation is
based on contribution in the previous business
iterations. Every member in the organization
has the same basic salary. Once a month teams
evaluate their own success and are accordingly
paid bonuses. According to Dillon, the former
CEO of Jolla, “The salary system has worked
perfectly...after the last iteration round we were
able to say that every single task was done. This
is very unusual in a software firm.” (Nykinen,
2013). The dynamic structure enables quick
implementation, as the salary politics facilitate
an organizational culture where every employee
is equal. At Ovelin, the practices related to
knowledge documentation and storing such as
meeting minutes are becoming increasingly more
important as the firm grows (at the moment they
have offices in three locations; two in Finland
and one in the USA). The quick implementation
of knowledge is also important, as it reduces
the risk of losing valuable information when an
employee leaves the company.

Resolving the Paradox: Long-Term
Planning vs. Strategic Learning

Although strategic learning has clear benefits in
the software industry, it has to be acknowledged
thatan appropriate strategy for any particular firm
depends on its environment, developmental state,
andresources. Forinstance, Mintzberg and Waters
(1985) emphasize that strategic learning is more
beneficial in dynamic environments. When oper-
ating in a more predictable environment, a firm
may for a certain period apply a more traditional
strategic planning approach intended to predict,
choose, and implement long-term goals, instead
of continuous adjustments. Thus, depending on
the characteristics of the environment, it may be
beneficial for a firm to sequentially switch between



Strategic Learning for Agile Maneuvering in High Technology SMEs

formal strategic planning and strategic learning
(Chen & Katila, 2008).

Strategic learning may be nurtured more
effectively by leaders whose leadership style is
characterized by transformational leadership that
appeals to their followers’ intrinsic motivations,
that challenges and inspires those followers
with a sense of purpose and vision, and shapes
conditions that are important for the success of
new ventures, including fostering employees’
creativity (Ensley, Pearce & Hmieleski, 2006;
Mumford, Scott, Gaddis & Strange, 2002). In
contrast, strategic planning may be executed
most effectively in an organization whose leader
follows a more transactional style character-
ized by control, goal setting, productivity, and
efficiency (Bass, 1990). Thus, leadership can
be considered as a central tool in the transition
from traditional planning to strategic learning.
This practice is exemplified by Jolla, which has
already changed its CEO three times as the firm
transitioned through its various growth phases.
The former CEQ, Dillon, with his charismatic
leadership style, was well suited when the focus
was on finalizing the development of the operat-
ing software. In contrast, the current CEO, Tomi
Pienimiki, whose leadership experience derives
from large technology organizations, is a more
business-centric leader bringing expertise on
distribution, lean production, and logistics, that
are important when entering the markets. Thus,
rotating between different leadership styles may
enable software companies to sequentially switch
the emphasis between learning and planning
as appropriate for their developmental phase.
Finally, a CEO’s business-related connections,
his/her standing in the social network and timely
and comprehensive communication with the rest
of the leadership team are factors that enable the
CEO to access the rich and reliable information
essential to decide when a focus on planning in a
given situation outweighs the benefits of learning
and vice versa (Cao, Simsek & Zhang, 2010).

FUTURE RESEARCH DIRECTIONS

A recent literature review by Zahra et al., (2006)
revealed that existing research on dynamic ca-
pabilities has focused mainly on established and
larger companies and has ignored new ventures
and SMEs. This is surprising since SMEs need
learning capabilities that allow them to survive,
grow, achieve legitimacy, and reap the rewards
of innovation (Sapienza, Autio, George & Zahra,
2006). Although this study sheds some light
on strategic learning in SMEs, future research
should continue exploring the role and nature
of dynamic capabilities in SMEs. Furthermore,
the scarce literature on SME’s strategic learn-
ing capabilities has mostly been conceptual and
case-based. Thus, future research could benefit
from analyzing how age- and size-related factors
affect the usefulness of learning capabilities in
broader empirical settings. In addition, relatively
little attention has been afforded to the process by
which learning capabilities develop, emerge, and
evolve, especially in SMEs with limited resources,
knowledge bases, and expertise in building and
integrating diverse capabilities (Zahraetal.,2006).
This suggests a need for research that either uses
specifically-designed questionnaires administered
over time and/or longitudinal case studies captur-
ing the evolutionary nature of dynamic capabilities
(Helfat & Peteraf, 2003). As noted in this chapter,
strategic learning sub-processes are interrelated
and necessary for effects to occur (Berghman et
al.,2013). In this sense, a particularly salient path
for future research could be to study the anteced-
ent factors of strategic learning and to consider
whether different factors influence strategic learn-
ing sub-processes differently. In this regard, the
recent study by Flores et al. (2012) provides a
fertile starting point demonstrating both the joint
and unique antecedents that facilitate different
learning dimensions.

The global and innovative nature of the soft-
ware industry, its special characteristics, and the
presence of many young firms are factors that
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may limit the generalizability of our results. Thus,
exciting opportunities exist for future comparative
research—covering multiple industries that differ
in life cycle, technological intensity, or institu-
tional context—that could reveal how particular
industry conditions influence strategic learning.
Going beyond firm-specific differences, future
research could also engage with context-specific
differences, such as environmental or competitive
dynamics that may influence the effectiveness of
learning capabilities. In this vein, we encourage
future researchers to pay greater attention to the
factors that moderate the impact of strategic learn-
ing on a particular outcome, thereby revealing
unique conditions that might enhance or weaken
the impact of each.

Furthermore, most learning studies have
ignored the role of the owner, entrepreneur, and
entrepreneurial teamin the organizational learning
process. However, there may be important behav-
ioral and learning differences between experienced
and more novice entrepreneurs, for example, that
are reflected in the learning of the whole organi-
zation. Entrepreneurs with denser information,
more industry specific knowledge, larger contact
networks, and management expertise might be
better able to foster strategic learning in their
organizations than those without these knowledge
resources. Inaddition, an entrepreneur’s individual
attributes such as tenacity, risk aversion, proac-
tivity, and a passion for work can affect many
aspects of a newly created venture, including
the learning processes prevalent in it (Dutta &
Crossan, 2005). However, although prior studies
have recognized the need to incorporate these
individual-level demographic and psychological
factors identified in entrepreneurship models in
the organizational learning context, details of their
application and empirical testing are extremely
scarce (Dutta & Crossan, 2005). Thus, future
studies exploring these issues should consider a
multilevel approach to strategic learning that cov-
ers learning at different levels of an organization
(those of the entrepreneur, individual employees,
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teams, departments, etc.). One promising avenue
for future research is to explore the “dark side”
of strategic learning such as sunk costs without
innovation or performance benefits. This line
of research is needed to provide a more realistic
approach to learning processes by considering
that learning may entail tradeoffs, such as the
adjustment between exploration and exploitation
(March, 1991), or compromise between learning
outcomes and invested resources (Deeds, DeCaro-
lis & Coombs, 2000). In this regard, researchers
may want to adopt cross-disciplinary approaches
by combining psychology and entrepreneurship
research to shed light on the factors that give rise
to learning traps.

CONCLUSION

Our conceptualization of strategic learning, with
its four constituent sub-processes of knowledge
creation, dissemination, interpretation, and
implementation, offers organizational leaders a
comprehensive overview with which to assess
and manage organizational learning. In order to
illustrate whether or not SMEs operating in the
highly dynamic software industry differ in terms
of strategic learning and whether the level of
learning is associated with higher perceptions of
firm performance, we conducted a cluster analy-
sis including 182 Finnish software SMEs. The
analysis revealed three clusters; strategic learners,
incrementalists, and firms that have encountered a
learning trap. These clusters indicate thatlearning
is associated with better performance in SMEs,
alerting firms to learning traps and resulting poor
performance. We conclude the chapter by present-
ing some practical, actionable steps that CEOs
and leadership teams can take to foster strategic
learning and escape learning traps, making suc-
cessful adaptation and strategic change possible
and more likely. The actions suggested are sum-
marized under five main thoughts thatencapsulate
the determinants of strategic learning. In particular,
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high-tech SME management can consider these
thoughts when facilitating strategic learning in
their organizations.

Five Thoughts for SME
Leaders Wishing to Facilitate
Strategic Learning

1. Organize work around small and autonomous
entrepreneurial teams.

2. Encourage employees to break free from
their comfort zones and explore new fields
to add new knowledge.

3. Value and exploit failures as learning op-
portunities and promote the idea of rapid
trial-and-error learning.

4. Utilize the participative leadership style,
minimize bureaucracy, and build an organic
organizational structure.

5. Co-createasense of shared purpose and lead
by simple guidelines.
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KEY TERMS AND DEFINITIONS

Cluster Analysis: An exploratory data analysis
tool used to divide data into groups (clusters) that
are meaningful and useful.

Dynamic Capability: Organizational routines
that affect change in a firm’s existing resource
base competences to address rapidly changing
environments.

Exploitation Trap: The tendency of learning
processes to favor the assimilation of exploitative

knowledge for commercial ends at the expense of
explorative knowledge.

Learning Trap: A situation in which a firm”s
routines equip the firm to perform well in the short
run, but position the firm unfavorably for future
conflict by constraining learning and innovation.

Organizational Memory: A stock of knowl-
edge accumulated by the organization over its
history to which every member of the organiza-
tion has access.

Strategic Agility: The ability to continuously
adjust and adapt strategic direction in the core
business, as a function of strategic ambitions and
changing circumstances, to create new products
and services, business models and innovative ways
to create value for a firm.

Strategic Learning: An organization’s dy-
namic capability, consisting of intra-organizational
processes for the creation, dissemination, interpre-
tation, and implementation of strategic knowledge
that together contribute to the long-term survival
of a firm.

ENDNOTES

! Nokia was the world’s largest vendor of

mobile phones as measured by quantity
from 1998 to early 2012. However, Samsung
Electronics overtook Nokia in the first quar-
ter of 2012 and became the world’s largest
producer of mobile phones.
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APPENDIX: MEASUREMENT SCALES

Constructs and items

Strategic learning (Sirén, 2012)
How would you assess your firm’s learning practices with the following statements?
Strategic knowledge creation (Atuahene-Gima & Murray, 2007

o We prefer to collect market information before determining strategic needs to ensure experimentation

o Our aim is to acquire knowledge to develop projects that led us into new areas of learning such as new markets and technological areas

e We collect novel information and ideas that go beyond our current market and technological experiences

o Our aim is to collect new information that forces us to learn new things during product development

Strategic knowledge dissemination (Bontis ef al., 2002; Tippins & Sohi, 2003)

e Within our firm, sharing strategic information is the norm

o Within our firm, strategically important information is easily accessible to those who need it most

o Representatives from different departments meet regularly to discuss new strategically important issues

o Within our firm, strategically important information is actively shared between different departments

o When one department obtains strategically important information, it is circulated to other departments

Strategic knowledge interpretation (Bontis ef al., 2002; Sinkula, Baker, & Noordewier,1997; Tippins & Sohi, 2003)

o When faced with new strategically important information, our managers usually agree on how the information will impact our firm

o In meetings, we seek to understand everyone’s point of view on new strategic information

o Groups are prepared to re-think decisions when presented with new strategic information

e When confronting new strategic information, we are not afraid to critically reflect on the shared assumptions we have about our organization

Strategic knowledge implementation (Bontis er al., 2002)

o Strategic knowledge gained by working groups is used to improve products, services and processes

o The decisions we make according to any new strategic knowledge are reflected in changes to our organizational systems and procedures

o Strategic knowledge gained by individuals has an effect on the organization’s strategy

Performance (Gibson & Birkinshaw, 2004)

How would you assess your firm’s performance with the following statements?

e People at my level are satisfied with the level of firm’s performance

e Our company does a good job of satisfying our customers

o This business unit is achieving its full potential

o This business unit gives me the opportunity and encouragement to do the best work I am capable of
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ABSTRACT

This chapter studies companies which are arguably business super-heroes — the small firms which despite
the apparent handicap of very limited resources are able to compete against much larger, multinational
firms —the micro-giants Davids that take on Goliaths. Through a process of detailed case studies of actual
firms, analysis of asset structure, and experiments with a simulation model, the relationships between
key assets, critical success factors, and micro-giant competiveness are explored. The model produces
six scenarios reflecting different strategies for developing tangible and intangible assets and, critically,
the balance between them. A level of aggression is needed in asset building to maintain competitive-
ness, but the simulations show that this can all be undone if balanced development is not managed. This
confirms there are pathways by which micro-giants can remain competitive and deny multinationals the
overwhelming victory that the received wisdom suggests.
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INTRODUCTION

A small but not insignificant group of small com-
panies are in the arguably unfortunate situation
that, despite their small size, they are actually
competing in major markets where much larger,
multi-national firms also operate.

There are essentially two ways that such SMEs
can be competitive in these environments:

1. They develop and protect a small, highly-
specialised product or service. This strategy
enables them to utilise their relatively scarce
R&D and other resources most effectively
to develop their offerings and protect their
competitive position. The small size of the
highly specialised market may also mean
that it is not a target of the larger firms, and
this can offer them an element of further
protection. This has been called a “deep
niche strategy.”

2. Thesmall firms face head-on the competition
from much larger, often multinational firms.
Despite the disadvantages of their small
size, they must design strategies that fully
exploit all their strategic resources. We have
chosen to call these firms ‘micro-giants’ —
they are small themselves but the nature of
their market position means they operate in
major national and even international market
places against the giants of their industry.

This chapter will examine both these strategic
approaches. However, the deep niche approach has
been addressed elsewhere, but more importantly is
predicated on the SME discovering or developing
a highly specialised niche in the first place. This
is not a strategy that can therefore be adopted by
more than a very small number of enterprises. On
the other hand, any small firm with a solid prod-
uct base and which enjoys a period of extended
growth might in time find itself in the position of
being a micro-giant. These firms must purpose-
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fully develop the necessary strategies to compete
in this environment.

Such firms face the challenges that all smaller
enterprises face, but have the added struggle of
having to develop sustainable strategies that will
enable them to build and maintain high levels
of relative competitiveness against the big firms
which enjoy all the benefits that size brings.
These are Davids taking on Goliaths. Typically,
multi-nationals enjoy much larger product and
market development budgets, larger knowledge
and skill bases, and other advantages their size,
multi-divisional and multi-national nature bring.

By focussing on the characteristics of micro-
giant firms, the main objective of this chapter is
the development of a quantitative model which
could be used to simulate their system behaviour
and to examine how the balance in asset manage-
ment differentially impacts on company perfor-
mance, and, in particular, to analyse micro-giants’
competitiveness, The process for achieving this
involves looking for links between three cases of
successful “micro-giants” and to develop generic
insights into the relationship between the balanced
management of assets and competiveness, and to
then reflect these within the generic model and
system behaviour. System Dynamics (SD) meth-
odology will be used to model the relationship
between key asset management and competitive
success of such SMEs.

Examining Competitiveness
in Micro-Giants

This chapter will briefly examine three case study
companies, each in a quite different industry, and
the critical system drivers are identified. Of par-
ticular interest are the pressures placed on small
company competitors because of their need to be
reactive to the timings and competitive thrusts of
their bigger competitors. The analysis centres on
the close interaction between three interlocked
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Figure 1. Interlocking processes in company management
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sets of processes representing a firm’s strategic
assets, its internal operations and external activi-
ties (Figure 1).

Such a system is difficult enough to manage
when a company can coordinate its activities so
that all of these processes are balanced. The spe-
cific problem facing the micro-giant is that one
of these sets of processes is usually to a greater
extent outside its control. Competitors with ac-
cess to much larger pools of strategic resource
have greater flexibility in managing their external
activities — timing of promotional campaigns, new
product launches, and so on (Hudson et al., 2001;
Analoui & Karami, 2003). Therefore while the
larger competitors can have significant influence
over the market place and hence over the small
firm competitors, the smaller firms’ limited re-
sources mean they are likely to have very limited
influence in return (Barney, 1986).

This chapter utilises a qualitative cause-effect
analysis of strategic asset management, especially
as it relates to the building and maintenance of
competiveness. Feedback analysis and perfor-
mance implications of having to operate in markets
with especially strong competitors highlight the
vulnerability of micro-giants, and what manage-
ment principles they should follow to remain
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competitive. A small firm that grows strongly and
consistently over time is likely eventually to find
itself competing against much larger companies.
If we consider the potential growth strategies of
small firms they can be characterised as in Figure 2.

The two upper trajectories represent what
might be considered “normal growth” — either
development in to a giant firm or constrained, but
still successful, growth. The gap in size between
these two company types is the source of the mi-
cro-giant’s disadvantages. The lower two growth
types are the “dwarf” firm whereby a small fails
to grow to its full potential, and the “overgrown”
whereby a firm grows at an unsustainable fast rate
and eventually collapses. This chapter focuses on
the former two growth types.

HOW CAN RESOURCE
IMPOVERISHED “MICRO-GIANTS”
BE COMPETITIVE AGAINST
MUCH LARGER FIRMS?

In the original story David was able to beat Goliath
because, whilst Goliath was very big, muscular and
well-armed and he was much smaller, David was
agile, intelligent, and armed with a weapon that
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Figure 2. Trajectories defining normal and abnormal growth
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particularly suited his abilities and the competitive
arena in which they faced each other. Of course,
it was probably expected by almost everyone at
the time that Goliath would be the victor, and
the received wisdom is similar in the context of
this study: large firms will always win out over
smaller competitors. Hirschman (1958) argued
that small firms will fail or be consumed by large
firms, and Welsh & White (1981) concluded that
because small firms enjoy very limited resources,
they face significant disadvantages when trying
to compete head-to-head.

That said, some argue that small firms can
compete and may even enjoy advantages in some
circumstances. In a study of the beer market in
Puerto Rico, Allio & Allio (2002) studied the
confrontation between global brand Coors and
the small local brewers Suérez. They asserted that
even when a global player is a major player in an
industry, a smaller competitor can win in local
markets by paying attention to the different needs
and expectations of consumers. They particularly
identified the trait often adopted by multinational
consumer product companies of top-down stan-
dardization of strategy as potentially failing badly
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if these differences are ignored. Further, a smaller
competitor can often exploit these differences to
great advantage, particularly if some core com-
petencies, like distribution or market intelligence,
can be utilised. Similarly, Chen & Hambrick
(1995) considered how small firms differ in their
competitive behaviours from their large rivals in
the US airline industry. They observed that “small
airlines more actively initiated competitive chal-
lenges and were speedy but low-key, even secre-
tive, in executing their actions.” They also noted
that smaller airlines were less likely and slower
to respond when attacked and, possibly contrary
to expectations, their responses were more overt
than those of their larger opponents.

Even if small firms can compete, there is no
universal agreement on which strategies enable
success (e.g., McCune, 1994; Porter, 1980). In
1990, Covin et al. commented that the literature
offered little help in the identification of specific
business practices and competitive tactics but,
rather, most discussion centres on the prescription
of broad strategy types and relatively complex
models of SME competitiveness (Sirikrai & Tang,
2006; Toppinen et al., 2007,p. 386-387; Chew et
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al., 2008; Yan, 2010; Awuah & Amal, 2011,p.
127; Ambastha & Momaya, 2004,p. 57). An ex-
ample is the often recommended niche strategy
also observed by Winch & Gill (2003) who, when
considering high technology small firms, discuss
how adopting a deep niche strategy —operating in
a small, highly specialized and defendable niche
market — enables small firms to remain competi-
tive in the face of much larger firms with huge
R&D budgets.

Research into strategy and competitiveness
often takes a resource-based view and advocates
the building of internal resources and capabili-
ties by SMEs to generate sources of competitive
advantages (Maranto-Vargas & Gomez-Tagle
Rangel, 2007; Grant, 1991). Covin et al. (1990)
also argued that their research suggests that an
“entrepreneurial strategic posture” is most strongly
associated with high performance among firms
that “have a cohesive and focused strategic mix or
pattern of strategic decisions.” Wiklund & Shep-
herd (2003) concluded that theory suggests that
while management has discretion in manipulating
resources in order to build competitive advantage,
the research on a resource-based view has tended
to focus on the characteristics of resources, pay-
ing less attention to the relationship between
those resources and the way firms are organized.
When considering the entrepreneurship literature,
they also observe that there is a focus on firms’
entrepreneurial strategic orientation (EO), leaving
its interrelationship with internal characteristics
aside. They assert that their findings “suggest
that knowledge-based resources (applicable to
discovery and exploitation of opportunities) are
positively related to firm performance and that
EO enhances this relationship.”

The case studies examined in this chapter
demonstrate how three small firms have succeeded
at being “Davids.” The first company concerns
Sellerio, a publishing house sited in Palermo
(Sicily, Italy). The importance of intellectual
capital for success in creative industries has been
remarked by several authors and, in this respect,

Sellerio has demonstrated a strong inclination to
discover and nurture the potential of unknown
young writers. The firm’s strategy encompasses
this core industry factor, supported by mainte-
nance of a high reputation which leads customers
to select their titles just by looking at the covers
and the company’s ability to mount promotional
campaigns as its tight control of production costs
enables it to compete by lowering books prices
and promoting discount campaigns.

The second company, Zappala, is a family-
owned company established in the early 1970s to
produce typical Italian cheeses. From the begin-
ning, production quality, product authenticity,
customer service and advanced logistics have
been the main drivers for the firm’s advancement.
Its position was strengthened further by product
portfolio diversification into milk, frozen food and
preserves alongside the cheeses and a distribution
process that assures freshness.

Kemeco, the third case, is achemical company
also located in Palermo (Sicily, Italy). The core
business has been the development and production
of cleaning agents and detergents for domestic
cleaning purposes. The company has developed
distinctive products reflecting “modern” attributes
driven by Research & Development (R&D), inno-
vation, new technologies and production capacity.
Part of its well-established competitive strategy is
to try to understand in advance consumers’ needs
and, consequently, to respond quickly to market
opportunities with innovative products.

Detailed analysis of the success of these three
firms points to generic lessons in strategy build-
ing for any company growing into a micro-giant
position.

STRATEGY DEVELOPMENT
FOR THE MICRO-GIANT

Over a period of time if a small firm has a popular
product and/or has been able to market its product
strongly, it may enjoy sustained growth to a point
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where it eventually finds itself competing against
much larger companies. As this happens it moves
from the relatively comfortable situation where the
coherent management of its assets and activities
is largely an internal matter, with the firm able to
coordinate assetbuilding, operational development
and customer-facing initiatives. In its new state, the
market place activities may largely be driven by the
initiatives and moves of the large competitors. The
received wisdom is that smaller firms have little
chance in the long term and that sooner or later they
will be overwhelmed by the product development,
cost-containment, market leverage and distribution
power of the resource-rich majors. Yet the literature
does suggest that there may be subtle ways that the
smaller firms may actually have some advantages,
and the case studies of three micro-giants have
identified critical characteristics of a sample of
companies that have grown to a significant size
in their market segments, and have managed to
maintain this strong position.

For a strategy to be sustainable it must ensure
that a small company can not only effectively
utilise its strategic assets, but also be reactive to
the timings and competitive thrusts of their multi-
national competitors; but as Figure 1 suggested
small firms would normally have very limited
power in the market place.

This chapter is designed to outline and debate
three main issues, namely:

1. How growth patternsin small and micro firms
can actually differ from the typical S-shaped
growth curve ‘stereotype’ emerging from
most of the literature on business growth;

2. That specific lenses, i.e. models, might
be needed to frame growth in small and
micro-firms and support small business
entrepreneurs to manage the critical stages
of their business life-cycle;

3. Howsustainable strategies can be developed
in a micro-giant.

The key features of a successful strategy will
be centre around:

82

e  Defending the integrity of the core prod-
uct/service offering;

e  The balanced and effective use of strategic
resources;

e  Developing and maintaining agility in the
market place.

Classical strategy development approaches,
including analytical techniques like SWOT, can
be core to this process, but must always have a
particular emphasis on the dynamics of the inter-
actions between larger and smaller competitors.
Further, specific consideration must be made as
to how the disadvantages that small size brings
can be minimised, and maybe even how to ex-
ploit the advantages that might apply to smaller
entities. Among the critical issues which emerge
in developing sustainable growth strategies
for ‘micro-giant’ family firms can be included
the relationship between the company and the
business-owning family, particularly concerning
the role of family members in the governance and
the key managerial roles in the firm.

We also highlight how failure to do this means
vital and limited finance and effort in building up
resources will be wasted as they cannot be fully
exploited because the short-comings in other asset
bases will reduce their effectiveness. When micro-
firms are clearly time- and finance-impoverished
relative to their multinational competitors, thisis a
clear recipe for losing their competitive edge and
succumbing to the power of the majors.

A THREE CASE-BASED ANALYSIS
OF MICRO-GIANT SUCCESS

Detailed case studies of three micro-giant firms
have demonstrated conspicuous success in markets
where large multi-national companies operate and
might be expected to dominate and over-whelm
any small competitors. All companies are in the
retail consumables industry representing the
pocket paper-back novel sector, typically selling
at airport kiosks and similar book outlets, along
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with household cleaning products and regional
cheese products, typically sold in supermarkets
and grocery stores. These consumer retail outlets
are all channels where large multi-nationals can
dominate through their combination of product
development, branding, logistics and ability to
resist the retailers’ market strength.

The first case concerns the publishing house
Sellerio. It was founded in 1963 by the Sellerio
family, which viewed the then cultural scene as
offering business opportunities. In particular, well
known Sicilian writers like Leonardo Sciascia
and Antonino Buttitta supported the spirit of such
enterprise. Initially, Sellerio decided to position
itself in a ‘peripheral’ market niche since the
core of its editions was represented by light but
stylish materials, enhanced by graphical elegance
and engravings and illustrations by important
illustrators. The main authors published by Sell-
erio came from the Sicilian literature tradition
and other European quality niches. The direct
managerial responsibility of the owner-family, the
small number of employees, and the peripheral
position of the firm all define it as a small-sized
enterprise. On the other hand, its successful sales
performance and long presence in the market con-
firm Sellerio’s ability to compete on a day-to-day
basis with ‘giant’ enterprises.

The importance of intellectual capital for the
success of enterprises in creative industries has
been remarked by several authors. In this respect,
Sellerio has demonstrated a strong inclination
to discover and nurture the hidden potential of
unknown young writers. Further, their successful
writers have relied on the publisher to promote
and position their work, contributing further to
improving the firm’s competitiveness. The quality
of product and graphics are considered significant
drivers in creating a distinctive format for collec-
tions and books (Barnard, 2005). This factor and
the firm’s high reputation encourage customers
to select their titles just by looking at the covers,
even when customers are not actually familiar
with the authors or content. The final Sellerio

strength has been its ability to mount promotional
campaigns - its tight control of production costs
enables it to compete by lowering books prices
and promoting discount campaigns.

The second company, Zappala, is a family-
owned company that was established in the early
1970s to produce typical Italian cheese, such as
mozzarella, ricotta and other kinds of cottage
cheese. Since the beginning, production quality,
product genuineness, customer service and ad-
vanced logistics technology have been the main
drivers for the firm’s development. During the
1980s and 1990s, the company accelerated its
growth by increasing production capacity and
strongly reinforcing its commercial presence in
both the Sicilian and Calabrian markets, becom-
ing one of the major cheese providers of the main
supermarket chains operating in these regions.
Its position was strengthened further by product
portfolio diversification into milk, frozen food and
preserves as well as the cheeses. Currently, Zappala
owns three production plants and a refrigerated
warehouse in northern Italy; employs around 250
employees, and is undertaking a globalization
process by exporting goods outside of the Italian
market (Japan).

Zappala has developed some distinctive abili-
ties that have driven the company to its success
in the food market. Firstly, its cheese products
are steeped in the Southern Italian and Mediter-
ranean food traditions, popular not only in Italy
but around the world. However, not only do they
take great care that their products are authentic, but
also that they are produced to the highest quality
standards in terms of raw materials and strictly
controlled processes. Finally they have assured
freshness either through physical proximity to their
customers or through the use of refrigerated trucks
- labelled in the company jargon as ‘travelling
warehouses’. Such a system has involved a rapid
growth of customers confidence and satisfaction
and, consequently, of sales turnover.

The final case concerns Kemeco, which is a
chemical company also located in Palermo (Sicily/
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Italy), and was also established during the 1970s.
The company name comes from the combination
of two words — ‘chemistry’ and ‘ecology’ — and
underlines the company’s business philosophy
oriented towards developing and selling products
that combine scientific research and environmen-
tal awareness. The core business has been the
development and production of cleaning agents
and detergents for domestic cleaning purposes.
The company employs about 70 workers and
has reached sales of approximately Euro 20 mil-
lion per year supplying the major supermarket
chains as well as small retailers. The company
has developed distinctive products reflecting
up-to-date attributes like aromas that are based
on Research & Development (R&D), innovation
(Rosenbusch et al., 2010), new technologies and
production capacity (Simpson & Docherty, 2004),
and has always supported these with original and
memorable advertising campaigns. Kemeco has
diversified to cover every household cleanliness
need, and part of its well-established competitive
strategy is to try to anticipate future consumers’
needs and, consequently, to respond quickly to
market opportunities with innovative products.
Kemeco is characterized by its family-owner-
ship, small size, and location in a peripheral region

in Europe. Despite this it is able to compete in a
worldwide arena against both national and multi-
national enterprises. The critical factors that have
enabled this are, firstly, the company’s corporate
image bolstered by significant marketing invest-
ments and enhancing communication strategies
to increase brand loyalty. This has involved the
major use of advertising campaigns characterised
by creativity, originality and mass media impact.
Secondly, it enjoys acknowledged product qual-
ity, maintained through strategic investments in
laboratory facilities, R&D, and market know-how.
However, the R&D investments not only lead to
product quality but also enable the company to
innovate and diversify in its product offerings.
Finally, the company does seem to enjoy strong
entrepreneurial leadership, with the founder
demonstrating serial skills in discovering new
market niches and in nurturing both the internal
organization of productive processes and external
relationships with market players.

In synthesis, building from our earlier analy-
sis of the management of strategic assets in the
physiology of SME growth, and reconciling this
with the literature on competitiveness of micro-
giants which also adopts aresource-oriented view,
we can also develop a view of managing micro-

Table 1. Description of critical success factors and key strategic assets of case study companies

Case Company Business Sector Critical Success Factors Key Strategic Assets
Sellerio Popular books publishing o Elegant, convenient book o Inventory of author
format copyrights
e Niche but popular authors e Book quality and graphics
e Sales promotion capability
L[]
Zappala Regional cheese manufacture o Authenticity of products e Regional attributes of
e Advanced distribution/ products
logistics o Capabilities for Process and
Product quality
o Rapid delivery capability
L]
Kemeco Household cleaning materials | e Customer loyalty e Company image
e Attractive and innovative o Innovativeness
products e R&D know-how
o Strong & Diversified product
portfolio
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giants to achieve competitiveness. The analysis
of the three case study companies has led to the
identification of the factors that are critical to the
ability of each firm to maintain its competiveness.
Further analysis also identified the key strategic
assets that are essential for the maintenance of the
critical success factors in each case. (see Table 1)

MODELLING THE RELATIONSHIP
BETWEEN KEY ASSET
MANAGEMENT AND COMPETITIVE
SUCCESS IN MICRO-GIANTS

The micro-giant competitive model is based
around the building and maintenance of strategic
assets, which earlier research on strategic assets
and small firm growth trajectories has shown to
be significant. Itis central to the success of micro-
giants that they are able to maintain high levels in
the strategic assets that are key to their success in
maintaining their competitiveness against large,
maybe multi-national rivals. The strategic assets
reflect both tangible and intangible assets, which
have to be managed individually and, critically as
ourresearches have shown, the appropriate balance
between the assets must also be maintained. Cor-
rect balance ensures that not only is the effective
utilisation of one asset notimpeded by other assets
being inadequate, but also that time and money
investments are spent optimally.

The emerging model does not reflect the detail
of each company’s strategic assets but rather in-
cludes a “key strategic asset” collective index for

both tangible and intangible assets. This enables
us to experiment with strategic asset management
policies at the general level for small firms who
compete with much larger rivals, but it also em-
phasises the commonality of the challenges and
beneficial policies.

Table 2 indicates the strategic assets falling into
the tangible and intangible asset categories which
are key to each company being able to underpin
its critical success factors.

A MODEL STRUCTURE FOR
ANALYSING MICRO-GIANTS
COMPETITIVENESS

Previous studies (Bianchi et al., 2012; 2010) on
SMEs have demonstrated the critical importance
for micro-giants in keeping a balanced develop-
ment of key strategic assets in order to successfully
compete in a market characterized by the presence
of multinational companies. Such companies are
alsocalled to face national and international market
competitors from nearby regions. Based on the
understanding emerging from previous research,
aninsight SD model has been developed to explain
micro-giants’ competitive behaviour over time.
SD modelling is an approach adopted to map
system structure to capture and communicate an
understanding of behaviour driving processes
and the quantification of the relationships to
produce a set of equations that form the basis
for simulating possible system behaviours over
time. The underlying principle is that if process

Table 2. Tangible and intangible strategic assets of case study companies

Strategic Assets Sellerio Zappala Kemeco
Tangible o Author copyright inventory o Production facilities o Strong & Diversified product
e Modern fleet of delivery portfolio
trucks
Intangible o Sales promotion capability o Knowledge of attributes of e Company image
e Design and printing regional speciality cheeses o Innovativeness
capability o Logistics know-how o R&D know-how
o Book format quality
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structure determines system behaviour, and system
behaviour determines organization performance,
then the key to developing sustainable strategies
to maximize performance is acknowledging the
relationship between processes and behaviours
and managing the leverage points'.

In particular, the “micro-giant” competitive
model could support entrepreneurs by improving
their ability to manage key strategic assets through
a deeper understanding of their competitive sys-
tem. This is possible since the basic stock-and-flow
diagram can lead to development of a quantitative
model that allows decision makers to simulate
trajectories and, in doing so, verify to what extent
a given policy is successful and sustainable.

The SD model is displayed in Figure 3. In
particular, the focal point is “sales turnover” or

more precisely, how the sales turnover can be af-
fected through good strategic resources manage-
ment. Specifically, the stock-and-flow structure
respectively identifies two reinforcing and two
balancing loops. Briefly, the major loops R1 and
B1 describe how sales turnover negatively affects
the gap between actual and desired turnover. Such
a gap causes an increase in both tangible (R1)
and intangible (B1) assets investments, which
involves a more balanced mix between strategic
assets (strategic resource ratio = tangible/intan-
gible resources). This will lead to an increase in
sales turnover. Likewise, loop R2 is related to the
strengthening of intangibles accumulation due
to the effect of learning processes. On the other
hand, balancing loop (B2), ceteris paribus,implies
that sales turnover growth causes competitors

Figure 3. The “Micro-giant” competitive model structure
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reactive policy adoption which, in turn, restrains
such sales increase.

Looking in a little more detail, the model
is essentially divided into four sectors (which,
interestingly, closely mirror the constructs in
Man et al’s (2002) conceptual model of SME
competitiveness):

1. Strategic resources, which micro-giants
hold and use to compete in the market.
Specifically, we distinguish between tan-
gible and intangible resources to frame the
structure of the strategic resources mix. The
dominant logic (Prahalad & Bettis, 1986;
Hamel & Prahalad, 1990) underlying the
proper mix between tangible and intangible
strategic assets and the characteristics of both
kinds of assets can vary widely depending
upon the industry where the firm operates.
Previous researches (Itami, 1987; Lev,
2001; Hand & Lev, 2003; Bounfour, 2003;
Cohen, 2005) demonstrated the relevance
of intangibles for SMEs’ market survival,
especially when the main competition comes
from large companies. In our SD model, the
company decision to develop new strategic
resources depends on both the gap between
the desired and the actual level of sales turn-
over — which determines the firm’s reaction
to fill such shortfall —and the policy adopted
by entrepreneurs to maintain a sustainable
balance between tangible and intangible
assets. Furthermore, intangible assets accu-
mulation is strengthened by firm’s learning
processes (loop R2).

2. Critical success factors, which represent
those key drivers that the firm should
continuously feed in order to preserve and
improve micro-giants’ competitiveness.
In fact, such factors embody the source
of the long-lasting competitive advantage
acquisition in the market. They are indus-
try- or market-specific. Based on the effect

generated by available strategic resources,
they directly influence micro-giants’ sales
turnover. Such relations are not immediate,
however. In fact, delays are likely to impact
between the decision to develop and deploy
strategic resources and their effects on the
company competitive performance.
Market dynamics, which include significant
cause-and-effect relations among variables
of the competitive system. This model
section shows the detail of how the sales
turnover of micro-giants affects their future
investment policy. In other words, given a
desired sales turnover, the firm will set up
and adopt corrective strategies to fill the
gap between the expected and the actual
turnover. As this happens, sales turnover
information takes time to be perceived and
compared to budget previsions by decision
makers. Afterwards, the eventual gap in sales
turnover will encourage adjustment policies
related to investments in both tangible and
intangible assets development. In addition,
micro-giants’ sales turnover also influ-
ences the reactive policies of its competitors,
which, according to the model settings, can
be aggressive — whether the market is char-
acterized by high competition intensity — or
moderate —whether competitors weakly react
to the firm’s sales increase.

Policies, which are related to both micro-
giant and competitors’ decision making
processes. In this respect, the former can
decidetoinvestinintangible assets according
to a scale of preference and capability, rang-
ing through “high,” “medium” and “low”
rates. Such propensity strongly influences
the balance between tangible and intangible
resources, which directly relates to critical
success factors development. On the other
hand, the larger firms may adopt aggressive
or light competitive policies towards amicro-
giant’s attempts to grow market share.
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Figure 4. Growth trajectories of the six different policies-based scenarios
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In the light of the above policy options, the
model allows the creation of six different scenarios
to study the competitive system of micro-giants.
Figure 4 synthesizes such scenarios by graphing
both sales turnover and strategic resource behav-
iours over time. Simulation length is fixed at 15
years (2010 — 2025). In particular, it is assumed
that the micro-giant plans to reach a desired sales
turnover level, equal to 100.000 product units
(“widgets”) per month. On the basis of the ap-
plied policies, the table also shows both tangible
and intangible resources trends related for each
scenario.

Scenario 1

Micro-giants decide to face aggressive market
competition by adopting a strong intangible-based
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investment policy. As this happens, we observe an
exponential growth in sales turnover, which even
leads the firm to exceed the desired turnover level.
After about 5 years of growing, the firm stabilises
its sales turnover at the expected level.

Hand-in-hand, strategic resources also grow
but, while tangibles show a goal-seeking behav-
iour, intangibles rapidly increase displaying an
exponential trend due to the reinforcing effect of
learning processes accumulation. This ensures
a sustainable balance between key strategic re-
sources able to feed critical success factors.

In particular, such a scenario recalls the
Kemeco case study dynamics. In fact, since its
establishment the firm has adopted a continuous
intangible-based investment policy, which has led
the company to successfully compete in a global-
ized household cleaning materials market, where
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Figure 5. The strategic assets, critical success factors and input data synthesis of the Kemeco model
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competitors are represented by multinational gi-
ants as Colgate-Palmolive, Unilever, Procter &
Gamble and Henkel (Bianchietal.,2010). Figure 5
synthesizes Kemeco’s competitive model features.

Scenario 2

In this situation, micro-giants respond to aggres-
sive competitors by investing in intangible assets
with a lower — but still substantial — propensity.
This is confirmed by strategic resources behav-
iours, which show a lower increase in intangibles
compared to scenario 1. As aresult, sales turnover
grows and achieves a stable equilibrium at the

desired level after about 8 years. This means that
such policy still appears successful due to a well
balanced mix of tangible and intangible assets.
An example of such scenario may be offered
by looking at Sellerio’s business dynamics. In
fact, the firm tends to allocate a large part of
investment in tangible assets — as new authors’
copyrights —but, at the same time, does notignore
the maintenance of an adequate stock of their
key intangible assets. Although the equilibrium
between tangible and intangible assets appears
less balanced than in scenario 1, such a policy
similarly allows Sellerio to successfully survive
in a book market characterized by aggressive
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Figure 6. The strategic assets, critical success factors and input data synthesis of the Sellerio model
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competition. Sellerio’s competitive dynamics are
summarized in Figure 6.

Scenario 3

In this scenario, a micro-giant proves incapable
of filling the gap between desired and actual
sales turnover, but rather we observe a dramatic
enlargement of such gap. This perspective comes
about due to the policy which is strongly oriented
to primarily building tangible assets. As a con-
sequence, the imbalance between tangible and
intangible assets hinders the firm’s ability to be
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competitive in aggressive markets. The strategic
resources graph displays an exponential growth
trajectory of tangibles, which definitely reveals a
pointless contribution in terms of enhancing criti-
cal success factors. On the other hand, intangibles
behaviour remains consistently very low over time.
Together with scenario 6, simulation results
may be associated with the abnormal growth of
the firm that stems from a pathological view to
strategic assets management. Particularly, such a
perspective may point towards business dwarfism
and gigantism company development emerging
(Bianchi et al., 2004; Bianchi & Winch, 2008).
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Scenario 4

In the presence of a less competitive market,
micro-giants reasonably have the opportunity to
survive more easily. Therefore, ahigher propensity
to invest in intangible assets involves a higher
capability to successfully compete and ensures
increasing financial performance. Specifically,
such a policy allows small sized firms to reinforce
their competitive development by reformulating
strategies to raise desired sales turnover towards
even higher target levels.

In fact, both actual and desired sales turnover
trends suggest a profitable perspective, since the
firm enjoys consistent over-performance even
against rising targets. Just at the end of the simu-
lation period, the actual sales turnover declines
to reach the desired level due to the effect of the
balancing loop related to the gap in sales, which
tends to seek a stable equilibrium in the system
with the company performing at the desired sales
turnover level. In these circumstances, both tan-
gible and intangible resources show increasing
behaviours and, therefore, reach a stable balance
over time that, evidently, implies positive impacts
on critical success factors development.

Scenario 5

This scenario appears very similar to the former.
Infact, the actual sales turnover also rises beyond
the target level and both trends complete their
adjustment by the end of the simulation period.
The main discrepancy regards intangible assets
behaviour which, due to a lower investment
propensity towards building such resources,
shows a clearly lower increase over time. Nev-
ertheless, the overall strategic resources mix
appears reasonably well-balanced and, con-
sequently, strongly contributes to improve the
micro-giant’s market performance, especially in
the absence of an aggressive reaction by their
larger competitors.

Scenario 6

The last scenario is particularly meaningful: even
though the market is characterized by relatively
light competition, by investing exclusively in tan-
gible assets the micro-giant’s turnover falls well
short of the expected level. Consequently, what
clearly emerges is that the lasting lack of invest-
ments in intangibles sentences the firm to failure.

Specifically, the actual sales turnover definitely
displays a decreasing behaviour which achieves
equilibrium at a very low level. On the other hand,
while tangible assets grow exponentially, the tra-
jectory for the intangible assets constantly tends
towards zero. This re-asserts that an imbalance in
strategic assets mix leads to the loss of the firm’s
competitiveness.

In recent times, the Zappala company has re-
vealed a loss of competitiveness consistent with
the emerging insights of this scenario. In fact, the
firm is currently facing something of a financial
crisis stemming from the effect of a policy which
has tended to favour investments in tangible rather
than intangible assets. As a result, although the
firm operates in a somewhat specialised market
(traditional Sicilian cheeses), its survival appears
threatened, and it needs timely measures oriented
towards re-establishing an adequate balance be-
tween tangible and intangible resources. Figure
7 shows the current Zappala competitive model
reflecting its market features.

CLOSING REMARKS

Arguably the real heroes of the business world are
the companies that we have called micro-giants —
small firms that take on and succeed against very
large multinational companies, even in relatively
undifferentiated markets like basic foodstuffs and
household cleaning materials. The received wis-
dom s that such firms have no chance, that sooner
or later they will be overwhelmed by the product
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Figure 7. The strategic assets, critical success factors and input data synthesis of the Zappala model
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development, cost-containment, market leverage
and distribution power of the resource-rich majors.
Yet the literature suggests that there may be subtle
ways that the smaller firms may actually have
some advantages, and our case studies of three
micro-giants have characterised companies that
have grown to a significant size in their market
segments and have managed to maintain a strong
position over an extended period of time.

After reviewing the profiles of the case study
companies, this study has identified their success
factors and key assets structures to try to under-
stand how they manage to hold their own against
much larger competitors. The perspective used
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in this analysis is not only the size of the asset
bases but the balance between them. We also
focussed on the nature of the assets and divided
them into tangible and intangible assets. In each
of the cases, there was at least one key asset in
each of the asset categories. The intention of this
analysis was to look for links between the three
cases and to develop generic insights into the
relationship between the balanced management
of assets and the maintenance of competiveness
by micro-giants. For this reason, an objective was
to construct a generic model that captured the
common structures but not the detail relating to
any individual firm. From the analysis described
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here and using the asset management modelling
framework developed in earlier small firm growth
studies, a model was developed that includes
sectors that reflect the building and run-down of
both tangible and intangible assets, and a sector
that links the balance of these to critical success
drivers and hence to micro-giant competitive-
ness. A final sector reflects the market interac-
tion between a micro-giant and its much larger
competitors and includes mechanisms to reflect
competitive moves and counter-moves. A key
feature of all system dynamics studies is using
the stock-flow diagrams to do some preliminary
analysis of how structure is likely to impact on
behaviour and company performance, and this
was also achieved here. However, the main pur-
pose was to develop a quantitative model which
could be used to simulate system behaviour and
to examine how the balance in asset management
differentially impacts on company performance.

Atotal of six scenarios were run whichreflected
the differing policies which could be adopted by a
micro-giant to combat marketing, promotional or
productdevelopmentinitiatives by their large com-
petitors by enhance its competitiveness through
the management of key assets/resources. Not sur-
prisingly, the analysis suggests that if the smaller
competitor fails to focus on managing its key re-
sources, whether tangible, intangible or both, and
does not ensure that they are in top condition, then
it will not be able to repel any aggressive moves
by the competitors. More significantly though,
the simulations confirm the critical importance of
intangible assets — specialist market knowledge,
product understanding, R&D capability — and
especially maintaining the balance between these
intangibles and the tangible assets plays a key role
in sustaining competitiveness as hypothesised in
earlier studies. As further confirmation it was
possible to correlate particular policies for compe-
tiveness development, and the asset management
patterns that they demand, with the success of
each of the case companies — Kemeco’s sustained

policy of balanced development of both sets of
assets reflects scenario 1, Sellerio demonstrates
parallel asset development but in a less balanced
manner, but is still able to remain competitive in
a highly cut-throat market as in scenario 2, and,
finally, while Zappala has been successful in
the past through balanced asset management, in
recent times its strategy has involved significant
investment in tangible assets which have not been
matched by intangible asset development; this has
meant it has lost its competitive edge and must
now take some remedial action.

The model that has been presented here lacks
the detailed specifics that would be needed to sup-
port the identification of critical success factors
and the development of detailed policies for re-
source development to drive them for any specific
individual firm, though the generic model could
form the basis for a tailored version which could
achieve this. Rather, the intention here was to de-
velop a model that could provide generic insights
into how micro-giants can remain competitive.
Failure to do this means that a micro-giant will
be wasting vital, and limited, finance and effort
building up resources which cannot be fully ex-
ploited because the short-comings in other asset
bases reduces their effectiveness. When micro-
firms are clearly time- and finance-impoverished
relative to their multinational competitors, thisis a
clear recipe for losing their competitive edge and
succumbing to the power of the majors.

Unlike inthe biblical story, these Davids do not
have to kill their respective Goliaths, but with the
right policies they can and do survive and thrive
over extended periods of time.
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KEY TERMS AND DEFINITIONS

Case Study: An analytical study of the devel-
opment of a specific business or social institution
aimed at supporting the validity of a method-
ological approach and related findings through
empirical evidences.

Competitive Strategies: Long-term action
plans that are devised to support a company in
gaining competitive advantages over its rivals into
a market or a niche.

Dynamic Resource-Based View: An approach
that combines a resource-based view of the firm
and System Dynamics methodology in order to
frame both accumulation and depletion processes
of strategic resources and to achieve consistency in
their arrangement. Such approach focuses on the
maintenance of an appropriate balance between
strategic assets as the key to firm’s sustainable
development.

Micro-Giant Firms: Small companies that,
despite their small size, successfully compete in
major markets where much larger, multi-national
firms also operate.

SMEs: This term stands for small and me-
dium-sized enterprises — as defined in EU law:
EU recommendation 2003/361. Particularly, the
main factors determining whether a company is
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an SME are: (1) number of employees and (2)
either turnover or balance sheet total.

Strategic Asset Building: The process through
which companies build and foster those strategic
resources linked to critical success factors.

System Dynamics Modelling: System
Dynamics is a methodology for framing, under-
standing, and analysing the dynamic behaviour
of complex business systems. System Dynamics
models are built through the identification of
those feedback loops and time delays that af-
fect the behaviour of the system. Models enable
decision-makers to simulate performance trends
over time. In a dynamic model key-resources —
whose monitoring on a strategic perspective over
time is crucial — are represented as level variables
and their inflows and outflows are shown as rate
variables. System Dynamics is currently being
used throughout the public and private sector for
policy analysis and design.

ENDNOTES

! An in-depth overview of System Dynam-

ics methodology can be found in Forrester
(1961) and Sterman (2000).



Section 2

The Entrepreneur/Manager
as Strategist, Leader, and
Improviser

The second section deals with the Entrepreneur/Manager as an engine of strategic management of
SME:s, filling the role of strategist, leader and improviser, as well as other supporting roles. This sec-
tions discusses the ways the entrepreneur-strategist detect and realize entrepreneurial opportunities in
the context of the new paradigm of strategic entrepreneurship, using “so-called” explorer strategy, more
acceptable for the case of SMEs. It is demonstrated in a conceptual and especially in practical terms
how to understand better the role of the entrepreneur as a strategist, leader and improviser by using
non-routine methods, myths, metaphors, and jargon in the training of students and entrepreneurs. The
challenges for entrepreneurial methods, knowledge and skills necessary to build a competitive behavior
are discussed, focusing on the opportunities for their acquisition (in the learning process). The neces-
sity of acquiring core competencies is analyzed and, more generally, the cognitive specific plan as a
prerequisite for strategic competitive behavior.
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Chapter 6

The Entrepreneur as

Strategist and Improviser:
Subject of Activity and Object
of Understanding

Kiril Todorov
University of National and World Economy, Bulgaria

ABSTRACT

The chapter deals with the search for relevant strategic responses to the challenges of a dynamic and
competitive, international and multicultural business environment where new strategic approaches like
Strategic Entrepreneurship (SE) and tools to meet the specific characteristics and needs of SMEs are
launched. The entrepreneurial opportunities, and their exploration and exploitation through the entre-
preneur’s/ manager’s various roles as a strategist, leader, and improviser, are analyzed. It is shown that
in most cases the entrepreneur (especially in long-term dynamic, ambiguous conditions) acts without
sufficient formal information and resources and therefore has to improvise taking certain risks (stra-
tegic improviser). Difficulties in the understanding and the implementation of entrepreneurial roles,
especially those of strategist and improviser, require non-traditional approaches, forms and methods in
the education of students in entrepreneurship, and in training/ consulting for both new and established
entrepreneurs. The forms and methods of mythology, metaphorical representation and jargon, as tools
of the so-called subjective (qualitative) approach, are widely accepted. The chapter employs examples
of original myths and metaphors to demonstrate how better to understand the linkages across strategic
orientation/ management, improvisation and strategic learning, thus helping entrepreneurs/ managers
to better adapt theories, concepts and tools for effective working in a dynamic, competitive environment.
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INTRODUCTION

Undoubtedly there is a growing interest in under-
standing strategic aspects of entrepreneurial activ-
ity that are of critical importance for competitive
behaviorinadynamic, international multicultural
business environment. In thisrespect new ideas and
concepts are emerging to meet these challenges,
especially in the specific conditions of SMEs.

Researchers in the field have worked inten-
sively in recent years in an attempt to combine
the two separate areas of entrepreneurship (E)
and strategic management (SM) into one, formu-
lating the concept of strategic entrepreneurship
(SE) (Shane & Venkataraman, 2000; McMullen
& Shepherd, 2006; Ketchen, Ireland & Snow,
2007, Hitt, Ireland, Sirmon & Trahms, 2011). In
both research and business practice there are high
expectations surrounding the new formulation. It
is more than clear, however, that to launch such
a new concept, especially in the research field,
creates real difficulties for many reasons.

On one hand, there are the very different in-
ternational, national and local political, economic
and socio-cultural conditions in which many mil-
lions of small, medium and large enterprises of
different sizes, phases of life cycle and sectors are
operating as well as entrepreneurs/ managers with
varying personal and behavioral characteristics.
This makes it difficult to formulate, compare
and use even basic definitions and measures
related to entrepreneurship and entrepreneurs as
an activity /phenomenon, identifying existing or
creating new entrepreneurial opportunities, and
their exploitation.

On the other hand, although the strategic
management is a more “fermented concept”
primarily in large companies it has its own prob-
lems - running from the definition of strategy to
the question of whether it is a practical method or
art (Cummings, 1994; Ohmae, 1994) to assessing
the effectiveness of strategies (Mintzberg, 1994).
The ever-changing external environment puts
under question the achievement of pre-set (stable)

targets and the appropriate allocation of resources
to achieve it. In addition, the specific role of the
entrepreneur (alone or with team) whether as
strategist, leader or manager, in micro and small
enterprises is difficult to identify, analyze and
interpret for the reasons stated. Therefore, the key
question is how to combine organically two highly
complex, specific areas such as E and SM, reflected
in the new concept of SE. For larger companies
with sufficient resources and opportunities to at-
tract qualified managers (strategists) it is perhaps
easier to enhance their entrepreneurial behavior
(corporate entrepreneurship) at the strategic level.
In small and medium enterprises, the situation is
quite different. Characterized by their resource
limitation and isolation “a priori” and with the
dominant role of the entrepreneur-manager, these
enterprises (especially those operating in competi-
tive, dynamic business environment) also need to
find and exploit entrepreneurial opportunities,
leading to the development of competitive advan-
tages and generating added value. This requires
the implementation of strategic entrepreneurship
- achieving synergistic effects from identifying
promising entrepreneurial opportunities and turn-
ing them into sustainable competitive (strategic)
advantages.

Buthow does this happen in practice? How does
the entrepreneur act as a strategist (complemented
by otherroles), very often without enough formal,
rational information and arguments?

Inmicro and small enterprises (unlike medium-
sized enterprises which can share some of the
advantages of size with large companies), the
entrepreneur-manager as strategist uses formal
available resources (though often insufficient),
but relies to a significant degree on his/her per-
sonal and behavioral characteristics in the form
of knowledge, skills, experience, intuition, cha-
risma, refracted through his/ her own value system
(Todorov, 2011a). In effect, in most situations,
he/she is forced (alone or supported by team) to
enrich, finish and interpret events and processes
“on the hoof”, i.e. to improvise (Weick, 1993,
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2005; Crossan & Hurst, 2006; Hmieleski, 2009;
Hmieleski & Corbett, 2006). Improvisation, “im-
provisus” meaning “not seek ahead of time”, is
“playing extemporaneously ... composing on the
spur of the moment” (Barrett, 1998). And if, with
operational decisions, the entrepreneur regularly
improvises and the potential losses from “wrong”
improvisation are typically bearable, it can be
quite different in the case of improvisation at the
strategic level. In more complex situations with
longer time horizons it is necessary, but more dif-
ficult, to improvise and the potential losses from
the “wrong improvisation” can be fatal for a small
enterprise that does not have the compensating,
diversification capabilities and resources of a big
company.

Inmany situations entrepreneurs are faced with
insufficient knowledge and skills of competitive
entrepreneurial behavior, moreover of strategic
improvisation (SI), both theoretically and in
practice with a few exceptions (see for example
Crossan & Hurst (2006)). The very concept of
improvisation in terms of process and content as
it relates to entrepreneurial activity is still at its
early stages, butitis a promising field of research
and practically useful actions.

So, some research issues emerge such as:

e  The functionality of the concept of SE;

e  The strategies and behavior of entre-
preneurs in exploring and exploiting
opportunity;

e  The balance in the entrepreneur’s behavior
towards being a strategist and improviser;

e  How to better understand what tools/ meth-
ods to use in the training of entrepreneurs
in the context of SE.

Therefore, the main goals of this chapter are to:
o  Identify and highlight specific expressions,
problems and solutions in the role of the

entrepreneur as a strategist, complemented
by other roles in exploration and exploita-
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tion of entrepreneurial opportunities in the
context of strategic entrepreneurship;

e  Identify the role of entrepreneur, particu-
larly as (strategic) improviser, in a complex
and dynamic business environment;

e  To demonstrate in a concrete way how en-
trepreneurs strategize and improvise, so as
to be better able to teach students of en-
trepreneurship, assist start-ups and estab-
lished entrepreneurs in particular, using
non-traditional approaches and tools.

Following this, the intention is to add value
to the themes in the chapter through a particular
perspective based on observations and analysis
of prominent authors’ work and good practice
accumulated by the author over the past 20 years,
while researching, teaching/ training and consult-
ing with students/entrepreneurs.

ENTREPRENEURIAL
OPPORTUNITIES AND
ENTREPRENEURIAL BEHAVIOUR

A starting point in analyzing entrepreneurial
activity are entrepreneurial opportunities or the
so-called “entrepreneurial windows” examined
by Casson (2000) and Drucker (1985). Entre-
preneurial opportunities are a major focus in the
research of such classic authors in the fields of
economics, entrepreneurship and management as
Schumpeter (1934), Hayek (1945, 1978), Drucker
(1985) and their followers. The entrepreneur is
regarded as a pioneer in identifying market op-
portunities and while pursuing a path of reasonable
risk (Schumpeter, 1934). In the transformation of
the U.S. economy from “managerial” (for large
firms) to “entrepreneurial” (for small firms) and
the resulting new business opportunities, the so-
called “entrepreneurial windows” are open not
only in an economic but also in a social context
— Drucker (1985).
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Recent studies of entrepreneurship view entre-
preneurial opportunities in amore comprehensive
and contextual manner. Many authors emphasize
that identifying and exploiting (market) business
opportunities is not always entrepreneurial, but
only when introducing new products, services,
resources and organizational methods (Shane &
Venkataraman, 2000). Other authors focus atten-
tion on entrepreneurial opportunities, the use of
which leads to the establishment and development
of sustainable competitive advantages, emphasiz-
ing discovery (exploration) and use (exploitation)
of entrepreneurial opportunities of a strategic
nature and their consequences (Crossan & Hurst,
2006; Hitt, Ireland, Sirmon & Trahms, 2011;
Companys & McMullen, 2007).

The researchers develop and apply different
theories and concepts, sometimes eclectic, to
explain the nature of entrepreneurial opportuni-
ties, their sources and manifestations. Using the
research framework of Shane & Venkataraman
(2000) who consider entrepreneurship as an “ex-
amination of how, by whom and with what effects
opportunities to create future goods and services
are discovered, evaluated and exploited”’; Com-
panys & McMullen (2007) attempted to answer
these questions through the concepts developed by
other authors. They analyzed three basic concepts
(schools) viz. economic cultural, cognitive and
socio-political schools. Based on these concepts,
they attributed the launching of economic/ social,
cultural and political strategies for discovery and
exploitation respectively of objective and subjec-
tively cognitively generated entrepreneurial op-
portunities (pp. 311-315). The added value here
is both in identifying and analyzing the so-called
business opportunities existing objectively and
constructed subjectively, as well as their integra-
tion in the search for synergistic effects.

Here we can point that one of the underesti-
mated problems in understanding entrepreneurial
opportunities is the limited development and
attention on ‘“how some already identified and
exploited entrepreneurial opportunities, initiate

other entrepreneurial opportunities”. And en-
trepreneurial practice over a long period of time
shows that initiated “secondary entrepreneurial
opportunities” are sometimes more important
and effective for individuals, groups and societies
than the primary ones which initiated them. In this
context main challenge is forming competitive
entrepreneurial behavior to explore existing or
create new (secondary) entrepreneurial opportuni-
ties and their appropriate exploitation.

A summarized, synthesized view of the re-
lationship and interaction between the external
environment (entrepreneurial opportunities and
threats); identifying opportunities of a strategic
nature and entrepreneurial actions (behavior) with
their forward links and feedbacks is presented in
Figure 1.

Figure 1 shows that entrepreneurs (using
their social capital) seek prospective (strategic)
opportunities and positions for the formation of
sustainable competitive behavior. In this situation,
they violate the current status quo, creating an
imbalance, butenter anew (dynamic) equilibrium
as described by Schumpeter (1934). Of course,
this is the ideal case, because entrepreneurs make
mistakes from which they must learn (strategic
learning). Therefore, in the process of identify-
ing opportunities and threats, learning from their
mistakes and those of others through the system
of feedbacks, entrepreneurs build proactive, suc-
cessful behaviors in a competitive environment,
based on available resources (learning by doing).
But here they not only have to comply with the
strategic opportunities thus identified, but also be
aware that these opportunities must be met with
the resources of the firm (own or acquired). They
must also lobby often in an unfavorable, dynamic
environment, filled with great uncertainty, and
organize properly the operational system for the
realization of their strategic goals. In this sense,
the entrepreneur (alone or with team support)
(has to) play together different roles like a “man
orchestra” or a multi-faced Buddha.
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Figure 1. Entrepreneurial behavior (Source: Thompson, 1999, p. 288.; Published with written permis-

sion of the author)
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THE ENTREPRENEUR’S

ROLES IN EXPLORING AND
EXPLOITING ENTREPRENEURIAL
OPPORTUNITIES

The heterogeneity of entrepreneurial activity,
entrepreneurial personality and behavior deter-
mine the different roles that the entrepreneur
must perform in different contexts. In general,
they are associated with the identification of
dynamic, strategic opportunities, providing the
resources necessary to achieve the objectives,
the organization of business processes and espe-
cially encouraging and motivating staff. On this
basis, various researchers have tried to make an
appropriate identification of the roles, which en-
trepreneurs (should) play. Of course, in practice,
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and depending on the situation, there is a lead-
ing role, while others are complementary. This
dynamic of changing roles is the most important
element in the “entrepreneur-orchestra” necessary
to operating successfully in complex situations of
a strategic nature. All researchers emphasize the
entrepreneur’s roles as of crucial importance in
the identification, evaluation and exploitation of
entrepreneurial opportunities.

Basically, the approaches to assessment of
the entrepreneur and his/her roles are viewed in
differentresearch constructions. Attempts toiden-
tify these roles can be seen firstly in the work of
researchersin strategic managementin large com-
panies. For example Quinn, Mintzberg & James
(1988), write about the entrepreneurial approach
and leading figure and role of the entrepreneur-
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founder or top manager, an adaptive approach
where the power is “blurred” between managers,
groups, etc. and a formal planning approach with
the leading role of analyzer/ planner.

Some authors try to objectively identify different
types of organizations with their respective trajecto-
ries, common strategies and to identify in them the
leadingroles of the entrepreneurs/ managers/ experts.
For example, D. Miller (1994) defines: a focusing
trajectory (focus) on the quality and technology
and the leading role of highly trained engineers; an
inventing trajectory, presented by launching product
champions, often bordering onutopias; adecoupling
trajectory led by excellent, recognized marketers; a
venturing trajectory, growth-driven, led by entre-
preneurial builders, imaginative leaders, exploiting
‘helter-skelter’ into business they know nothing
about (p. 455). Such entrepreneurial builders are
growth-driven, oriented towards expansion. These
builders have the promotional skills to raise capital,
the imagination and initiative to exploit significant
growth (strategic opportunities) and the courage to
take substantial risks. Therefore, the leading role
in the cycle is associated with strategic proactivity
(vision), accounting for the resources that are avail-
able, including core competencies, balanced with
contextual improvisation (when required).

Other authors try to identify more specific
typologies of entrepreneurs and the roles they
perform in the exploration and exploitation of en-
trepreneurial opportunities, trying to avoid relevant
threats. For example, according to Rogoff & Lee
(1996) the three main types of entrepreneur can be
reducedto: (1) creators —higher risk-takers, start-
ing businesses to follow their dreams by creating
new products/ services; (2) inheritors (successors)
— family firm members who inherit the business;
(3) operators — motivated by financial objectives
or lacking other alternatives, they buy businesses/
franchises as a means of minimizing risk.

Of course, other typologies with many common
points and often claiming to be exhaustive, can
be highlighted. For example, from Schumpeter
(1934) to the present, among the most popular type

of entrepreneur is the innovative one (Wilhelm,
2001; Kirzner, 1997). Their road to success is the
generation and promotion of new ideas for devel-
opment, since they have the unique ability to see
phenomena in different and creative ways. Such
entrepreneurs make difficult and controversial
decisions in the context of incomplete informa-
tion while demonstrating creativity and a sense
of context - Casson (2000).

Great attention is also paid by researchers to the
entrepreneur-leader with corresponding actions, as
interpreted by Kirzner (1997). The leader is such,
because he/she possesses qualities that not every-
one has, particularly to see the “whole picture.”
Especially important for the entrepreneur-leader
is to inspire and build trust with and among fol-
lowers (Todorov, 2011a).

Also right is Casson (2000), who emphasizes
that the probability that the entrepreneur-leader
will succeed is greater if at least part of the nec-
essary resources are available. In this context we
can highlight the entrepreneur as a coordinator
and integrator of resources.

Synthesizing the dominant views of researchers
aboutentrepreneurial roles itis possible to identify
several general entrepreneurial roles:

The Entrepreneur as a
Manager/Operator

In the smallest businesses, the entrepreneur in the
role of manager/ implementer of his/ her vision
makes things really ‘happen’. He/she regularly
deals with the organization and the change in
business processes, distribution and tracking of
financial flows and the training and organiza-
tion of staff. The fulfillment of these different,
even routine roles may be the most difficult for a
visionary entrepreneur and therein lies a danger
— the vision (strategic orientation) may be eroded
or may prove difficult to implement in practice.
Ultimately achievement will reflect the interplay
of the knowledge, skills and adaptability of the
entrepreneur.
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The Entrepreneur as a Leader

Following important characteristics proposed
by different authors we see entrepreneur-leader
as a person with a vision as well as with com-
munication and negotiation skills, taking risk
and responsibility even for mistakes of others,
and perhaps possessing a charismatic style. The
real entrepreneur-visionary leader can encourage
the team to follow him/her even in ill-defined or
unpredictable circumstances.

The Entrepreneur as a Strategist

This type identifies the so-called focused entre-
preneur with an overlap between personal and
business goals. He/she supports goal-setting,
the use of strategic management tools and feed-
back mechanisms for achieving harmony across
the key success factors - see Driessen, Lean &
Zwart (2010). The entrepreneur-strategist can be
viewed as a performer with “high standards” in
entrepreneurial activity, mainly because of the
combination of thinking well- ahead matched by
rapid responses to changes in the environment with
its multiple forces acting in. This leadership role
of the entrepreneur as a strategist and an agent of
change will be discussed in more details below
according the theme of the chapter.

The Complex Entrepreneur

From above, it can be seen that although some of
the leading roles/ characteristics of the entrepre-
neurare highlighted, supporting roles are also very
important. Therefore, some authors talk about the
complex entrepreneur claiming that he/she is most
likely to start and develop a successful company
(Wilhelm, 2001; Miner, 1997). And that implies
better recognition of available entrepreneurial
opportunities (and/ or cognitively created by him/
her) and their successful realization (exploitation)
— thereby closing the circle.
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In practice, for better understanding, views of
the entrepreneur are often distributed in a popular
way, comprising the subjective interpretations and
abstractions of some researchers, media and even
wider audiences of the entrepreneur’s nature and
role, forming a so-called entrepreneurial mythol-
ogy. The entrepreneur has been described through
various metaphors mostly as a hero, anarchist,
dispenser of justice (Johanisson, 1999) or ice-
breaker as well as paternalist or quick money-
maker (Todorov, 2011b). So, in such mythology
improvisation tools like myths, metaphors, jargon,
etc. are used. Significant changes can be seen in
the entrepreneurial mythology that follows socio-
economic changes in the world and the reinvention
and renaissance of entrepreneurship. If in 1990s
the entrepreneur is more a hero and savior, then
15-20 years later this figure is represented, for
example, by the subgroups “global winner, wolfish
entrepreneur, charming entrepreneur”. Despite its
significant subjective impact, such metaphorical
presentation helps considerably in understanding
the figure and behavior of the entrepreneur in real
life. Such a tendency towards mythological and
metaphorical references will be presented more
fully later in the context of non-routine (impro-
visational) forms and methods of entrepreneurial
behavior and in its place in teaching/ training
students and entrepreneurs. The very different and
specific role of the Entrepreneur as improviser
will also be examined.

THE ENTREPRENEUR
AS A STRATEGIST AND
AGENT OF CHANGE

Strategic Management in SMEs

As pointed out in the introduction to this chapter,
researchers have identified and investigated the
need for SMEs to use strategic approaches and
tools, but they differ very much from strategic
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tools used in large-scale enterprises, where SM
is more popular.

Larger companies usually have written strate-
gic plans developed and implemented by specific
units. In more complex situations and develop-
ments they are supported by specialized consult-
ing teams — most often formed by experts in the
company with the external consultants. A further
process involves differentiation of the general
(corporate) strategy into shorter periods with more
detailed measures of performance developed by
the middle (tactical) management level. From here
tactical plans and activities are cascaded further
down the organization and submitted for immedi-
ateimplementation to the operational management
level. Therefore, the strategic management of the
company is a complicated and a long-term and
resource-seeking process, which in the general
case has to guide effective firm behavior in terms
of the market and competitors.

The above mentioned steps are typical for
“classic” SM in LEs. Of course some deviations
exist among different schools of thought. But in
the case of SMEs, the situation differs. Generally,
as many authors point out, the strategic process
in SMEs is much less formal, shorter, with a
dominant role for the Entrepreneur-strategist.
Logically, more orientation is given to the explo-
ration instead of exploitation of opportunities. Of
course, the group of SME:s is not homogeneous.
A significant difference exists not only between
SMEs and LEs, but within SMEs. If we take on
the one hand micro and small businesses, and on
the other, medium-sized businesses, we shall see
that the needs and opportunities for application
of SM in them vary. Why? The answer lies in
the three specific advantages of medium-sized
companies: successful operation on the market
(inmost cases); direct and simplified management
and adequacy of resources (Napuk, 1996). This,
coupled with sufficient flexibility allows them to
change strategy on the move if the environment
is changing.

In the late 20th century there was a tendency
of transferring SM concepts and practices from
large companies to SMEs (mostly in a mechanical
way). At the same time it is often forgotten that
SME:s are not miniature versions of LEs, and have
specific needs and specific manifestations of SM.
So, there is a necessity for new approaches to SM
for SMEs, acting in complicated and challenging
business environment.

Strategic Entrepreneurship

In the early 21* century there is a trend towards
justifying and enforcing the new concepts in
response to changing conditions and challenges
in the business environment (especially interna-
tional one characterized by increasing change and
ambiguity). Authors like Hitt, Ireland, Camp &
Sexton (2002), Ketchen, Ireland & Snow (2007);
Hit, Ireland, Sirmon & Trahms (2011) attempt to
combine the two separate areas: entrepreneurship
(E) and strategic management (SM) into one, Stra-
tegic Entrepreneurship (SE) as more appropriate
in new business conditions.

Strategic Entrepreneurship helps firms to
“address the dual challenges of exploiting cur-
rent competitive advantages (for the purview
of strategic management) while exploring for
opportunities (the purview of entrepreneurship)
for which future competitive advantages can be
developed and used as the path to value and wealth
creation” (Hitt, Ireland, Sirmon & Trahms, 2011).

The authors devise an “Input—Process—Output
Model of Strategic Entrepreneurship” (Figure 2).

The SE model incorporates environmental,
organizational and individual factors/ resources
into the dynamic process of simultaneous op-
portunity and advantage-seeking behaviors. The
model involves three dimensions: resource/ factor
inputs, resource orchestration process and outputs.
The key moment is creating value for customers
and wealth for stakeholders.

The combination of E (exploring opportunities)
with SM (exploiting opportunities) contributes to
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Figure 2. Input—Process—QOutput Model of Strategic Entrepreneurship (Source: Hitt, Ireland, Sirmon,

& Trahms, 2011, pp. 57-75)
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Creating Wealth
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Organizational

achieving value and wealth. While (E) as a part
of SE requires flexibility and novelty, at the same
time SM seeks stability and predictability.

The above model is a useful tool for better
understanding of the so-called SE and its dimen-
sions. But at the same time it is noticeable that
feedbacks between and within elements of the
model are lacking —begetting the question of how
existing asymmetries might be corrected? At the
same time the model seems to be more applicable
to bigger (medium-sized) firms. We cannot see
the figure of the strategic entrepreneur using often
non-standard tools (improvisation) to overcome
scarcity of resources or asymmetry between them.

For similar reasons a number of research-
ers ask different questions concerning SE - for
example, how the strategic part of SE will work
in dynamic conditions where flexibility and re-
activity are most important, or how to take into
account the differences within the subgroups of
SMEg, ete. (Kraus & Kauranen, 2009). There are
also definitely negative opinions about the new
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SE concept. (Van Rensburg, 2013), giving his
own arguments.

Despite the still-underdeveloped concept of SE
and its practical application, there is a good base
atthis moment for better presence and understand-
ing strategic needs and processes of SMEs and
entrepreneurs’ behavior in a dynamic, complex,
and completive environment.

The Entrepreneur as a Strategist
and Agent of Change

Undoubtedly, the person of the Entrepreneur and
his/ her behavior are of key importance for the
strategic orientation of SMEs and a worthwhile
subject of research. The role of Entrepreneur as
a strategist (nor as a practitioner) is still not well
studied as research topic. Indeed, often this role
overlaps with the role of Entrepreneurial manager
—see Hinterhuber & Pop (1992), Cassia & Meoli
(2009). The reasons for this are clear (most of them
we mentioned in the introduction to this chapter).
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Returning to the model of SE - Hitt, Ireland,
Sirmon & Trahms (2011), let’s see the entrepre-
neur’s role on all stages and in elements of the
model can be seen but with some qualification.

The efforts of the strategist are focused mainly
ontheinputand less on orchestration of resources.
Identifying environmental factors is a primary
aspect of SE as the Entrepreneur has to iden-
tify opportunities, preferable with a sustainable,
competitive potential. Based on many studies and
analysis of practice, it is well-known that SMEs
(have to!) pay more attention to opportunity seek-
ing and relatively less to managerial capability.
This is because of the “a priori” possession of
flexibility and reactivity of these firms even they
are often not predisposed enough to act. In this
context is important to stress the readiness and
capability of the entrepreneur-strategist to learn
from one’s own mistakes and from those of others
(strategic learning — refer to Figure 1 again) - see
also Pop (1993). Many researchers have pointed
out that the entrepreneur uses different sources
and methods for identifying opportunities and
obtaining necessary resources.

Identifying necessary organizational resources
to meet the requirements of objectively discovered
or cognitively constructed opportunities is of vital
importance in their exploration. Resource-based
theory makes enough suggestions and recommen-
dations in this context, evaluation of availability,
adequacy and access to resources and attracting
them from external sources, etc. More often, in
practice, there is ascarcity of resources so they have
tobe used in more effective and efficient ways. All
these are challenges for the entrepreneur-strategist.

Individual resources are associated mainly
with the figure of the Entrepreneur, who plays
as a strategist. His/her capability to explore op-
portunities and find appropriate resources, as
it was stated, is of vital importance. But as we
mentioned above, in Inputs of the model (Fig-
ure 2) he/ she has to find a solution (very often
to improvise) on how to overcome asymmetry
between opportunity and resources and between

organizational and individual resources. At the
same time the entrepreneur-strategist has to be
prepared to adapt to necessary changes in op-
portunities and resources, to be agent of strategic
change (Todorov,2011b). But what capability and
tools has the entrepreneur as a strategist/ agent of
strategic change?

Let’s go to the romantic times of first aviators:

The medium-sized companies seemto be controlled
in a similar way as the brave men controlled their
flying machines. All these brave men needed in
their flying machines except a compass, were a
scarf, a tie and glasses. In the way the scarf flut-
tered, they were able to estimate direction and
speed of wind. Depending on movement of tie
diagonally showing early rain or fog, the posi-
tion had to be corrected and they needed to land
quickly. Because you really could fly only when
the weather is nice, but then it was wonderful
(following Kiipper, Bronner & Daschmann, 1994).

This excellent example describes in a pictur-
esque manner the simplicity and directness of SM
in small and medium-sized enterprises. Indeed, it
appears that entrepreneurs and managers in these
companies, in most cases apply simpler tools and
techniques for planning, organization, control and
change than those in larger firms. However, many
of these companies —especially the medium-sized,
often achieve results (sales, profits, image) equal
to or more significant than those of large com-
panies. What is the key? “The sensitivity of the
fingertips, intuition and experience, simple and
clear structures here replace inflated (most often!)
departments for planning, control and coordination
in LEs.” (Kiipper, Bronner & Daschmann, 1994).

So,as mentioned, more or less, the entrepreneur
appears in the role of strategic improviser and
agent of change. The question is how they could
be combined and balanced.

Important also is the industry in which the
opportunities are sought and the nature of the
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resources. A parallel can be made with weather,
day or night, the aviator and their interactions.

Exploiting opportunities in a new or changing
industry is generally easier than making wavesina
mature industry. Enormous creativity, experience
and contacts are needed to take business away from
competitors in a mature industry, where market
forces have long shaken out weak technologies,
strategies and organizations...

Strategic choices in a new industry are often very
limited; entrepreneurs have to adhere to the emerg-
ing standards for product features, components
or distribution channels (Bhide, 1994, p. 154).

Orchestrating resources to exploit identified
opportunities in a best way also requires a high
level of knowledge and skills. The Entrepreneurs
need to pay constant attention to the competition
that is waiting just behind the corner, but not for
account of nothing really happen in the firm.

Securing adynamic balance between opportu-
nity (exploration and exploitation) and competi-
tion is a primary task for Entrepreneur-strategist.
At the same time entrepreneurs have to look to
the situation/ changes in the market and form a
correct judgment in this balancing act. In prac-
tice, the strategist has to rationalize the (cost of)
analysis, because excessive analysis does notbring
the same benefits or, if carried on too long, the
opportunities identified can change or disappear
(Bhide, 1994, p. 154).

If we summarize, in exploration and exploita-
tion of opportunities, the entrepreneur-strategist
can take two broad approaches:

1.  Tofollow the classical model of the strategic
process and implement the different phases
accordingtohis (and the team’s!) capabilities
and available resources. That means he/she
will prepare and implement a semi-formal,
sample strategic plan. This plan could be
based on personal knowledge, experience
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and behavioral characteristics also. If he/ she
are looking for entrepreneurial opportunities
in a relatively stable environment and the
firm is not too small, this approach could
work to some extent.

2. In the majority of cases, especially in a
dynamic, competitive and uncertain envi-
ronment, the approach could be different.
The Entrepreneurs need to act as “effectua-
tors” using the “explorer” strategy. Cook &
Yamamoto (2011), following Sarasvathy’s
findings, give some interesting examples
for these two models (para 1 and para 2)
of strategy and behavior, such using the
example of general Napoleon. He worked
with a fluid plan in mind, ready to modify
it according to the practical circumstances
facing him (pp. 7-8). The idea is to evaluate
the terrain (options) deployment of forces
(competition) and to make a plan for action
based on current realities and exigencies.
This means that, once again, the entrepreneur
has to improvise to a certain extent.

Bearing in mind similar arguments, and mak-
ing a parallel with business (entrepreneurial)
situations some authors, following the findings
of Saras Sarasvathy (2008), present an alternative
model of strategy (versus classical one). Instead of
starting with objectives, then obtaining resources
to achieve these objectives, they proposed the
alternative viz. “the strategic objective could be
formed by assessing resources available to the
entrepreneur (Cook & Yamamoto 2011, p. 82).
They said: “Casual thinkers behave like “rulers”
who are confident that their resources can complete
their desired objective”. In contrast, so-called
“‘effectuators’ have a mindset more analogous to
explorers, who are discovering uncharted lands”
(p.- 79). Very interesting discussion on planned
and “expectation” approaches could be found also
in Bridge & O’Neill (2013).

Based on such works and the author’s own
lengthy involvement with entrepreneurs, such a
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view of an “explorer” strategy being adopted by
the entrepreneur-strategistis acceptable, especially
in a dynamic, uncertain environment. This again
moves towards seeing the entrepreneur in the role
of improviser, supporting with the role of strategist.

THE ENTREPRENEUR
AS IMPROVISER

Improvisation in
Entrepreneurial Activity

As mentioned in the introduction to this chapter,
often the Entrepreneur (alone or with his/ her
team) has to deal with heterogenic, random and
unpredictable conditions in the external environ-
ment in searching for appropriate entrepreneurial
opportunities and in their exploitation. That
implies the entrepreneur has to improvise in a
certain manner.

Intheliterature, entrepreneurial improvisation
mostly relates to myths and metaphors (Morgan,

1996; R. Van Engen, 2008; Leone, 2010; Barrett,
1998). The author’s studies (Pivoda, Hoy, Todorov
& Voitko, 2011; Todorov, 1993a, 1993b, 1994,
2011b) and many years of practical observations
have enabled a broader and richer understanding
of entrepreneurial improvisation. This involved
the use of additional improvisational forms like:
tricks, bluffs and jargon (less analyzed by research-
ers), and also by utilizing the improvisational
approaches and tools in the training and teaching
of entrepreneurs and students of entrepreneurship.
The examples and summary of results obtained
over 20 years as presented at many international
events and publications are presented below in
this chapter.

The history of research on entrepreneur’s
improvisation is relatively young. Most of the
researchers acknowledge the pioneering contribu-
tion of Weick (1993), who observed the jazz band
and its improvisation as an example/ prototype for
organization learning and innovation, as well as
the work of Morgan (Morgan, 1996) who used

Figure 3. The Metaphorical approach (Source: Morgan & Burrell, 1999)

PARADIGM

(alternative views of reality presented by:)

METAPHORS

(shared images of the “school of thought”, that propose:)

SOLVE THE PUZZLE (PROBLEMS)

(through techniques suitable for the metaphorical approach)
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the metaphorical approach to characterize life in
organizations.

B. Johanisson (1999), Burrell and Morgan
(1999) were among the firstresearchers to present
a systematic view of symbols and metaphors in
the life of an organization. In their opinion, there
are different “schools of thought” which have
their own paradigms and associated approaches
and tools for metaphorical representation and
expression. (see Figure 3)

The metaphor is a multifaceted literary device
thatassists in interpreting complexity and assisting
clarity and a flexible tool for leaders/ followers
in organizations. It adds color to the physical,
emotional and spiritual dimensions of existence
(Van Engen, 2008). In addition to research meta-
phors, authors also point to the use of different
myths by entrepreneurs, media and even by the
wider public. Such mythology can vary from com-
parisons with ancient heroes to today’s “heroes”,
artists, sportsman and even enemies. Indeed it is
necessary to estimate the importance of jargons,
tricks and bluffs also as is evidenced in their use
by entrepreneurs in their improvisation while also
being employed in the teaching/ training process
of students and entrepreneurs. In fact the author
has found that they help considerably in assist-
ing understanding of complex events and facts in
entrepreneurship and the nature of improvisation
in entrepreneurial behavior (Todorov, 1993a,
1993b, 2011).

The improvisation process could be illustrated
through various key dimensions (Leone, 2010).
Typical of some definitions by renowned authors
in the field is the following:

Improvisationis a creative process, characterized
by spontaneity and extemporaneity ... Improvi-
sation is guided by intuition and characterized
both by real time and deliberate nature of action.
(Leone, 2010, p. 3).
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Leone also summarized definitions from dif-
ferent authors in the subfields of entrepreneur-
ship, organization and management, creating an
enriched view of improvisation (Leone, p. 5-8).

Some researchers focus on different perspec-
tives and attributes of improvisation in its differ-
ent forms and expressions (Hmieleski & Corbett,
2006; 2008; Van Engen, 2008).

Bearing in mind the purpose and the content
of improvisation tools and tasks employed by
the entrepreneur, particular attention will be paid
to the Entrepreneur-improviser — presenting, in
many cases, the reverse side of the “coin of the
entrepreneur’ as a strategist.

The Entrepreneur as
(Strategic) Improviser

If we apply the improvisation process in a more
holistic manner to the person of the Entrepreneur,
itcould be asserted: the Entrepreneur as improviser
is dealing with unfamiliar circumstances, assess-
ing situations in a spontaneous, new way, using
available knowledge, experience, intuition and
charisma to achieve maximum effect. That means
(as most authors emphasize) that improvisation
is not a planned activity (Barrett, 1998; Weick,
1993). But in some cases an “experienced impro-
viser” could anticipate (even provoke) situations
needing improvisation and be (semi-) prepared in
advance. (Todorov, 2011b).

Inpractice, entrepreneurs use in parallel several
forms of improvisation (metaphors, tricks, bluffs,
jargon and myths) although one of them can be
dominant at any particular time.

Some entrepreneurial improvisations may be
illustrated as follows:
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The Case with the Auto-Bazaar “Turbo”
(Pivoda, Hoy, Todorov & Vojtko, 2011)

In 1994, in the post-communist economy of the
Czech Republic, two entrepreneurs rented a large
parking space for their intended 120-car auto-
bazaar (atthat time, they had only 4 cars). Although
they visited a few local banks they were unable
to obtain any additional financial support to buy
more cars. So they had to find a new way to fill in
the empty parking spaces which in their opinion
was a requirement to make an auto-bazaar more
attractive. As the auto-bazaar was located next
to a large company, the entrepreneurs decided to
offer employees free parking under the condition
that, while parked, fictitious price tags would be
placed on their cars. Fortunately this offer was
accepted and Turbo Auto-bazaar was full from
early mornings and in the afternoons most of the
cars were gone. If a client demonstrated interest
in some of these cars different tricks and bluffs
were used to cause distraction (for example, “the
car was just sold”). Passers-by probably got the
impression that cars were selling there as though
they were on a production line. Within half a year,
thanks to the strategy of the two entrepreneurs
had 20 of their own cars in their auto-bazaar and
success followed.

In practice a combination of tricks-bluffs was
being employed in this case.

The next case illustrates the use of a metaphor.

The blind men andthe elephant—This metaphor
is derived from a famous Indian story re-told by
many all over the world. It is used when a person
is unable to see the whole picture and comes to
the wrong conclusion, namely that the part of it
that is visible represents the whole picture. It is
used in training of entrepreneurs and managers
with the TKJ method: individual trainees see a
“hose” (proboscis), a “column” (foot), a “palm
leaf” (ear), etc. Thus illustrates how individuals
(teams) may perceive a situation in their company.

Only after bringing together all the perceptions
and conclusions of the participants the full picture
is being “assembled” and becomes apparent (the
elephant) — Todorov (2011b). This encapsulates
the Entrepreneur as a strategist (alone or with
team). He/ she could have capability (on time)
to see the bigger (whole) picture in the market
place thus deciding what opportunities to take
and which to avoid.

Myth-Metaphor

The Emperor’s new clothes —based on the famous
story of Hans Christian Andersen for the king,
who on external advice dressed in non-existent
clothes, believing they were invisible only to stupid
or undeserving people (to occupy a position in the
firm). In the case of SMEs the “new clothes” could
represent a tendency to stick to an idea, action,
advice, etc. (provided for example by external
consultant), that could be unacceptable or even
foolish; but this metaphor could be used in other
ways also, for example believing too firmly that
competitors behave like the king (entrepreneur).

Sentence metaphor: If you fear bears, do not
walk in the forest — in the case of the entrepre-
neur it can be interpreted in the following way:
if you are afraid of a possible failure or of strong
competition after launching a business, it is better
not to start. It could illustrate a lack of strategic
vision and avoidance of risk-taking.

Bluffs

Bluffing is often associated with negotiating
from the position of power, especially when the
negotiator does not have such a position. A basic
requirement for successful bluffing is that the other
side does not suspect it and to give the impression
that the bluffer has other options. Therefore it is
a double edged sword — the bluffer must consider
the consequences of bluffing before acting which
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means one is unlikely to sustain a partnership only
based on bluffs. However in many cases bluffing
helps entrepreneurs as an additional tool, some-
times even the main tool.

Itis natural in using all forms of improvisation
to watch for any negative consequences. But a
”soft” negative result might be misunderstanding
of the metaphor or slang, while used inappropri-
ately (especially in a strategic aspect) the negative
results of tricks and bluffs can be very serious.

Returning to Figures 1 and 2 one can observe
the behavior of Entrepreneur as a strategist. Based
on the definition of improvisation, in the general
case, the Entrepreneur has to improvise in the
moment, facing reality. But a very well-prepared
entrepreneur could judge the most appropriate op-
portunity and evaluate the competitionin advance.

As a whole the key issues regarding the En-
trepreneur as improviser are:

e  The initial preparation of the Entrepreneur
to meet or react in such an environment/
general culture; specific knowledge and
skills; situational (intuitional) evaluation
of the whole picture, reading between the
lines); see also Pop (1993);

e  Strategic learning, which involves focusing
on how to play in a complex, ambiguous,
dynamic environment, but also to be realis-
tic in the approach to identification/exploi-
tation of the opportunities (see Figure 1);

e  Isit possible and to what extent can the en-
trepreneur be trained, especially as a (stra-
tegic) improviser (see next points). Let’s
remember the sentence of a very success-
ful generalissimos Suvorov, who crossed
with his army the Alps successfully during
the winter: “The more sweat in the exer-
cise, the less blood in the battle”. He illus-
trates in an excellent way the appropriate
behavior for the Entrepreneur as a strate-
gist/ improviser, generating learning both
for himself and his team in the context of
the environment (winter Alps and enemy).
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NON-TRADITIONAL

APPROACHES AND TOOLS IN
ENTREPRENEURSHIP EDUCATION/
TRAINING: THE ENTREPRENEUR
STRATEGIST AND IMRPOVISER AS
OBJECT OF UNDERSTANDING

New realities in terms of the arenas for entrepre-
neurial activity and the changing characteristics
of the audience for entrepreneurship education
require new approaches to, forms of and meth-
ods applied to research, teaching and learning.
Together with equipment, software, interactive
learning methods (guided discussions, role plays,
case study method, and management games), as
already noted, another very effective approach is
the use of myths, metaphors, jargon, pictures and
other in the entrepreneurship learning process.
This applies especially when the student or the
student/ entrepreneurs’ groups for various reasons
are heterogeneous — for example, of different na-
tionalities, at different stages of development in
the start-up process or with different background.
With the help of non-traditional teaching methods
itcan be easier to describe and explain to students/
entrepreneurs the nature of both traditional and
non-traditional activities and behavior used by
improvising entrepreneurs. [tcanbe doneinavery
interactive and attractive way. These approaches,
forms and methods can be particularly effective
in a multicultural environment and particularly in
countries, characterized by an informal national
(business) culture.

Using Metaphors and
Images in Entrepreneurship
Research and Education

One of the most recent but also most reliable
trends in the “arsenal” of researchers and teachers
in entrepreneurship — the so-called metaphorical
(symbolic) direction — has a great potential in
defining the nature and behavior of different types
of entrepreneurs in the real life. Using symbolism
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and certain rules, the entrepreneur’s personality,
motives, roles, and behavior become easier to
understand through such “planned” improvisation
tools especially by a heterogeneous audience. It
is particularly useful for explaining relatively
new areas of study in entrepreneurship such as
strategizing and improvising.

Symbolic thinking and performance is aunique
human characteristic that helps us to understand
complex life situations and problems. Itis particu-
larly necessary for people who are dealing with
science and art, but also business students and
young entrepreneurs so that they have a certain
minimum capability in abstract and symbolic
thinking as an aid to understanding realities and
act in them.

Reviewing numbers of authors (primarily
Morgan, 1996), Johanisson, 1999) asserted that
entrepreneurship research includes two basic ap-
proaches: objective and subjective. The objective
approach is deductive, goes from the general to
the specific — from the “world” to the concrete
situation. Underlying it are ‘hard facts’ and the
research method common within it is primarily
quantitative. The subjective approach is induc-
tive, starting with the subjective perception of
the researcher and moving towards more general
conclusions. In this approach soft, qualitative
methods are typically employed.

In this view, B. Johanisson notes that there
are paradoxes in searching and understanding the
phenomenon of entrepreneurship (entrepreneur).
Onthe one hand, objective methods and indicators
such as costs, revenue, and profit are used while
on the other hand, a subjective approach tends to
be used for identification of the entrepreneur’s
characteristics (personal and behavioral).

To portray a richer and more colorful il-
lustration of the types of entrepreneurs, he uses
metaphorical representations deriving from the
subjective approach. According to him, the main
types of entrepreneurs and their role (functions)
can be represented by entrepreneurial metaphors
which answer questions such as: What is being
done? Why? How it is done? (see Table 1).

Generally the willingness to, and degree of,
learning through metaphors by students/ entre-
preneurs depends on their literary and economic
preparation, on the breadth of their thought and
their national characteristics. For example, for
the students from countries with a more formal-
ized culture the use of metaphors should be more
limited, and be less ambiguous. For students from
countries with amore informal culture (e.g. South
European) metaphors consisting of jokes, hints,
and ambiguity are more applicable, i.e. “subtler”
variables (Todorov, 2011b). Moreover, it is the
author’s experience over a lengthy period that

Table 1. Entrepreneurial metaphors of B. Johanisson (types of entrepreneurs and their roles)

Metaphor What? Why? How?
John Wayne Solves local problems Need for independence Organizational project
Robber Baron Uses niches Need for achievement Partisan tactics
Anarchist Opposing business prescriptions Internal locus of control Network formation
Coach Organizes human resources Needs from status and role Through education/ training.
modeling
Artist Innovate Internal locus of assessment Experiential learning

Source: Johanisson, 1999.
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improvisations with metaphors are perceived much
better if accompanied with appropriate pictures.

Using (Ancient) Mythology to Explain
Important Entrepreneurial Events,
Roles and Facts: The Entrepreneur
as Strategist and Improviser

The use of ancient (for example Greek, Roman)
myths and metaphors in teaching entrepreneur-
ship appears to be very appropriate, as the effec-
tive use of these approaches poses a number of
requirements:

e  To select myths relatively familiar to au-
dience’s context — country, students /
entrepreneurs;

e To use appropriate forms of expression
(painting, drawing or text only) for presen-
tation according to the audience;

e  The educator should have the necessary
knowledge and experience in the field and
strong communication skills (charisma) in
order to achieve the desired effect.

Myths are sacred stories containing funda-
mental truths about the nature of human life and
in particular the economic and social activity of
the human beings. When trying to understand
or explain problems or achievements, a story to
encapsulate them is sought. Ancient mythology is
arich source of such stories. Myths are a flight of
human imagination - they are often fantastic, full
of surreal creatures, circumstances and actions,
but connected to the realities of life.

For many years mythology has been used in
entrepreneurship education in the University of
National and World Economy in Sofia, Bulgaria
and some other countries to explain important
entrepreneurial characteristics and processes.'
And it is perceived that students/ entrepreneurs
enjoy, understand, and very often, with the appro-
priately selected myths, learn the basic postulates
of entrepreneurship theory and in particular the
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characteristics and behavior of real entrepreneurs.
Two cases are presented to illustrate the theme of
the recent chapter.

The Hero Theseus and King
Pyrrhus (Entrepreneur-Strategist
and Impulsive Entrepreneur)

The business environment over the last 20 years
(dynamic, complex and ambiguous), especially
in its twists and turns in an international context,
offers reminders and similarities of the ancient
Greek myth of the labyrinth of King Minos him-
self. In it, the hero, Theseus, with the help of the
king’s daughter, Ariadne (love or sympathy?),
kills the monster Minotaur (the guardian of the
Labyrinth) — see Figure 4. Then he comes out of
the labyrinth (to show off his trophy) finding the
exit thanks to an untangled ball of thread given
to him by Ariadne. The Labyrinthreflects today’s
complex business environment in which bold,
but prepared people can make their way success-
fully. The Minotaur is synonymous with fierce
competition in the marketplace. The outcome
of the meeting with the Minotaur depended on
the approach and preparation for entry into the
Labyrinth. Killing the Minotaur and making the
way back (the exit from the Labyrinth) is equally
important! Theseus embodies the bold, experi-
enced and strategically-oriented entrepreneur.
The ball of Ariadne symbolizes the existence of a
strategy —not just how to enter the market, buthow
to exit it successfully (or with minor losses) and
to go further. Therefore, Ariadne plays the role of
external consultant to Theseus in formulating his
explorer’s strategy. So, we can see a combination
of preliminary preparation, strategic orientation,
contextual improvisation (the love of Ariadne):
as well as search, identification and successful
exploitation of entrepreneurial opportunities,
using available (own and obtained) resources.
But in mythology, as in business, there are not
only positive heroes and a happy ending. There
are other participants in the competitive game who
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Figure 4. In the labyrinth of the Minotaur (© Kiril Todorov; Painter: Georgi Chalakov, based on the
idea of the author)

>zl vy i 2
L
7]

—— T, TR e

115



The Entrepreneur as Strategist and Improviser

Table 2. Personal and behavioral characteristics of the entrepreneur — the strategist who learns (Theseus)

and the impulsive entrepreneur who does not learn (King Pyrrhus)

Theseus

Pyrrhus

He believes that victory over the Minotaur is just another battle in
the war against “the enemy” (competition).

He believes that the victory over the Minotaur is a single
decisive battle, by which the war against the enemy will end.

He uses outside help (ball of Ariadne), not only as a strategic tool to
win the battle, but also to extract a long-term benefit from the results/
accumulate new experience (as improviser).

He believes that he will solve the problems alone on the
spot, relying on his own capabilities and being confident that
he is identified by the God to win.

He has a very good professional and psychological preparation
(is very well aware of his own power and uses it depending on the
situation).

He lacks experience and preparation for ‘battles’ in
a multicultural environment (good for the Greek, but
inapplicable for the Roman conditions).

He applies “learning by doing”, understands and corrects own
mistakes, and learn from the mistakes of other heroes who tried to kill
the Minotaur before him.

He does not learn from his mistakes - if he does so, it is
done subsequently, with a delay.

He takes significant, but calculated risk (having in mind the existing
experience, information, intuition but he has never seen the Minotaur);
he evaluates the concrete opportunities but threats also, and improvises.

He takes uncalculated risk (attitude for making impulsive
decisions without thinking about the consequences). No
appropriate contextual behavior.

He possesses strong motivation, concentration and ability to estimate
risk, distribute efforts and coordinate resources and is able to improvise
(to be in love with Ariadne and to receive the ball of thread, which she
gave to him!)

He possesses healthy motivation, strong enthusiasm, a
huge potential to work in tense (unusual) conditions, a huge
will to prove himself (to gain prestige), but he is unstable in
the longer term (like a cheetah running at high speed in short
distances)

Conclusion: There are conditions for winning the “war” and for
future (strategic) development. The danger is in getting accustomed to
the routine from success and in ignoring to some extent the possibility
that the circumstances may turn against him in case of sudden changes
in the external environment

Conclusion: He lacks entrepreneurial vision (short-term
oriented). Bad distribution and orchestration of resources. It is
likely that the Minotaur will “eat him.” He may win the battle
but will lose the war.

Source: Based on Todorov, 2011b.

seek their way through the Labyrinth and the glori-
ous victory over the Minotaur. So there is, at the
same time, also the opposite of Theseus, matching
the kind of isolated, impulsive entrepreneur. Such
anexampleis the ancient King Pyrrhus, whoin his
victorious battle against the Romans lost so many
soldiers and elephants that he shouted: “Another
victory like this and I will end up with no army!”
Students/ entrepreneurs could find in the person of
King Pyrrhus a symbol of determination and will
to achieve, regardless of “the price of success®.
Therefore he can be called “impulsive, short-view
entrepreneur, uncalculating of the price of success”
in advance. In the above case, this type of entre-
preneur could beat the Minotaur, but will probably
not enjoy his victory for long — eventually losing
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the war! (indeed he could not find the way out of
the Labyrinth). A very important aspect of this
case is the way Theseus and Pyrrhus learn from
their own mistakes and the mistakes of others in
playing in such a competitive environment. Now
let’s imagine the “whole picture”. The Monster
(Minotaur) is waiting for Theseus and Pyrrhus
somewhere in the Labyrinth. What is the behavior
of the two and how does it relate to their personal
and behavioral characteristics; how do they learn?
See table 2.

Based on their behavior and characteristics we
can classify Theseus and Pyrrhus as “the entre-
preneur who learns” (strategist) and “entrepreneur
who does not learn” (short-term oriented).
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The Entrepreneur who Learns

He takes into account the conditions and require-
ments of the environment and strives to uncover
his best features to achieve his goal. He relies on
the good knowledge of the enemy on the basis of
previous experience of others and his own judg-
ment even on the moment. Before the victory he
is thinking about what will happen after it even to
the last moment (obtaining the ball from Ariadne).
He cannot be a mythological hero who fights with
ghosts (unidentified enemy), which change their
location and do not engage in a miracle battle
like Don Quixote. He is the archetypal strate-
gist, who explores opportunities and realizes his
vision in practice. It is important to stress the
combination of a strong “strategic” orientation
and expertentrepreneurs’ (effectuation) approach
with the appropriate orchestration of all resources
to achieve strategic goal.

The Entrepreneur Who Does Not Learn

He takes situational, impulsive decisions, influ-
enced by prestige and other emotional reasons. It
is of greater importance “to have an enemy” rather
than “what is the enemy”. As to the outcome of
the battle, the internal “ego” stands before the
rational thought. He may be suitable for action in
anunstructured environment but not continuously.
He is a man of “spontaneous action”, improvis-
ing more than the situation requires with no clear
view on distribution and coordination (price) of
resources. It is useful here to add the case of the
“Icarus” type of entrepreneur — see below.

Icarus (Impulsive, Dreaming
Entrepreneur)

Exploiting the famous myth of Icarus’s flight with
wax wings, this case illustrates the unfavorable
business environment and its underestimation by
the unprepared, impressive entrepreneur (Icarus).
More of a dreamer and improviser than a rational-

ist, he resembles a product with a short life cycle
and unclear competitive advantages. In his case
he sees the ‘desired’ as equating with reality. With
wings melted by the “sun of competition” the en-
trepreneur Icarus logically falls into the Charon’s
boat, carrying the souls of the dead into Hell. In
this case Icarusis a “romantic” parallel of Pyrrhus
(Todorov, 1993; Todorov, 2011b).

The Golden Fleece (Entrepreneur and
Team as Strategists and Improvisers)

A favorite metaphor to illustrate the actions of the
charismatic (improvising), but also well-prepared
(with a strategic vision) entrepreneur-leader, is the
famous myth of Jason and the Argonauts, who went
to search for the Golden Fleece in ancient Colchis
(today’s Georgia) (Todorov, 1994) — figure 5:

In this case, the metaphoris used forillustrating
(synonym of) the search for know-how in the field
of entrepreneurship and management (Golden
Fleece) by Eastern European teachers, consultants,
researchers and entrepreneurs in Colchis (Euro-
pean Union), where the Golden Fleece is located
(Todorov, 1994). Here the context of transition
of these countries to a market economy embraces
emotions around the merits of the new economic
system. But in contrast to Theseus and Pyrrhus/
Icarus, the team work employed in achieving
the strategic goal is presented. The letters on the
picture (figure 5) stand for:

E: Jason, captain of the ship—the Entrepreneur
with strategic vision (explorer) making the
most important decisions and coordinating
resources;

N: Helmsman — Operations manager helping
entrepreneur in maintaining the right and
rhythmic direction for the ship (coordinating
business processes);

M: Navigator/Marketing manager — checking
the depth and shallows (competition) with
arod;
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Figure 5. In search of the Golden Fleece (© Kiril Todorov; Painter: Georgi Chalakov; based on the

idea of the author)

)1

4 “"J 75 AN
= Juuii s uﬁ“\‘f

C:  Consultant — external advisor observing
from the distance the trends and risks in the
business environment;

P:  Rowers — the Personnel, working in line
with the oars and other systems of the ship
(firm).

This famous, ancient story presents in an ex-
cellent way the journey of the Argonauts, led by
Jason to achieve the desired (strategic) objective
— Golden Fleece:

It highlights:

e  The use of existing accumulated experi-
ence (stories of eyewitnesses, proposals of
philosophers, seaman, etc.);

e  Knowledge (to a limited degree) only for
cabotage shipping (coastal sailing), com-
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bined with guessing (improvisation) — nav-
igation by the water, sun, stars and birds.

e  Coordination of the resources and efforts
of the team (business processes and moti-
vation of personnel) for achieving syner-
getic effects from the teamwork.

During the journey Jason, the managers and
the rest of the personnel are a constantly learning
community, taking into account the changes in
environment (weather, water, unexpected barri-
ers, etc.) —an explorer’s strategic approach. Most
important is how the entrepreneur is learning by
doing, correcting in real time what is necessary
(strategic learning — see Figure 1). At the same
time he has to improvise to a certain extent, tak-
ing higher risk.

The stories analyzed present in an metaphoric
way how entrepreneurs (alone or with team) (un)
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act as a strategist and improviser in the context of
strategic entrepreneurship concept.

CONCLUSION AND FUTURE
RESEARCH DIRECTIONS

Today’s international, dynamic, multicultural
business environmentraises increasing challenges
for SMEs and their entrepreneurs/ managers.
Occupying competitive positions in such a busi-
ness environment, with ever-increasing change
and uncertainty, requires searching for strategic
tools which are appropriate to the specific char-
acteristics of SMEs and the Entrepreneur in his/
her leadership role. It is suggested that one of
the most important answers to these challenges
is the generation of the new concept of “Strategic
Entrepreneurship” which combines two separate
areas: entrepreneurship and strategic management.
Although still underdeveloped, it is contended
that it is a good basis for understanding how to
build sustainable competitive advantages in such
a complex environment.

The leading role of the entrepreneur as a strat-
egist, particularly in SMEs, is not in doubt. The
problem is how to implement it in practice - alone
or with a team. One option is to take the classical
(casual) approach to SM, drawing on the theory
and practice of large companies, but this is less
applicable to the specific conditions of SMEs.
They do not have opportunities that large enter-
prises have for planning of the strategic process,
nor do they have the resources to implement it
(time, finances, personnel and attraction of ex-
ternal specialists). Therefore, in such cases, it is
argued that the so-called “explorer” (effectuation)
approach is more suitable for the entrepreneur-
strategist. Its main feature is a change in the way
of thinking and the basis for action to respond
to dynamic environmental conditions and the
real time response to them. The search for and
exploitation of entrepreneurial opportunities as a
component of SE require specific knowledge and

skills. They are not “frozen” and should therefore
be changed according the dynamic circumstances.
A veryimportantaspectin SEis the strategic learn-
ing — that is learning from one’s own and others’
mistakes. Decisions and consequent actions by the
entrepreneur-strategist are often based on insuf-
ficient information, with little or no external help.
He/ she needs to bridge the gap in information by
improvising, based on available knowledge, skills,
communication/ negotiation skills, experience,
and charisma. This is a very “thin” moment in
entrepreneurial strategic behavior because of the
stretch of the time horizon, the difficulty of as-
sessing facts and events, but also because of the
danger of “wrong improvisation” and the relevant
losses. Nevertheless, improvisation is a powerful
success factor together with appropriately used
myths, metaphors, tricks, bluffs, jargon. These
tools provide color and dynamism, creativity and
reduce uncertainty helping the entrepreneur to get
closer to the success sought.

Understanding the phenomenon of “entrepre-
neurship”, the figure of the entrepreneur and his/
her behavior also requires unconventional ap-
proaches (improvisation) in the teaching/ training
of students in entrepreneurship as well as nascent
and established entrepreneurs. In this context,
myths, metaphors and other tools serve well if
properly selected and applied. Specific, impro-
vised studies may demonstrate almost everything:
the entrepreneur as a strategist, as (strategic)
improviser (even balancing on a wire) or as an
impulsive, romantic (but poorly prepared) entre-
preneur. Using known myths and metaphors for
events and persons is an excellent tool for drawing
comparisons and understanding the entrepreneur
in his/her roles as strategist, leader, manager and
even improviser inreality —not least when dealing
with multicultural audiences.

Itis hoped that the research issues posed in the
introduction to this chapter have been answered
with some added value around certain themes.

Although in recent years there has been an
increase in the research in SE and other concepts,
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including the roles of entrepreneur as a strategist,
leader, improviser and their interactions in dif-
ferent contexts, much remains to be done in this
field, such as:

e  Testing the concept (SE) in practice in dif-
ferent conditions in diverse international,
economic, social and cultural contexts;

e  Searching for a dynamic balance between
behavior based on information and facts
and those based on improvisations well as
formulating practical recommendations to
guide practice;

e  Finding out how the entrepreneur-strategist
and improviser can better learn from his/
her mistakes (strategic learning) and mak-
ing recommendations in this direction;

° Can the entrepreneur learn (be trained) to
apply the explorer’s strategy (which in-
clude contextual approach and response,
strategic change, skills for resource nego-
tiation and improvisation), to be seen as a
“complex entrepreneurial player”.
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KEY TERMS AND DEFINITIONS

Bluff: Often associated with negotiating from
the position of power, especially when the negotia-
tor (bluffer) does not have such position. A basic
requirement for successful bluff is that the other
side does not know it is happening and to give the
impression that the negotiator has other options.

Entrepreneur-Improviser: A person who
takes actions in dynamic, ambiguous situations
without sufficient formal information and re-
sources by improvising and taking certain risks
according to the needs of the situation in a spon-
taneous, new way, using available knowledge,
experience, intuition and charisma to achieve
maximum effect.

Entrepreneur-Leader: A person with a
vision, communication and negotiation skills,
charisma, taking risk and responsibility even for
the mistakes of others. The real Entrepreneur —
visionary leader can encourage the team to fol-
low him/her even in confusing and unpredictable
circumstances.

Entrepreneur-Strategist: A person with stra-
tegic vision, using formal, available, often scarce
resources, but to a significant degree acts on his/
her personal and behavioral characteristics in the
form of knowledge, skills, experience, intuition,
charisma, refracted through his/ her own value
system to achieve strategic goals.

Exploitation: Taking advantage (commer-
cialization) of entrepreneurial opportunities of
a strategic nature and consequences. It can be

associated with the (strategic) management ap-
proaches and tools.

Exploration: Discovery of entrepreneurial op-
portunities with strategic nature and consequences.
It can be associated with the entrepreneurial
activities (behavior).

Jargon: Phrases/ metaphors whose archetypes
are taken mostly from the stories of famous writ-
ers, popular in various parts of the world, from
folklore or business practice.

Metaphor: A multifaceted literary device that
assists in interpreting complexity and expressing
clarity, a variable tool for leaders/ followers in
organizations. It adds color to physical, emotional
and spiritual dimensions of existence (Van Engen
2008).

Myths: Sacred stories containing fundamen-
tal truths about the nature of human life and in
particular the economic and social activity of the
human beings.

Strategic Entrepreneurship: A new concept
combining two separate areas: entrepreneurship
(exploring opportunity) and strategic manage-
ment (exploiting opportunity) in order to achieve
strategic effect.

Trick: A creative technique used by entrepre-
neurs, which also canrepresent a form of fraud and
might be doubtful from an ethical point of view.

ENDNOTES

A number of myths, metaphors and images
areincludedin papers presented by the author
atvarious professional international forums.
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The Entrepreneurial Manager:
Challenges in Forming Key Competencies

Kostadin Kolarov
University of National and World Economy, Sofia, Bulgaria

ABSTRACT

The concept of the entrepreneurial manager is not new, although there are different views about the
context, profile, and competencies. In general, there are two distinctive views — the first considers the

entrepreneurial manager as an entrepreneur who manages his own business, and the second as a man-
ager who plays the role of internal entrepreneur in large established enterprises. The present chapter
focuses on the common ideas coming from the both views and critically reviews both conceptually and
empirically outlined key entrepreneurial and managerial competencies in different environments and
organizational contexts. The purpose of this chapter is to review the understandings of the distinctive
core competencies of the entrepreneurial manager and to outline the challenges to their development as

a basis for future research and development projects.

INTRODUCTION

The success of an enterprise today, especially the
strategic success, is difficult to plan and achieve
due therapid changes in the business environment.
The businesses being successful adecade ago now
are too far away from their former positions, and
most of today’s successful enterprises then were
far out of sight, if they existed at all. Very often,
the rise and the fall of an enterprise are directly
related to its management, but more often with the
particular person, leading the company. One of the
concepts, contributing to understanding the role
of management in the strategic success of an en-

DOI: 10.4018/978-1-4666-5962-9.ch007

terpriseis thataboutentrepreneurial management.
The expression ‘entrepreneurial management’ was
defined originally by Stevenson (1983) as ‘a set
of opportunity-based management practices, can
help firms remain vital and contribute to firm and
societal level value creation’.

The need for entrepreneurial management is
mostly driven by the wish to provide long-term
competitive advantages as a basis for survival in a
dynamic business environment and implementing
growth through recognition, creation and use of
entrepreneurial opportunities. Such a wish can be
characterized as strategic because of its crucial
and long-term role. In this sense, some authors
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seek relationship between strategic reactiveness
and entrepreneurial orientation (as defined by
Covin & Slevin, 1991). The term ‘entrepreneurial
orientation’ is strongly related to the concept of en-
trepreneurial management although some authors
argue to differentiate them (Kuhn, Sassmannshau-
sen, & Zollin, 2010). One such study is that of
Green, Covin, and Slevin (2008) who explored
therelationship between strategic reactiveness and
entrepreneurial orientation as well as the moderat-
ing effect of structure—style fit on this relationship.
Their study of 110 manufacturing firms indicated
that strategic reactiveness is not significantly re-
lated to entrepreneurial orientation, however, the
studied firms that exhibit theoretically-congruent
alignments between their organization structures
and top management decision-making styles tend
to have positive strategic reactiveness—entrepre-
neurial orientation relationships. However, this
highlights the assumption that the mode of man-
agement cannot be ignored in achieving strategic
goals. In this study, the entrepreneurial orientation
is associated with Miller (1983) in his description
of the entrepreneurial firm — as “one that engages
in product-market innovation, undertakes some-
what risky ventures, and is first to come up with
“proactive” innovations, beating competitors to
the punch,” but which was later developed as a
definition by Lumpkin and Dess (1996), in which
the key features are five: (1) autonomy, (2) in-
novativeness, (3) risk taking, (4) proactiveness,
(5) competitive aggressiveness. Another study of
165 entrepreneurs done by Li, Huang and Tsai
(2009) indicates that entrepreneurial orientation
is positively related to firm performance, and
knowledge creation process plays a mediating
role in this relationship.

Second, it can be pointed out that entrepre-
neurial management is required to ensure a quick
and adequate reaction to business environment
changes. One interesting aspect supporting the
idea of entrepreneurial management is the leader-
ship style that is embodied in an entrepreneurial
manager. The findings of the study conducted

by Ensley, Pearce, and Hmieleski (2006) sug-
gest that leaders of new ventures need to adapt
to the environmental conditions surrounding
their firms. Their study shows that both trans-
actional and transformational leaderships were
found to be important predictors of new venture
performance, their effects are somewhat complex:
transactional leadership appears more efficacious
in stable environments, whereas transformational
leadership appears more efficacious in dynamic
environments. Looking at the definition of the
so-called transformational leadership by Bass
(1985) also reveals some characteristics that can
be attributed to transactional leadership, like the
correlation between the traditional to entrepre-
neurial management.

Last but not least, entrepreneurial manage-
ment is expected to contribute to a more intensive
and more effective innovation as a key factor in
achieving competitive advantage. But this expec-
tation could not be considered in isolation from
the characteristics of the manager materializing
the innovation.

The purpose of this chapter is to review the
understandings of the distinctive key competen-
cies of entrepreneurial manager and to outline
the challenges to their development as a basis for
future research and development projects.

This is a review paper which is based on the
analysis of the current existing conceptual and
empirical research papers and synthesis based on
the author’s experience. The chapter represents
state of the art review of the literature on entre-
preneurial management.

THE ENTREPRENEURIAL
MANAGEMENT

The delimitation of the entrepreneurial from the
traditional management is a necessary starting
point for outlining the qualities that distinguish
the entrepreneurial manager from the traditional
one. The outlining of these qualities is also a
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contribution of the concept of internal (also called
corporate) entrepreneurship presented by Gifford
and Elizabeth Pinchot in 1978, which historically
preceded the introduction of the concept of entre-
preneurial management. Their main idea is that
entrepreneurship is not necessary to be associated
only with the creation of a new enterprise, but it
is possible business ideas to be realized within
large, established enterprises. The development
of their idea leads to the definition of the term
internal entrepreneur (intrapreneur), who in his
behavior does not differ from the entrepreneur,
creating his own business. Rather, the difference
comes from the organizational context in which
he realized his entrepreneurial ideas.

One of the first uses of the term entrepreneur-
ial management is done by Stevenson in 1983,
claiming that the practice of the entrepreneurial
management helps to preserve the viability of the
enterprise and contributes to the creation of value
for the company and society as a whole. In a later
publication with Jarillo (1990) he argues that the
entrepreneurial management can be distinguished
from the traditional management. This distinction
they base on these three basic characteristics as-
sociated with entrepreneurship: growth, innova-
tion, and flexibility. Analyzing the existing at that
time trends in the research of entrepreneurship,
they offer a new definition of entrepreneurship,
referring to the large, established corporations as
they formulate six logical statements related to the
corporate entrepreneurship, and expressing their
idea about entrepreneurial management:

e  “Proposition 1: An entrepreneurial or-
ganization is that which pursues oppor-
tunity, regardless of resources currently
controlled.”

e  “Proposition 2: The level of entrepreneur-
ship within the firm (i.e. the pursuit of op-
portunities) is critically dependent on the
attitude of individuals within the firm, be-
low the ranks of top management.”
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e  “Proposition 3: The entrepreneurial behav-
ior exhibited by a firm will be positively
correlated with its efforts to put individu-
als in a position to detect opportunities; to
train them to be able to do so and to reward
them for doing so.”

e  “Proposition 4: Firms which make a con-
scious effort to lessen negative conse-
quences of failure when opportunity is
pursued will exhibit a higher degree of en-
trepreneurial behavior.”

e  “Proposition 5: Not only the success rate,
but the very amount of entrepreneurial
behavior will be a function of the em-
ployees’ (subjective) ability to exploit
opportunities.”

e  “Proposition 6: Organizations which facili-
tate the emergence of informal internal and
external networks, and allow the gradual
allocation and sharing of resources, will
exhibit a higher degree of entrepreneurial
behavior.”

These statements laid the ground for further
research of corporate entrepreneurship as well
as for upgrading them with new ideas and views
to be implicated in the practice of management.
Whatis noticeable is that these statements consider
organizations as a subject of management while the
figure of manager (or the entrepreneurial manager)
is considered more as a part of the organization
and not as a separate subject of management.

The six dimensions of the entrepreneurial man-
agement, which Stevenson used and later amended
with other two to distinguish the entrepreneurial
management from the traditional (considered in
this case as an administrative) are summarized
the Table 1.

The proposed conceptual dimensions, as shown
in the table, relate primarily to the characteristics
of internal organizational environment and reflect
the thinking and actions of the top manage-
ment, and are a starting point in the search for
mechanisms of change from an administrative to
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Table 1. Dimensions of entrepreneurial management

Entrepreneurial Focus (Promoter)

Conceptual Dimension

Administrative Focus (Trustee)

Driven by perception of opportunity

Strategic Orientation

Driven by controlled resources

Revolutionary with short duration

Commitment to opportunity

Evolutionary with long duration

Many stages with minimal exposure at each stage

Commitment of resources

A single stage with complete commitment out of
decision

Episodic use or rent of required resources

Control of resources

Ownership or employment of required resources

Flat, with multiple informal networks

Management Structure

Hierarchy

Based on Value creation

Reward Philosophy

Based on responsibility and seniority

Rapid growth is top priority; risk accepted to
achieve growth

Growth Orientation

Safe, slow, steady

Promoting broad search for opportunities

Entrepreneurial Culture

Opportunity search restricted by resources
controlled; failure punished

Source: Brown et al. (2001), see Stevenson (1983).

entrepreneurial focus in the management. What
remains to be clarified further is the role of man-
agers (especially top) as agents of this change, as
well as issues related to the possibility of such a
change within an enterprise.

In the modern context, characterized by sig-
nificantdynamics in the competitive environment
the concept of so-called strategic entrepreneurship,
an integration of the approaches of the entrepre-
neurial management (associated with seeking and
recognizing opportunities leading to acompetitive
advantage) and the strategic management (asso-
ciated with the search for competitive advantage
based on the already recognized opportunities)
is offered (Hitt, Ireland, Camp, & Sexton, 2002).

Entrepreneurial management is defined by
Eliasson and Davidsson (2003) as an outward
opportunity-seeking approach to management
rather than a more inward-looking approach
towards resources and competences currently
controlled. The same team in their study analyzes
the concept of the entrepreneurial management
and based on that define and prove the hypothesis
that the entrepreneurial management has a positive
impacton corporate venturing activities (H1), sales
growth (H2a), and financial profitability (H2b).

Entrepreneurial management also implies the
implementation of entrepreneurial actions, defined
as “...fundamental behavior of firms by which
they move into new markets, seize new custom-
ers, and/or combine (existing) resources in new
ways” (Smith & Di Gregorio, 2002).

Hisrich, Peters, and Shepherd (2005) describe
the difference between the entrepreneurial and
the managerial styles by viewing from five key
business dimensions — strategic orientation, com-
mitment to opportunity, commitment of resources,
control of resources, and management structure.
Thus they underline the advantages of the entre-
preneurial style over the managerial.

De Jong and Wennekers (2008) summarized
that “major activities related to intrapreneurship
include opportunity perception, idea generation,
designing a new product or another recombina-
tion of resources, internal coalition building,
persuading the management, resource acquisition,
planning and organizing” as well as that “key be-
havioral aspects of intrapreneurship are personal
initiative, active information search, out of the box
thinking, voicing, championing, taking charge,
finding a way, and some degree of risk taking.”

Today, one of the issues of the practical impli-
cation of entrepreneurial management concept is
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how to develop competent persons who would be
able to materialize the concept of entrepreneurial
management both in newly established growing
and large enterprises. To address this issue it is
needed to look at the figure of entrepreneurial man-
ager — both in contextual and individual aspects.

THE ENTREPRENEURIAL
MANAGER: BETWEEN
ENTREPRENEUR AND MANAGER,
OR SOMETHING MORE

The entrepreneurial management, although inher-
ently reflecting a comprehensive approach in the
management of an enterprise, finds its specifics
and most important impersonation in the face of
entrepreneurial manager. The questions that will
be sought answers at this point are: who might
be referred as entrepreneurial manager and how
he could be distinguished from an entrepreneur
on the one hand and from a traditional manager
on the other? The search for answers to the first
question requires focus on the organizational
context, while the second question requires more
attention to the characteristics of the individual
and his behavior.

Organizational context can be described in
several aspects. The first, and probably, most
significant, is the size of the enterprise, and the
resulting from this size characteristics of the
management. To some extent this aspect is related
to the phase of the life cycle of an enterprise,
which can be viewed as well as a separate, sec-
ond, aspect (Churchill, 1983). The third aspect
can be connected with the characteristics of the
environment in which the enterprise operates, and
the fourth aspect can be connected with internal
company environment — strategy, structure, and
organizational culture.

With respect to the first aspect the understand-
ing that in micro and small enterprises it is more
difficult to distinguish the characteristics of the
management by personal characteristics of the
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entrepreneur has been affirmed, which makes
the division of the roles of entrepreneur and
manager quite conditional. Therefore, it would
be difficult to justify the need to highlight the
role of entrepreneurial manager. Generally, at
small enterprises the entrepreneur is forced to act
as a manager, no matter how good or bad he is.
The role of entrepreneurial manager stands only
with the introduction of professional manage-
ment — something that can be enjoyed only by a
small majority of small businesses, and even not
all medium-sized enterprises. Large enterprises
can be perceived as a professionally managed,
although the existence of conditions for expression
of entrepreneurial managers for them is conditional
on other aspects of the organizational context.

According to the stage of the life cycle two
significant periods can be identified, when the
emergence and expression of the entrepreneurial
manager is desirable and possible — this is the
period of growth (associated with the transition
from entrepreneur to manager (Timmons, 1994)
and the period between the stage of maturity and
the stage of decline (transition from manager to
(corporate) entrepreneur, Kanter (1989). In the first
case — in order to achieve the full potential of the
newly established company, and the second — to
avoid decline by realizing new entrepreneurial
events.

The characteristics of the external environ-
ment are also important, largely determining the
objectives, strategies, structure and culture of
an enterprise. Here the main determinants are
the complexity and stability of the environment
(Duncan, 1972). The entrepreneurial manager, as
can be assumed, corresponds mostly in the cases
of high instability of the environment combined
with high complexity. In such a combination of
environmental factors, entrepreneurial orientation
and behavior of an enterprise become a critical
factor for its survival and development.

As regards to the internal environment, ex-
pressed primarily through enterprise’s strategy,
structure and organizational culture, among the
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earlier studies may be highlighted that by Covin
and Slevin (1988), which findings suggest that
an entrepreneurial top management style has a
positive effect on the performance of organically-
structured firms and a negative effect on the
performance of mechanistically-structured firms.

Another interesting study that emphasizes the
relationship between corporate entrepreneurship
intensity and five specific strategic management
practicesis done by Barringer and Bluedorn (1999)
who examined this relationship in a sample of
169 U.S. manufacturing firms. The five strategic
management practices include: scanning intensity,
planning flexibility, planning horizon, locus of
planning, and control attributes. The results of the
study indicated a positive relationship between
corporate entrepreneurship intensity and scanning
intensity, planning flexibility, locus of planning,
and strategic controls.

One of the latest conceptual papers is that of
Simon (2013) that focuses on the relationship
between business strategy, organization structure,
and diagnostic control systems. His project ana-
lyzes data from 75 field studies to illustrate how
managers adjust span of accountability and span
of control to motivate different levels of innova-
tion and entrepreneurial behavior.

The research of the organizational culture oc-
cupies an important place in the research of the
relationship between organizational context and
entrepreneurial management (Peters & Austin,
1985; Hampden-Turner, 1990; Denison & Mishra,
1995). Special attention is paid to the so-called
entrepreneurial culture, or the type of organi-
zational culture, implying the establishment of
entrepreneurial management (Gibb, 1987; Hisrich
& Peters, 1989; Timmons, 1994).

Kuratko, Hornsby, and Bishop (2005) conduct
an integrated review and analysis of numerous
literature sources and bring out five main cat-
egories of internal organizational prerequisites
for entrepreneurial actions: 1. rewards/reinforce-
ment; 2. top management support; 3. resources/
time availability; 4. organizational culture; 5. work

discretion (autonomy). These prerequisites may
be applied primarily to the cases of large enter-
prises and relate more to the so-called corporate
entrepreneurship but nevertheless they add clarity
about the conditions under which the entrepre-
neurial manager can act when he is a different
figure from the entrepreneur.

In summary, the idea can be exposed that the
entrepreneurial manager is most relevant in the
following organizational context — growing firms
or enterprises that are declining, operating in
uncertain business environment, and this is the
person who, in management positions, resolves
most entrepreneurial tasks — the recognition, or
creation, of entrepreneurial opportunities and
their realization.

Although the position of the entrepreneurial
manager in the enterprise is crucial due to the as-
sociated responsibilities and powers, the qualities
of an entrepreneurial manager registered as both
consequences of his behavior and, respectively, as
expectations to the results achieved by him, are no
less important. It should be noted a comprehen-
sive study of Chakravarthy and Lorange (2008),
in which they reach the following conclusions
concerning the so-called thereof entrepreneurs-
managers:

e  outward-focused, cognizant of changes in
their business environment and the new
opportunities that these may bring.

e  willing to experiment with new business
models and to explore new capabilities.
But also — operating managers interested
in scaling up an entrepreneurial idea and
in delivering results.

e having a few special personality traits that
allow entrepreneur-managers to take risks,
persist despite failures and learn from their
mistakes.

However, more than special traits, it is experience

that grooms entrepreneur-managers in a firm.
Entrepreneur-managers are typically not new
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comers to the organization. Their long tenure helps
with networking inside the firm. They also have
an established track record of performing well.
That buys them the freedom to operate outside the
usual confines of the organization and enjoy the
trust that is needed to take risks on behalf of the
firm. (Chakravarthy & Lorange, 2008).

These findings are expected and also provide
new foundations for the classification of the key
qualities and especially the relation between these
qualities and the past experience of entrepreneurs-
managers.

The difference between entrepreneurs and
managers (in their traditional perception) is now
rarely questioned. But when we talk about entre-
preneurs and managers within an enterprise (i.e.,
rather entrepreneurial managers and traditional
managers) an open question remains: what exactly
express their differences? Certain light in answer-
ing this question lies in the study of Busenitz and
Barney (1997) who explored differences between
entrepreneurs and managers in large organizations
asserting that entrepreneurs are more susceptible
to the use decision-making biases and heuristics
than are managers. Their research indicates that
entrepreneurs do behave differently than do
managers in large organizations and that these
differences are substantial.

In one of his study on the strategic perspec-
tive of entrepreneurship John L. Thompson
(1999) put forward for debate the view for the
success of an enterprise as a function of strategic
positioning through a combination of elements
“external environment,” *
and “resources.” In this context, he offers to us
a summarizing model of managerial roles in the
context of organizational risks and crises, and
in particular the response of managers to them.
Whence he displays entrepreneurial manager
as person occupying an intermediate position
between entrepreneur and manager.

But as far as entrepreneurial managers are
subject to long-standing research in the light

organizational values”
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of internal entrepreneurship, applicable mainly
within large enterprises, much less attention is
paid to managers in SMEs. Among the most
recent studies on the relationship between the
characteristics of entrepreneurs in SMEs is worth
noting that of Mayer-Haug et al. (2013). They did
a meta-analytic investigation of 50,045 firms (K
of 183 studies) and 1002 observations of small
and medium-sized firms. Analysis of these data
yields an unexpectedly weak connection between
education and performance. Furthermore, growth,
scale (number of employees) and sales outcomes
are significantly related to planning skills, while
profit and other financial and qualitative mea-
sures are strongly connected with the network
surrounding the firm founders. The projection,
which can be made from these findings, confirms
an assumption that formal training is not able to
create a quality comparable to those developed
by the personal experience of the entrepreneur.

More specific links between different types
of skills are covered in the study of Sambasivan,
Abdul, and Yusop (2009) which is covering 1275
SME:s. The results indicated that (1) opportunity
recognition skills had a ‘‘pure’’ mediating effect
between qualities-skills and venture performance,
(2) personal qualities affect venture performance
through entrepreneurial alertness, and (3) manage-
ment skills affect venture performance through
alertness and prior knowledge.

There were also attempts to seek genetic roots
in the ability to find opportunities in the choice
of a career of entrepreneur. Thus, for example,
Nicolaou, Shane, Cherkas, and Spector (2009)
found substantial heritability for opportunity rec-
ognition (0.45), with no influence of the shared
environment. Moreover, they found that 53% of
the phenotypic correlation between opportunity
recognition and the tendency to be an entrepreneur
had a common genetic aetiology. Such finding
challenges the old discussion about the answer of
the questions ‘are entrepreneurs born or taught?’.

In an attempt to answer the question why
entrepreneurs are more susceptible to certain
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cognitive biases than are managers who are not
entrepreneurs, Forbes’s (2005) study found that
individual age, firm decision comprehensiveness
and external equity funding affect the degree to
which entrepreneurs are overconfident. In ad-
dition, founder-managers are shown to be more
overconfident than are new venture managers who
did not found their firms. The results suggest that
entrepreneurs’ cognitive biases are a function of
both individual and contextual factors.

The three most popular explanations of why
entrepreneurs and non-entrepreneurs differ in
this ability are personality differences, cognitive
differences, and social network differences (Dyer,
Gregersen, & Christensen, 2009).

Hortovanyi (2012) in her dissertation dedicated
to the entrepreneurial management concludes
that the difference between entrepreneurial and
administrative managers can be traced back to the
difference in their role expectations of enabling
their organizations to explore and exploit op-
portunities. The results of her research indicate
that entrepreneurial managers tend to consider
learning as part of the opportunity identification
and exploitation process. The results also reveal
that the exploitation of an opportunity is the first
and most important drive.

KEY COMPETENCIES OF THE
ENTREPRENEURIAL MANAGER

To highlight the key competencies of the entre-
preneurial manager is one of the main tasks of
this chapter. To solve it, it is necessary to adopt a
working definition of competence that corresponds
to the current context. If we refer to one of the
first researchers on entrepreneurial competencies
(Bird, 1995) as such working definition could be
used that of the quoted by her Boytazis (1982)
who argues that “the characteristics leading to
competence can be a person’s motive, trait, aspect
of the person’s self-image or social role, skill, or
a body of knowledge which he or she uses.” It

is also useful to add two more specific working
definitions —about managerial and entrepreneurial
competencies. For managerial competencies such
definition could be used that of Krajcovicova,
(2012) — “the ability, which effectively raises the
characteristic behavior of the manager, whose
results can be achieved above average performance
for the manager position.” As to the entrepreneur-
ial competencies a more general approach could
be used as the often quoted definition that says
they are “the key characteristics that should be
possessed by successful entrepreneurs in order
to perform entrepreneurial functions effectively.”

Mitchelmore and Rowley (2010) conclude on
the base of extensive literature review that “the
core concept of entrepreneurial competencies, its
measurement and its relationship to entrepreneur-
ial performance and business success is in need
of further rigorous research and development in
practice.* Such a conclusion is quite a challeng-
ing starting point for any attempt to achieve a
compelling and systematization of entrepreneurial
competencies of amanager, butalso gives acertain
freedom for incorporating new perspectives and
understandings.

There are many attempts to classify and rank the
competencies of entrepreneurs and managers, and
to identify those who could be called competen-
cies of the entrepreneurial manager. Summaries
of these classifications can be seen in some recent
theses as that of Kochadai (2011). For example,
Kochadai (2011) in his proposed competency
model groups entrepreneurial competencies in
three dependent areas: attitudinal competency; be-
havioral competency; and managerial competency.
According to him, ‘these domains are basically
concerned with the nature of attitudinal strength,
the nature of behavioral pattern and the nature of
managerial capability of the entrepreneurs.’

One of the studies that make quite acomprehen-
sive overview of different views on entrepreneurial
competencies is that of Man et al. (2002). There the
competences are grouped into six key areas as fol-
lows: (1) opportunity, (2) organizing, (3) strategic,
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(4)relationship, (5) commitment, and (6) conceptual
competencies. By a projection of these competen-
cies on the specific roles of the entrepreneurial
and the traditional (administrative) manager as a
key distinction can be highlighted especially the
first area of competency, namely “‘competencies
related to recognizing and developing market op-
portunities through various means (Man et al.).
These competencies are marked as key right from
McClelland, (1987) and reconfirmed by Chandler
and Jansen (1992). The last argue that to function
effectively in entrepreneurial role, two competen-
cies are required: one is the ability to recognize
and envision taking advantage of opportunity; the
other is the drive to see firm creation through to
fruition, which requires the willingness and capac-
ity to generate intense effort for long, hard hours.
This is not entirely new discovery, as even Kirzner
(1973) argued that the discovery of opportunities
is the core issue of entrepreneurship.

Aninteresting study of the relative importance
of competencies is made of [zquierido, Deschool-
meester, and Salazar (2005), which compare the
views of Ecuadorian entrepreneurs and scholars
from different countries. Resultis a gap in impor-
tance designated by the both groups of respondents
— the entrepreneurs pointed out decision-making
as an important competence, while scholars favor
recognition of business opportunities. Of course,
as the next most important competencies the entre-
preneurs indicated innovative thinking, identifying
and solving problems, and then — the identifica-
tion of business opportunities. Respectively, by
the scholars, the next in importance places are
occupied by evaluating business opportunities,
decision making, and networking.

Penchev and Salopaju (2011) in his master’s
thesis, developed under the guidance of Friederike
Welter (Jonkoping University) make extensive
review of the literature on entrepreneurial and
managerial competencies upon which codify dif-
ferent views on the competences in the following
four statements:
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1. Entrepreneurs and managers are similar
when it comes to certain competencies;

2. Entrepreneurs and managers are different
when it comes to certain competencies;

3. Entrepreneurs have or need more of certain
competencies than managers; and

4. Managers have or need more of certain
competencies than entrepreneurs.

As to the specific competences, Penchev and
Salopaju (2011) outline 13 of them and group
them in four directions:

1.  Innovation, Risk Taking, Proactiveness and
Creativity;

2.  Decision Making, Problem Solving,
Communication and Leadership;

3.  Change and Seeing Opportunities;

4.  Networking, Soft and Specialist.

From this starting point they offer two mod-
els — concerning managerial and entrepreneurial
competencies. In the model of managerial skills,
they divided the 13 competencies into two main
groups:

1. Core managerial competencies needed for
routine tasks (communication, specialist,
problem-solving), and

2. Additional managerial competencies needed
for non-routine/strategic tasks (proactive-
ness, change, risk taking, seeing opportuni-
ties, soft, networking, leadership, decision-
making, creativity, innovativeness)

Andinthe model of entrepreneurial competen-
cies the groups are:

1.  Core entrepreneurial competencies needed
all the time from the start-up (proactiveness,
change, risk taking, seeing opportunities,
soft, networking, decision-making, creativ-
ity, innovativeness), and
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2.  Entrepreneurial competencies more im-
portant later on for running the company
(leadership, communication, specialist,
problem-solving).

The comparison of the both grouped compe-
tencies highlights those entrepreneurial compe-
tencies needed by managers, or more precisely
entrepreneurial managers: pro-activeness, change,
risk taking, seeing opportunities, soft, network-
ing, decision-making, creativity, innovativeness.

However, that proposed list of competencies is
very long and comprehensive and could be chal-
lenged at least because of the different definitions
of each group of competencies. For example, it is
known that the decision-making could be done
by different ways, each way reflecting a particular
management style, including such that could be
defined as an entrepreneurial or not. A similar
criticism could be related also to the ways in which
proactiveness, risk-taking and networking are being
expressed or realized. Relatively less vulnerable
to criticism are the competences related to the op-
portunity recognition, creativity and innovation.

Tan and Tan (2012) find from a sample of
155 owners and managers of small and medium
enterprises in Singapore that Man’s (2002) six
entrepreneurial competencies and two support-
ing competencies distinguish entrepreneurs from
managers when the competencies are taken as a
whole. However, entrepreneurs had significantly
higher scores only in the strategic and commit-
ment competencies when the competencies were
examined individually, and significantly lower
scores in the relationship competency.

In confirmation of the importance of specific
competencies for the success of the entrepreneurial
manager it can be pointed the researches of Mar-
cati, Guidoa, and Peluso (2008) who studied a
sample of SME entrepreneurs and defend the thesis
thatentrepreneurs’ innovativeness and personality
play a key role in the adoption of innovations in
Small- and Medium-sized Enterprises (SMEs),
and that of Koe and Butler (2007) who argue
that a solid knowledge base, a well-developed

social network, and a strong focus on identify-
ing opportunities are all necessary inputs toward
entrepreneurial behavior. Their study of high
technology entrepreneurs in Hong Kong indicated
that creativity also plays a critical and important
role in the entrepreneurial process.

Creativity as a distinctive and desirable per-
sonal competence stands out in the study done
by Baron and Tang (2011). The findings of their
research indicate that positive affect among found-
ing entrepreneurs is significantly related to their
creativity and that creativity, in turn, is positively
related to firm-level innovation. Both of these
relationships are moderated by environmental
dynamism, being stronger in highly dynamic than
stable environments.

As for the innovation, Drucker (1985) who
says “Innovation is the specific instrument of
entrepreneurs, the means by which they exploit
change as an opportunity for a different business
or a different service.” shouldn’t be ignored.

A summarizing picture that can be drawn is
presented in Figure 1.

In the present figure specifying the compe-
tences to a level commensurate with the approved
subjects in the programs for managerial and en-
trepreneurial education, due to their undeniable
necessity and usefulness, is deliberately avoided.

Conclusions that can be drawn from the review
of research related to the specific competencies
of the entrepreneurial manager are as follows:

e The set of competencies, regardless of
their classification is wider compared to
the competencies specific to entrepreneurs
(in the common understanding of the en-
trepreneur), or those unique to managers;

e  This broader scope suggests greater chal-
lenges to entrepreneurs on the path of de-
velopment as entrepreneurial managers
(for successful long-term growth) and to
the managers have chosen the role of en-
trepreneurial managers in large established
companies;
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Figure 1. The competencies of entrepreneurial manager: An intersectional contextual view
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In terms of content, key competencies of
the entrepreneurial manager concentrate
on those which are necessary for the rec-
ognition, evaluation and use of entrepre-
neurial opportunities, and related skills for
creativity and innovation;

The key competencies of an entrepreneur-
ial manager are rather the result of spe-
cific personal and professional experience,
rather than a result of formal technical and
managerial education;

It is not yet formed a clear classification
framework supporting a practical classi-
fication of competencies, which in turn is
necessary for purposeful training entrepre-
neurial managers.

Of course, along with the need for further
clarification of the classification boundaries
between competencies, from a practical point of
view (but not only), it is essential to be explored
opportunities and challenges for forming the core
competencies of an entrepreneurial manager.

CHALLENGES TO THE FORMATION
OF THE KEY COMPETENCIES OF
AN ENTREPRENEURIAL MANAGER

From the examination of the wide range of compe-
tencies of an entrepreneurial manager the attention
would be given on acore, akey area of competence
related to the recognition, evaluation and use of
entrepreneurial opportunities, creativity and in-
novation. As for the rest, they could be attributed
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not only to the entrepreneurial manager, but also
to other managers, as outlined in the preceding
part of the chapter.

The main issue and also a challenge of a sci-
entific or practical kind is how to form these key
competences.

Herein an attempt will be made to assess the
certain knowledge on the formation of key com-
petencies distinguishing entrepreneurial manager
from entrepreneur on the one hand, and from
manager, on the other.

Previous studies draw attention to several
factors shaping entrepreneurial competencies
associated with opportunities recognition (Bird,
1995; Chandler and Jansen, 1992):

e  Education
e  Work and managerial experience
e  Industry specific experience

The education is without doubt a proven in-
strument for developing modern entrepreneurial
competencies. For example a literature review
done by Raposo and Pago (2011) suggests impor-
tantlinks between education, venture creation and
entrepreneurial performance, as well as between
entrepreneurial education and entrepreneurial
activity. Their important conclusion is that ‘the
education and training should center itself much
more in changing personal attitudes thanin knowl-
edge, because the effects could be more significant
tothe process of business creation and to overcome
the perceived barriers to entrepreneurship.’

A major challenge to entrepreneurship educa-
tion is the formation of attitude to an individual
expression of entrepreneurial skills or towards a
career of internal (corporate) entrepreneur. In the
first case, the emphasis would have to be put on
some values, and the second on others, although
in both cases the knowledge necessary for the
success in both of the ways certainly overlap.

Based on an analysis of 291 Swedish entre-
preneurs Politis and Gabrielsson (2004) find
links between various career experiences and

the development of entrepreneurial knowledge.
They also find evidence that the entrepreneurs’
predominant mode of transforming experience
into entrepreneurial knowledge, i.e. their prefer-
ence for exploring new possibilities vs. exploiting
pre-existing knowledge, is important to consider
in order to explain this process. Similar links
apparently predetermine serious rethinking of
approaches in the development of entrepreneurial
skills and the challenge that addressed is how
training in the skills needed might be isolated
from the practice and generally how it would be
possible without a practical experience.

Hills and Lumpkin (1997) in their research into
the opportunity recognition explored perceptions
and behaviors of 218 successful entrepreneurs and
identified five implications for entrepreneurship
education. These include 1) the opportunity rec-
ognition process can be applied to any business
or industry, but, 2) it is most fruitful when it has a
problem-specific application; 3) teaching creativ-
ity skills can enhance opportunity recognition;
4) experimentation and continuous learning are
essential to opportunity recognition; and, 5) social
networking enhances the opportunity recognition
process.

In addition, the research shows the possibility
through educational mechanisms to acquire and
develop competences related to the recognition of
the opportunities, itidentifies specific educational
methods. Also thereof some subordination of indi-
vidual competencies associated with opportunities
recognition can be highlighted. Significant chal-
lenge to the implications made so, is the answer to
the question of technology provision of a similar
education — whether it may be an orderly process
with predictable results, or rather it is a matter of
random combinations of learning opportunities
and personal intrinsic motivation for learning.

DeTienne and Chandler (2004) consider that,
whileitis still hardly recognizable as a process and
dynamics, opportunities recognition is acognitive
process based on a distinctive set of perceptual
and information-processing skills, which they call
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entrepreneurial alertness. They did areview of the
opportunity identification literature that indicates
four ways in which opportunities are identified:
active search, passive search, fortuitous discovery,
and creation of opportunities. They propose that
opportunity identification is acompetency thatcan
be developed as are other unique competencies
and that the entrepreneurship classroom is an ap-
propriate venue for developing the skills necessary
to improve the ability to identify opportunities.
In their experiment, they refer to Epstein (1996)
who identifies four skills that follow directly from
generativity theory' as means to enhance creativity
(1996:220). These skills include (1) securing—the
ability to pay attention to and preserve new ideas;
(2) expanding—acquiring new skills and knowl-
edge, thus increasing the number of repertoires
available to compete; (3) exposing—opening
oneself to multiple controlling stimuli; and (4)
challenging—opening oneself to new challenges
through failure. On this basis, DeTienne and
Chandler offer a range of exercises to be applied
in a learning process through which they achieve
improve both number of ideas generated and the
innovativeness of those ideas. The conclusion that
can be drawn is that the object of any education
should not focus so much on the actual oppor-
tunity recognition as on the acquisition of those
practical skills that facilitate search, recognition
and evaluation of entrepreneurial opportunities.

Robert A. Baron (2006) considers the oppor-
tunity recognition as pattern recognition i.e. the
process of using cognitive frameworks acquired
through experience to perceive connections be-
tween seemingly unrelated events or trends in the
external world. He founds three factors ‘to play
an important role in opportunity recognition:
engaging in an active search for opportunities;
alertness to them; and prior knowledge of an in-
dustry or market.” Baron (2006) refers to Matlin
(2002), according to whom ‘pattern recognition
is the process through which specific persons
perceive complex and seemingly unrelated events
as constituting identifiable patterns.” According
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to his explanation only certain people are able
to recognize opportunities through their specific
experience and knowledge, access to information,
and more. However, it argues that people can be
trained torecognize entrepreneurial opportunities
through various steps: 1. training on the best places
and the best ways to search for information; 2.
ensuring the most diverse practical experiences;
3. exposure in the learning process of a wide
range of examples - successful and unsuccess-
ful, with the reasons for success or failure. This
study demonstrates again the need for training to
develop skills not only conceptual, but mostly to
evoke a practical behavior by which these skills
can be applied.

Inherdissertation Markowska (2011) offers an
integrative model of entrepreneurial competence
development. In her model “the mostimportantin
terms of changing entrepreneurs’ mental maps and
perceptions of the world and what is possible are
the action control beliefs and the identity beliefs.
Their influence can be further fostered orimpeded
by the setting goals as either learning (fostered)
or performance (impeded) goals and by access to
positive role models.”

An emphasis that Markowska displayed is
the depth of the changes in personal perception
and self-perception related to the development of
entrepreneurial competencies. In other words, in
the development of entrepreneurial competencies,
attention should be directed toward the develop-
ment of beliefs that contribute to successful en-
trepreneurial performance. As the mostimportant
conclusion of her study, the author suggests “the
idea that entrepreneurs need to become agents of
their own development.”

The comparison of different concepts about
context, place and role of entrepreneurial manager
led to the delineation of two roads in the develop-
ment of entrepreneurial competences following the
transition from entrepreneur to manager, and from
manager to entrepreneur. The common challenge
inboth pathways is that of overcoming the deep dif-
ferences in values by which some authors explain
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the differences in choosing an entrepreneurial or a
managerial career. Butalong with this, two specific
challenges for each pathway are distinguished.
In the first case, this is a particular challenge to
the personality of the entrepreneur to realize his
own limits and to lay himself the directions in
which to build competencies, turning him into an
entrepreneurial manager. In the second case, the
specific challenge is to the management body of
an enterprise to provide the necessary environ-
ment that encourages the transition from manager
to entrepreneur. To meet the second challenge
is interesting to look into the lessons drawn by
Thornberry (2003) who did a field research of four
large organizations that had embarked on formal-
ized “corporate entrepreneurship” management
development programs and the results indicate
that many managers can indeed be trained to act
like entrepreneurs and that these actions canresult
in significant new value creation. He also argues
that several lessons were learned by this research:

e  Pockets or islands of entrepreneurial ac-
tivity can develop and thrive, at least for a
while, in cultures that are not in themselves
entrepreneurial;

e A lot of ordinary corporate citizens can
learn to act as corporate entrepreneurs with
the right education, training, and support;

e  Catalytic coaching and the business plan-
ning process were the two most important
educational tools for the development of
new business opportunities;

e  Entrepreneurs can come from anywhere in
the organization;

e  Decoupling ideation and opportunity iden-
tification from implementation.

These lessons probably are subject to discus-
sion and further research, but they are useful in
creating a confidence that the development of
entrepreneurial competencies through training
is possible, and that there are specific methods
for such training.

One noteworthy conceptual model of entre-
preneurial learning is that of Franco and Haase
(2009) where the key entrepreneurial learning
components are identified and included: intuiting
and interpreting, external motivation, alertness and
creativeness. These key components highlight the
determinants of efficiency and effectiveness of
entrepreneurial learning and thus the development
of entrepreneurial competencies.

In summary it can be confirmed that the
practical formation of core competencies for the
development of an entrepreneur or manager as an
entrepreneurial manager is likely to be planned
and organized in ways that provide sufficiently
desired results, but also for the realization of this
possibility are needed wide-ranging and extensive
research to identify both the precise conceptual
model containing the key factors for the formation
of competencies and to refine the mechanisms of
the interactions of these factors.

CONCLUSION

Entrepreneurial manager, like entrepreneur and
manager in their traditional definitions, differs
from other persons engaged in a business by a
specific set of competencies but mostly by the
results achieved through the use of these compe-
tencies. A successful entrepreneurial manager is
not less competent than any successful manager,
and moreover — what sets him apart is the specific
entrepreneurial competence to recognize, assess
and uses entrepreneurial opportunities (some-
times referred to narrowly as business or market
opportunities).

This specific competence is still insufficiently
studied and understood, and as such is still subject
to various speculations and discussions, but in
recent decades knowledge is accumulated, so that
suggests that its possession and development are
a result not only of unique, often unpredictable
combinations of personal history, context of the
environment and accumulated practical knowledge
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and skills, butitcan also be a system of knowledge
to be learnt both through educational programs
and through individual efforts by those who wish
to develop himself as entrepreneurial managers.

Inaresearch planitremains to find the answers
to important questions such as: how competencies
related to the recognition, assessment and use of
entrepreneurial opportunities can be developed
independently from the rest competencies of an
entrepreneurial manager, i.e. to test specific causal
relationships between competencies as well as to
the conditions under which the relevant competen-
cies are formed and develop.

In practical terms more precise guidelines,
methods and techniques can be explored and delin-
eated in which and through which entrepreneurial
manager will develop these competencies, which
will not only distinguish him more clearly from
a traditional manager and from an entrepreneur
whose validation as manager is ahead, but will
lead to the achievement of desired organizational
competitiveness in strategic plan.
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KEY TERMS AND DEFINITIONS

Competencies: “A person’s motive, trait,
aspect of the person’s self-image or social role,
skill, or a body of knowledge which he or she
uses” (Boytazis, 1982).

Corporate Entrepreneurship: Also referred
as corporate venturing or intrapreneurship, is the
act of initiating new ventures or creating value
with an already established organization.

Entrepreneurial Competencies: The key
characteristics that should be possessed by suc-
cessful entrepreneurs in order to perform entre-
preneurial functions effectively.
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Entrepreneurial Management: ‘Mode of
management’ different from traditional manage-
ment and which helps firms remain vital and
contribute to firm and societal level value creation
(Stevenson & Jarillo, 1990).

Entrepreneurial Manager: Person who acts
with ambition beyond that supportable by the
resources currently under his or her control, in
relentless pursuit of an opportunity (Stevenson
1983, 2006; Timmons, 1994).

Entrepreneurial Opportunity: “Situationsin
which new goods, services, raw materials, markets
and organizing methods can be introduced through
the formation of new means, ends, or means-ends
relationships” (Eckhardt, J., & Shane, S., 2003).

Managerial Competencies: “The ability,
which effectively raises the characteristic behavior
of the manager, whose results can be achieved
above average performance for the manager posi-
tion” (Krajcovicova, 2012).

Opportunity Competencies: Competencies
related to recognizing, assessing, and developing
entrepreneurial opportunities.

ENDNOTES

! Generativity theory focuses on understand-
ing the emergence of novel or creative
behavior continuously in time. The theory
states that competing behaviors produce
new behaviors; the process is orderly and
probabilistic; and that by influencing the type
and number of competing behaviors, we can
accelerate and direct creativity. (DeTienne,
Gaylen, & Chandler,2004).
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ABSTRACT

This chapter explores leadership processes within SMEs emphasized as a unique opportunity to observe
the genesis of collective cognition and its transformation into collective competence. The authors argue
that a close examination of SMEs’ interactions between leaders and employees reveals that these interac-
tions strongly contribute to building collective cognition and competences that further impact strategic
business outcomes (Kozlowski, 1998). Collective competences significantly contribute to strategic man-
agement in SMEs contexts. SME leaders build a strategy coordination system on the basis of collective
cognition and competences that articulates three different phases: the communication of the leader’s
vision and its evolution/transformation, the assessment of the structure, processes, business model and
functioning of the enterprise, and the development of internal and external interpersonal and business
interactions. The authors examine bricolage leaders, experimental leaders and entrepreneurial leaders
in the context of this strategy coordination system.

INTRODUCTION

In business contexts, both internal and external
observers tend to do a recurrent attribution error
which consists in explaining success and failure
as a function of individual leadership (Carland &

DOI: 10.4018/978-1-4666-5962-9.ch008

Carland, 2012). A branch of studies in leadership
has been focused on member-leader exchange
theory (LMX) since 1970 (Graen & Uhl-Bien,
1995). However, leadership literature in manage-
ment and social sciences has indirectly contrib-
uted to the strengthening of the view of leaders
and enterprises emphasized as two autonomous
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entities with specific pathways and distinct im-
pacts (Cogliser & Brigham, 2004). Yet, recent
entrepreneurship and group dynamics literature
indicates that the two live and evolve through
continuous interactions triggering together joint
effects on SMEs’ performance (Kamm & Shuman,
1990; Yukl, 1999). One of the key missions of
SMEs leaders is to systematically encourage and
monitor the building of collective knowledge and
memory, learning and shared practices to facilitate
the emergence of collective cognition (Zaccaro,
Rittman, & Marks, 2001). Without collective
cognition, SMEs may not be able to build “col-
lective competence(s),” described as “the ability
of a group to work together to achieve common
goals” (Ruuska & Teigland, 2009, p. 324). Still,
we know little about the group dynamics that
SMEs leaders initiate and coordinate from the
very beginning of their business activity (Cooney,
2005; Kyrgidou & Hughes, 2010).

Our approach of SMEs’ leadership challenges
the theory of transformational leadership (Bass,
1985; Riggio & Lee, 2007). The relationships
between leaders and employees in large corpora-
tions illustrate the paradigm of transformational
leadership that encompasses four dimensions:
idealized influence (charisma), inspirational moti-
vation, intellectual stimulation, and individualized
consideration. Many scholars argued that transfor-
mational leadership is not fully relevant to SMEs
because these enterprises do not have formalized
or standardized procedures designed to organize
the dialog between leaders and employees, as it
is the case in many corporations (Kotey & Slade,
2005). However, research dedicated to SMEs
mainly focused on one of the four dimensions of
transformational leadership, which s inspirational
motivation, with the aim of exploring the devel-
opment of organizational commitment in smaller
enterprises (Eddleston, 2008; Pearson & Marler,
2010). These studies demonstrate that those SME
leaders who are able to enhance their employ-
ees’ organizational commitment will positively
increase work effectiveness and reduce the level
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of absenteeism. The present chapter argues that it
is the SME leaders’ capacity to coordinating the
genesis of collective cognition and competence
that may help enhance organizational cohesiveness
and involvement of all employees. This internal
cohesion and commitment will consequently sus-
tain the progressive emergence of one or several
collective competence(s) that will help the enter-
prise to maintain its competitive advantage, while
also being able to adapt to changes and chocks
in the external environment. In SMEs settings,
the employees’ group dynamics leading to the
progressive development of collective cognition
and competences may be a source of sometimes
intense interpersonal negotiation and tension.
But this is also a major trigger of competitive
advantage and positive strategic outcomes at the
SME’s level. We think SMEs’ leadership is about
moderating employees’ collective cognition and
action to help them manage resources strategi-
cally in pursuit of entrepreneurial opportunities
(Ireland et al., 2003).

CONVEYING AND SHARING
ENTREPRENEURIAL VISION
IN SMEs: A CHALLENGE
FOR LEADERSHIP

Most SME business owners rely on proximal
leadership, which consists in idealized influence
(charisma) and inspirational motivationin the con-
text of a small organization (Riggio & Lee, 2007).
Proximal leadership may be effective in facilitating
the sharing of the leader’s entrepreneurial vision
as well as in increasing employees’ commitment
to concretely implement strategic decisions. In
SMEs contexts, employees are thus encouraged
to cooperate and combine their knowledge and
skills to achieve the leader’s vision. Eddleston
(2008), Pearson and Maller (2010) demonstrated
that proximal leadership in SMEs enhances the
employees’ feeling of belonging to “the same
business family,” which consecutively contrib-
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utes to reducing absenteeism and to stimulating
organizational cohesiveness. However, SMEs
leaders face a difficult communicational chal-
lenge, that of conveying a consistent and relevant
strategic vision to all employees. As employees’
tasks and responsibilities are frequently diverse,
and sometimes not explicitly formalized (Kotey
& Slade, 2005), the daily functioning of SMEs
may favorinternal rivalries and misunderstandings
between co-workers (Pearson & Maller, 2010) or
internal tensions within the staff (Eddleston, 2008)
as regards to whom is the most appropriate and
legitimate person to accomplish a specific task
related to the leader’s strategic vision.

In their analysis of the role of leadership in
the sharing of entrepreneurial vision, Soriano and
Martinez (2007) stressed the idea that the employ-
ees’ understanding of their leaders’ messages may
be ambiguous even when leaders actively try to
convey consistent strategic messages. Toillustrate
this issue, we will shortly present here the case
of a high-growth French SME specialized in B
to B services. At the time when we studied the
case, the SME’s turnover used to double every
year, the number of employees used to double
every three years, and the enterprise had attracted
several public and private investments. In ten
years of existence, the enterprise had become a
successful SME in a very dynamic market sector.
After several years of intense development, and
in order to increase profits and reassure investors,
the SME leader emphasized two main priorities:
costreduction and increased productivity through
mass production in order to appropriately satisfy
an increasing international demand. Employees
in charge of supervising the production processes
were highly sensitive to preserving the quality of
their offer because the previous strategic objective
was that of penetrating the market and attracting
competitors’ clients. With the change of strate-
gic focus (mass production and cost reduction),
they felt somewhat betrayed by their leader and
did not know how to manage to produce more
while keeping quality intact. Some of them quit

their jobs, whereas some others asked for the
leader’s help and involvement in the production
process. The leader was thus obliged to engage
with internal analysis and he finally simplified
several production processes so as to reach the
new strategic goals. Yet, when these production
processes changed, the employees’ absenteeism
grew immediately. In the two following years,
half of the staff had to be renewed in order to
pursue the firm’s activity. The taskforce renewal
resulted in new expenses and the loss of very pre-
cious skills that previously supported the SME’s
competitiveness. During the five following years,
the SME was less profitable than before these
strategic changes were decided and implemented,
as a consequence, several investors retired their
financial support to the enterprise.

This case indicates that SME leaders cannot
limittheir key activity to the formulation of strate-
gic visions. They also need to share these visions
with their employees, and help them understand the
necessity of strategic change, if needed. When our
leader shared his new vision, he believed that the
enterprise was ready for a general standardization
of the employees’ tasks and responsibilities, and
their alignment with those practices and processes
that characterize large companies. This is why he
never managed to convey the message that his
objective was that of developing the enterprise
in terms of market share, and that this required a
change of the organizational structure and product
processes all together. He only insisted on the ne-
cessity to satisfy new markets and investors. This
may explain why some of the employees decided
to leave the enterprise. They did not see the pos-
sibility of substituting a cognitive representation
of their enterprise with another. Therefore, they
were unable to critically revise their practices so
as to adjust them to the new strategic goals. We
think in this situation the leader did not play his
role of moderator in terms of collective cognition
development through dialogue and interaction.
The SME leader did not succeed in helping his
employees to adapt themselves to the business’
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strategic change in terms of collective thinking
and behavior. Discussing with employees about
the genesis of the initial business model and the
reasons of changing it to pursue a fast growing
rhythm would have been thus necessary in order
to convince employees to commit themselves to
the new strategic goals.

THE EMERGENCE OF COLLECTIVE
COMPETENCES IN SMEs

In the context of SMEs’ strategic evolution and
transformation, we emphasize the production of
collective representations within the enterprise
as a necessary prerequisite to the emergence
of collective competences that will further al-
low the enterprise to both promote and secure a
competitive advantage and to effectively adapt
to environment changes. Furthermore, we think
SMEs’ leaders and their teams also need to co-
ordinate their individual representations of the
enterprise in order to ensure that they are coher-
ent and compatible with the pursuit of common
business objectives. In other words, SME leaders
moderate the genesis of collective knowledge and
competence, and, as a consequence, they increase
the business capacity to deal with internal and
external strategic challenges.

SME leaders need to shape a strong and sound
business representation relative to the enterprise’s
goals, environment and identity, shared by both
staff and managers. In order to transform this
common representation into a vision, they have
to reduce the perceptual distance that may exist
between them and their teams concerning the
definition of collective goals and means, and the
evaluation of business outcomes. In SMEs char-
acterized by a high perceptual distance between
leaders and followers there is arisk that collective
cognition operates ineffectively. In the case that
we examined earlier, the leader actually reinforced
the perceptual distance between he and the staff
members by imposing different production process
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modifications without previously taking the time
needed to help employees adjust their represen-
tations to the business’ new strategic goals. The
leader could diminish this perceptual distance
by simply organizing internal meetings with the
aim to co-construct with the staff the concrete
production process solutions that would allowed
the enterprise to achieve the new strategic goals
without losing reputation, clients and/or investors.
In other words, the ability of a working group in
effectively collecting, storing, and combining use-
ful external and internal information is negatively
impacted when leaders and employees do not share
the same image of the reality, and perceive things in
aradically different way. In the case of the French
SME that we mentioned earlier, the leader shifted
from an attitude of business developer to that of
a business owner who decides alone the destiny
of his business. However, in order to maintain
and stimulate employees’ commitment, the SME
leader should have probably co-constructed with
the staff members a new representation of their
business and, consequently, they should have de-
fined together the new employees’ roles in the new
production process. Instead, the SME leader only
focused on the technical aspects of the production
processes’ transformation, and thus he somehow
denied the need for cognitive and interpersonal
transformations at the employees’ level.

To sum up, our premise here is that one of the
major roles of SME leaders is to continuously
reduce perceptual distances between him/her and
the team so as to shape the information circulation
and sharing within the enterprise, and in order to
ensure a good coordination, integration and articu-
lation of the employees’ cognitions, competences
and behaviors (Radu Lefebvre, 2011).

Leaders at the Crossroads:
Identifying and Regulating
Perceptual Distances

Individuals perceive the world in a different
way from each other, because of the complexity
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of social stimuli and because of the limited hu-
man capacity to simultaneously process all the
available information in the environment (Wyer
& Srull, 1986). This inevitably leads to differ-
ences among individuals in terms of perceiving
social stimuli, such as business collective goals,
resources, skills and roles (Salam, Cox, & Sims,
1997). According to Gibson, Cooper and Conger
(2009), individual differences in life experience,
personality, values or interests may enhance or
diminish perceptual differences between a leader
and his/her followers. Still, the leader’s ability
to coordinate people with different backgrounds
and profile is one of the main sources of business
competitive advantage, as we know that collective
creativity and adaptability is fostered when the
team displays high levels of individual diversity in
terms of skills and profiles. Perceptual differences
between group members have a negative impact
on business performance, but when perceptual
differences exist between the leader and his/her
followers this impact may be radical. Concretely,
when perceptual differences are important within
anenterprise, employees are at risk to invest much
time and energy to regulate the conflicts arising
from differences in understanding and interpreting
work-related social stimuli rather than focusing
together on task performance. For instance, if em-
ployees and their leader do not perceive similarly
work objectives, this will negatively impact the
priorities identification and the resources alloca-
tion, leading to adverse emotional reactions such
as disappointment, frustration, and aggression
(Atwater, Waldman, & Brett, 2002). Moreover,
doubt concerning the allocation and sharing of
responsibilities within the enterprise may poten-
tially lead to a feeling of disempowerment of em-
ployees, to limited autonomy and poor collective
performance (Kirkman & Rosen, 1999). The role
of SME leaders is therefore crucial in reducing
perceptual differences within the staff through
effective communication consisting in the clear
formulation and evaluation of work objectives,
the unambiguous definition of employees’ roles

and responsibilities, as well as the lucid recogni-
tion and management of interpersonal conflicts.
The notion of perceptual distance put forward
the moderating role of leaders in the regulation
of collective cognition and behavior (Zaccaro et
al.,2001). When perceptual differences are appro-
priately managed, SMEs may be able to elaborate
collective cognition, which is to act collectively
to accomplish their vision and strategic objectives
(Gibson, 2001).

Leaders as Cognitive Pilots:
Strengthening and Guiding
SMEs’ Collective Cognition

Daily communications and interactions within
an enterprise progressively generate collective
cognition, which is the result of employees shar-
ing and confronting individual representations,
beliefs, values and interests. According to Johnson
(2009), collective cognition includes four basic
types of group processes:

Information identification and gathering,
Interpersonal and group interaction,
Information evaluation,

Common decision-making and the formu-
lation of action plans.

In the information collection phase, the group
gathers, selects and stores the information deemed
necessary to future decisions and actions; in the
interaction phase, the group brings together the
available information, that is collectively orga-
nized and prioritized; in the examination phase,
the group interprets, evaluates and negotiates the
meaning of information; in the final phase, the
group decides and makes collective action plans
based on the selected information. The speed and
accuracy with which an enterprise is able to cross
the four phases is a good indicator of the overall
group performance (Earley & Gibson, 2007).
Strong internal perceptual differences are likely to
slow down or to distort collective cognition pro-

147



cesses, thus exerting a negative effect on business
performance (Gibson, Cooper, & Conger, 2009).

SME leaders directly or indirectly participate
to staff interactions and his/her intervention may
help or hinder the deployment of an effective
collective cognition. When detecting differences
of views he/she can contribute to mutual adjust-
ments and understanding within the enterprise.
The concept of mutual understanding refers to the
metacognitive ability of individuals to represent
the mental models of others and to actively adapt to
the coexistence of different mental models (Huber
& Lewis, 2010). A good mutual understanding
within the enterprise, as well as with the leader,
allows employees to anticipate others’ decisions
and actions, and to accordingly adjust personal
behavior and communication. This leads to a
better knowledge circulation between individu-
als and promotes cooperative conduct instead of
internal competition within the enterprise (Huber
& Lewis, 2010). SME leaders play an important
moderating role in shaping and strengthening col-
lective efforts. Their ability to encourage, guide
and support interaction between employees is
likely toincrease the consistency of shared mental
models. The articulation of individual perspectives
and the progressive development of collective
cognition are essential for the emergence of col-
lective competence, characterized as “the ability
of a group to work together to achieve a common
goal” (Ruuska & Teigland, 2009, p. 324).

Leaders as Co-Workers: Building
SMESs’ Collective Competence

According to Loufrani-Fedida and Angué (2006),
there are a number of socio-cognitive processes
leading to the emergence of a collective compe-
tence within an enterprise:

e  The sharing of personal meanings and

representations,
e  The promotion of cooperative behaviors,
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e  Collective learning,
e Interdisciplinary expertise focused on
achieving business objectives.

In that context, SME leaders moderate the
emergence and the development of collective
competence within their enterprise. Collective
competence is an optimal articulation of individual
skills allowing enterprises to deliver qualitative
standardized responses in terms of products and
services.

Additionally, collective competence is also
emphasized as a key trigger of business improvi-
sation as they allow employees to adjust to unex-
pected changes in the environment. According to
Garel (2003), leaders can facilitate the emergence
of collective competence through developing
collaborative tools and encouraging collective
decision-making (Garel, 2003). Mutual trust,
solidarity and an accurate understanding of each
others’ perspectives within the enterprise are key
components of the ability to “improvise together”
(Loufrani-Fedida & Angué, 2006). Cooren (2004)
stressed that the emergence of collective com-
petence leads to a strong competitive advantage
consisting in a distinctive capacity to mix routine
and improvisation. Itis the SME leaders’ mission
to manage the fragile equilibrium between routine
and improvisation in their employees’ collective
action (Melkonian & Picq, 2010).

Through building a business identity on the
basis of shared values and aspirations, SME leaders
may contribute to the development of collective
competence. Their role is fundamental because
they have the responsibility to strengthen the
expertise of each employee, to select and recruit
additional expertise, and to prepare the emergence
of a business collective competence. The SME
leaders’ mission is that of working together with
theiremployees to articulate collective knowledge
and identity so as to strengthen the ability of the
enterprise to elaborate new strategic solutions in
turbulent environments.
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THE STRATEGIC OUTCOMES
OF COLLECTIVE
COMPETENCE IN SMEs

We think collective competences may significantly
contribute to strategic management in SME con-
texts. SME leaders build a strategy coordination
system that articulates three different phases:

1. The communication of the leader’s vision
and its evolution/transformation,

2. The assessment of the structure, processes,
business model and functioning of the
enterprise,

3.  The development of internal and external
interpersonal and business interactions.

Our premise is that SME leaders able to appro-
priately manage the overall strategy coordination
system are what we may call “entrepreneurial
leaders,” whereas those who are not yet able to
appropriately deal with the three phases of the
strategy coordination system may be character-
ized as “bricolage leaders” (Archer, Baker, &
Mauer, 2009).

The Main Outcome of SMEs’
Collective Competence: The
Strategy Coordination System

In the context of SMEs, strategic change is a
major challenge. Ireland, Hitt and Sirmon (2003)
stressed that SMEs experience more utterly local
and global economic and social changes than
larger companies. According to Kirzner (1979),
the entrepreneur is an alert person that moves an
economic environment from disequilibrium to
equilibrium. Inspired by the heroic dimension of
this definition, many scholars described entrepre-
neurs as decision makers able to initiate a new
world order. In contrast, another scholarly tradition
characterized entrepreneurs as individuals willing
to establish a new dialog with the world through
their business activity. As Rindova and her col-

leagues (2009) pointed it out, these two academic
traditions looked at two different phases of the
same phenomenon, thatis, the search for autonomy
within SMEs strategic management. The authors
make a distinction between two processes in the
search for autonomy: breaking free and breaking
up. When SME leaders want to break free, they are
looking for freedom for themselves, whereas when
they break up, they are exploring the conditions of
possibility of freedom for the social collectivity.
Relying on Rindova’s et al.” (2009) distinction,
we identify two leadership postures in SMEs: in
the first case, SMEs leaders prefer to choose and
to decide alone in order to change the rules of the
game and challenge their market’s rules; in the
second case, they prefer to coordinate information,
data, perspectives, employees’ opinions in order
to establish a dialog between the enterprise and
its environment. These two postures overlap most
of the time. However, strategic analysis generally
tends to describe the second leadership posture
as an attempt to integrate the enterprise within its
environment. We challenge this approach as an
ex-postinterpretation claiming that thereis atran-
scendental order that matches in fine an enterprise
and its environment and, moreover, dismisses the
permanent interaction(s) and negotiation(s) that
even very mature firms have to nurture in order to
develop their activities. In other words, we think
that the relationship between an enterprise and its
environment is temporary and socially construct-
ed. Our intention is to focus here on those three
factors helping SME leaders to build and maintain
a continuous dialog between the enterprise and
its environment. These three factors participate
to what we call a strategy coordination system.

According to Gartner (2004), strategic change
in SMEs consists in three major consecutive
processes:

Change emergence,
) Newness evaluation,
Business transformation.
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In order to identify changes in the business
environment that may affect the strategy of the
enterprise, SME leaders have to develop a spe-
cific capacity to scan and analyze their market’s
competitors and clients; as a consequence, they
become able to adjust their representation of their
enterprise to the evolving environment and to
modify their strategy so as to capture new market
opportunities and enhance the competitiveness of
theirbusiness. Then, SME leaders have to evaluate
newness, that is, to assess the impact of environ-
ment change on the internal business organization
and functioning so as to be able to transform it
accordingly. Finally, SME leaders have to enact
the business transformation, that is, to effectively
communicate about strategy change both inside
and outside the enterprise, so as to help employees,
clients, investors and competitors to modify their
representations about the enterprise. To us, these
three strategic change processes ask for three ma-
jor coordination processes lead by SME leaders:
vision communication and transformation, busi-
ness’ structure and processes assessment, internal
and external business interactions. (see Figure 1)

Figure 1. SME:s strategy coordination system
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In the next sections, we will examine, first, the
case of SME leaders who do not manage to ap-
propriately pilot the three coordination processes,
which results in a bricolage leadership posture.
Then, we will discuss the case of SME leaders that
deal with all the three coordination processes in
a non systematic way, which results in an experi-
mental leadership posture. Finally, we will stress
the case of SME leaders who succeed in effec-
tively managing the overall strategy coordination
system. For each case, we will shortly highlight
some strategic outcomes for SMEs development.

Bricolage Leaders in
SMEs: A Limited Strategy
Coordination Approach

In some SMEs, leaders may have successfully
contributed to the emergence of a collective com-
petence. However, they may have difficulties in
articulating collective competences and strategic
management when faced with turbulent environ-
ments. In this situation, leaders will confront
themselves to the difficulty of identifying emerg-
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ing trends and evolutions in the political, economic
or social environment, with consequences on the
leaders’ ability to appropriately transform inter-
nal business processes. Some other SME leaders
may be able and prepared to identify environment
changes, but they may be too attached to the initial
business model and organizational design of their
enterprise, which may become detrimental to the
business further development and transformation
(Carr, 2002; Higgs, 2009). The fear of losing
one’s competitive advantage and clients may also
explain why some others SME leaders would not
engage in coordination processes directed towards
strategic change management. These leaders and
their employees may need individual and/or col-
lective coaching and mentoring to overcome these
cognitive obstacles.

In other cases, SME leaders and employees
may spend a large amount of energy and atten-
tion in adjusting their representation(s) of the
environment and their enterprise, while also
trying to assess the structure, processes, business
model and functioning of their enterprise. The
risk is then to not properly maintain and develop
the internal and external business interactions
with business partners, investors, clients, etc.
(Anderson & Ackerman, 2001). When con-
fronted to this type of situation, SME leaders
may engage in the coordination of internal and
external business interactions by using classi-
cal communication tools (newsletters, website,
press meetings, personnel meetings, etc.) and
with the help of a dedicated staff in charge of
communication activities. We think SME leaders
overcome these two pitfalls through engaging
into a bricolage leadership role. In other words,
rather than trying to optimize the entire strategy
coordination system, leaders and employees
adopt a case by case non-systematic approach
to adapt to environment changes (Duymedjian
& Riiling, 2010). The SMEs who do not want or
cannot see that external changes will affect the in-
ternal business organization and functioning will
tend to choose a step by step adaptation process,

without explicitly reformulating strategic goals.
For instance, this may take the form of trying to
limit transformation to certain sectors or business
departments, or that of changing some business
partners (suppliers, distributors). However, bri-
colage leadership may sooner or later determine
the enterprise to abandon its initial business
model, which can be a reason of business failure
for some SMEs, whereas others, more solid, may
find the motivation and capacity to elaborate a
new strategy and thus ensure the survival of the
enterprise. The cognitive difficulty of taking
into account environment changes and therefore
adapting the enterprise to preserve competitive
advantage is frequent after a war, a challenging
historical event, or an important political change.
Bonin (2006) stressed that in the 1950’s, French
business-owners from Cholet, after a first attempt
to modernize their traditional footwear industry,
saw the opportunity of developing a completely
different business activity, based on electrical
engineering. After along hesitation (ten years for
some enterprises) SME leaders decided either to
entirely change the activities of their enterprise
or to sell it and launch a new enterprise in the
electric engineering sector.

As Rindova et al. (2009) pointed it out, these
bricolage leaders tend to break free from their own
perceptual gap, thatis an environment change that
they refuse or cannot take into account, and by
doing this they are progressively obliged to deal
with an organizational puzzle by initiating limited
transformations that will ultimately determine
them to break up and elaborate a new strategy
and design a new business structure.

Experimental Leaders in SMEs:
An Erratic Approach of the
Strategy Coordination System

Other SME leaders may voluntarily manage the
three aforementioned coordination processes.
However, they may face some problems in
selecting a specific order among the three.
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Anderson and Ackermann (2001) stressed that
SME leaders adopt an intuitive approach of
strategic change through grappling fragments
of what is happening in the external environ-
ment. We may interpret this intuitive approach
as a form of resistance towards business and
strategic change.

When SME leaders and their staff overlap
the different phases of the strategy coordina-
tion system, it is important to emphasize that
they are frequently tempted either to quickly
identify a major external cause to explain the
need for strategic change (Anderson & Acker-
man, 2001) or to avoid any hasty assumption
concerning the nature and structure of the future
business transformation. For example, some
SME leaders may be tempted to give priority
to the preservation of interactions within and
outside the enterprise even though they do not
know what has exactly changed in their business
structure and processes, and their discourse may
thus sound somewhat odd to their stakeholders
who will expect them to bring some evidence
concerning the concrete strategic and business
transformations as well as to indicate their
external triggers.

This experimental approach offers the pos-
sibility of reconsidering the existing approaches
of business model generation and development,
as well as the strategic transformation of exist-
ing enterprises (Radu & Redien-Collot, 2013).
Of course, erratic and disorganized strategy
coordination processes may negatively impact
the work organization, as well as the employ-
ees’ motivation and commitment, and induce
confusion about the strategy of the enterprise
in the eye of consumers, investors and business
partners. At the same time, many SMEs adopt
this approach as it provides them with a feeling
of autonomy and flexibility, whereas the strategy
coordination system may ask for a much more
rigorous and systematic thinking and behavior
from both leaders and employees.
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Entrepreneurial Leaders in
SMEs: A Systematic Articulation
of Collective Competences and
Strategy Coordination System

The strategy coordination system may be piloted
by SME leaders in a rigorous order: first, they
mobilize their employees to scan the external
environment and identify significant changes,
second, they assess their business’ configuration
and functioning, and finally, they decide together
with their employees what strategic and orga-
nizational changes to initiate so as to maintain
competitive advantage. To effectively manage
the strategy coordination system, SME leaders
need collective cognition and collective compe-
tence as a pre requisite of strategy coordination.
The ability of the leader to communicate his/her
vision and to engage employees into strategic
thinking and decision-making is a source of
business legitimacy and reputation (Rindova et
al., 2009), and a trigger of business survival and
regeneration potential (Bonin, 2006).

We think SMEs’ collective competences im-
pact the three strategy coordination processes.
Concretely, there are two types of impacts
(see Figure 2). First, collective competences
shape the SMEs’ collective capacity to initiate
and manage the three strategy coordination
processes. Second, SMEs and, mainly, their
leaders may prioritize one coordination process
or another in order to transform the employees’
collective cognition and collective competences.
In this interdependent perspective, the regula-
tion of perceptual distances within the enterprise
may influence the development of internal and
external interactions. Additionally, collective
cognition influences the employees’ capacity
to adjust their business representation to new
strategic goals. Collective cognition may help,
for instance, SMEs to identify why an offer
is not adapted to a market that the enterprise
successfully targeted in the past (Ruuska &
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Figure 2. From collective competences to strategy coordination in SMEs
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Teigland, 2009). In this case, as the SME’s
employees developed mutual trust (Cooren,
2004), they are able to co-construct different
kinds of strategic solutions that may allow the
enterprise either to adopt an offensive marketing
approach of its sector or to address new markets
(ibid.). Conversely, when engaged in bricolage
attempts aiming to change some aspects of the
organizational strategy or configuration, SMEs
will also transform collective cognition so as to
adapt tointernal organizational transformations.

FURTHER RESEARCH DIRECTIONS

Qualitative research with case studies, semi-
directed interviews and participant observation
could be conducted to explore the role of individual
and cultural variables, such as gender norms, in
facilitating of impeding internal and external
organizational coordination and interaction in
SME:s contexts. Discourse analysis could provide
interesting insights concerning the role of com-
munication between leaders and employees, as
well as between leaders and external stakeholders
in coordinating strategy change processes. The
contingency framework developed by Lumpkin
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and Dess (1996) could help designing future
research dedicated to the study of the impact of
leaders’ capacity to manage the strategy coordina-
tion system and business performance.

This chapter put emphasis on the notion of
“coordination” as akey leadership dimension with
strategic outcomes at the enterprise level. We pre-
sented the interpersonal and cognitive processes
involved in the genesis of collective cognition
and competence in SMEs, and we stressed the
moderator role of the leader in coordinating these
processes. We noticed that in SMEs, there are
two spheres of internal interactions: the interac-
tions between the leader and the employees as a
group, and the interactions between employees as
group members. In reality, these two spheres of
interactions frequently overlap but they may also
be distinct in some circumstances. As SME lead-
ers are involved in reducing perceptual distances
inside the enterprise, they may attempt to reduce
the overlapping of the strategic sphere (consisting
inleader to employee interactions) with the mana-
gerial sphere (consisting in employee to employee
interactions). But SME leaders may also decide
to remain ambivalent in distinguishing among
the two spheres. This choice may contribute to
the development of two kinds of organizational
reflexivity thatcould be extremely useful in build-
ing an entrepreneurial ecosystem both inside and
around the enterprise (Graen & Uhl-Bien, 1995).
In the strategic sphere, as we have seen in the pre-
vious sections, organizational reflexivity highly
relies on the regulation of perceptual distances
between the leader and the employees. In the
managerial sphere, reflexivity is more focused
on understanding and formalizing the collective
competence that is emerging at the interpersonal
and enterprise level. The two spheres shelters
two different phases of organizational reflexiv-
ity, leaders should thus pay special attention to
respecting their complementarities and to avoiding
a hierarchical approach.

We need additional research to study the inter-
action of SME leaders and their employees from
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a communicational and relationship perspective.
Rindova and her colleagues (2009) pointed out
the importance of language in the emergence of
entrepreneurial identity and reputation. SME lead-
ers and their employees adopt various communi-
cation styles and tactics that influence both team
cognition in terms of collective knowledge and
skills and team performance in terms of collective
competences. While dealing with communica-
tional issues, SME leaders may help their teams to
appropriately adjust to environmental challenges
by articulating routine- and improvisation-based
behaviors. At the same time, when examining the
discourse of SME leaders, researchers may analyze
the interplay of public and private discourses in
the genesis of enterprise culture, that is, in the
emergence of collective cognition, skills and
identity (Redien-Collot, 2006).

This chapter highlights the importance of
SME leaders--employees as well as employees’
team interactions as major means for anticipating
and dealing with environmental changes. To us,
SME leaders do not have to necessarily follow
a pre-existent roles portfolio to effectively deal
with strategic and managerial issues. Rather,
their specific contribution would be to moderate
existing cognitions and interactions to enhance
the collective ability to respond and anticipate
market changes. In this perspective, solid col-
lective routines are an indicator of an enterprise
where perceptual differences were reduced to the
benefit of shared representations and identity,
whereas the capacity of collective improvisation
may be an indicator of an enterprise where the
two interactional spheres, the strategic and the
managerial ones, were preserved and helped to
develop together.

CONCLUSION

This chapter highlights the main dimensions of
strategy coordination in SMEs and their interac-
tions with the SME leaders’ ability to build col-
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lective cognition and competence. In SMEs, we
think leaders need simultaneously to landmark
routine and to ritualize improvisation. To do so,
they may rely on collective learning processes
that can allow employees to articulate routine
and improvisation behaviors. From a process
perspective, leaders need to nurture the collec-
tive empowerment of employees to help them
coordinate their representations and actions to
face organizational and market challenges. Shared
new representations engage employees toregulate
their perceptual distances and identify common
values in order to better cooperate and coordinate
with each other inside the enterprise.

Atthe same time, SME leaders play a moderator
function in managing collective interactions and
communication so as to ensure that common values
and identity remain flexible and evolve over time
according to both internal and external changes.
Otherwise, the enterprise would not be able to
effectively respond unexpected challenges. Rather
than diffusing or sharing their own alertness, SME
leaders create a collective alertness towards risks
and opportunities (Roberts,2001). This collective
alertness may be involved in the articulation of
individual and collective improvisation in SMEs
contexts. More research is needed to explore
the cognitive and interactional aspects of SME
leadership and its impact on the business’ abil-
ity to deal with environmental changes, to foster
collective performance and to build sustainable
competitive advantage.
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KEY TERMS AND DEFINITIONS

Alertness: Cognitive individual and organi-
zational ability to detect and interpret changes
and opportunities.

Bricolage Leaders: They break free from their
own perceptual gap, thatis an environment change
that they refuse or cannot take into account, and by
doing this they are progressively obliged to deal
with an organizational puzzle by initiating limited
transformations that will ultimately determine
them to break up and elaborate a new strategy
and design a new business structure.

Collective Competences: The ability of a
group to work together to achieve common goals.

Coordination: The ability to moderate team
members’ perceptual distances in order to create
collective cognition and competences.

Mutual Understanding: Individual ability
to represent the mental models of others and
to actively adapt to the coexistence of different
mental models.

Organizational Reflexivity: Organizational
ability to reflect upon its own practices and de-
velop the appropriate approaches to deploy this
reflective ability.

Perceptual Distance: Discrepancies in team
members’ perceptions.



Section 3

Strategic Management in SMEs
by Stage of Development

In this section the key aspects of strategic management in SMEs in different stages of their development
(start, growth, internationalization) are presented, analyzed and discussed. The section starts with inves-
tigation into how even at the start SMEs and entrepreneurs could prepare for strategic development in
the future. The section contributes theoretically (through advancing knowledge on the field of strategic
factors for small business growth and practically) when designing support policies strategically oriented
towards small firms). It also highlights the contemporary issues of internationalization of SMEs, launch-
ing a new model, avoiding shortages of preliminary models of internationalization.
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Chapter 9

Becoming Strategic in
Small Businesses

Colleen E. Mills
University of Canterbury, New Zealand

ABSTRACT

While strategy has been described as a plan or pattern of actions aligned to a conscious intent, it can
also be conceptualised as the deliberate activities those in business engage in to realise a strategic intent.
It is this activity oriented conception of strategy that is fuelling the turn towards practice in strategy
scholarship. This chapter draws on this perspective and the ‘communication as constitutive of organisa-
tions’ (CCO) perspective to explore what is involved in becoming strategic in an active and experiential
sense in a small business. To do this, it uses illustrations from a series of studies of business startup or
restart from the creative, ICT, and construction industries in New Zealand. The empirically-based syn-
thesis presents strategic management in small businesses as a relational process producing a narrative
infrastructure that weaves together episodes of strategy praxis to produce a coherent thread that ‘tells
the firm forward’ (See Deuten & Rip, 2000). The chapter finishes by briefly exploring the implications

of this view for those seeking to become more strategic in small businesses.

INTRODUCTION

Strategy is not merely a plan that “relates the
strategic advantages of the firm to the challenges
of the environment” (Jauch & Glueck, 1988, p.
11) or a “pattern in a stream of actions” aligned
with a conscious intent (Mintzberg & Quinn,
1988, p. 11). It can also be conceived of as the
daily practices people engage in as they respond
to environmental opportunities and challenges
and propel their business forward towards the
achievement of its goals. It is this focus on people

DOI: 10.4018/978-1-4666-5962-9.ch009

‘doing’ strategy that is fuelling the emerging
practice orientation in strategy scholarship (See
Jarzabkowski, 2005; Jarzabkowski, Balogun &
Seidl, 2007; Whittington, 1996, 2001, 2006,
2007). This orientation is directing researchers’
attention away from the firm’s plans and pat-
terned actions towards the interrelated dimensions
of praxis, strategy practitioners, and practices
(Whittington, 2007; Jarzabkowski & Whittington,
2008); in other words, toward people and what
they actually do (i.e., their praxis) in practice and
how this is shaped by and contributes to strategy

Copyright © 2014, IGI Global. Copying or distributing in print or electronic forms without written permission of IGI Global is prohibited.
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practices — “the routines and norms of strategy
work” (Whittington, 2007, p. 1579).

This chapter shows how such an activity-based
notion of strategy coupled with considerations
of the relational and narrative dimensions of
business activity can provide a useful frame for
understanding strategic management in micro
and small businesses' (henceforth called small
businesses). To do this, it draws on the findings
from a range of New Zealand studies of business
startup and restart. These small businesses include
a new pregnancy clothing franchisee (Mills &
Pawson, 2006), 44 emerging designer fashion
businesses (Mills, 2011a, 2011b), eight nascent
entrepreneurs in the ICT sector (Mills & Pawson,
2012), 10 businesses in the devastated High Street
fashion precinct (Ho, 2012) forced to restart after
the 2010-2011 Canterbury earthquakes in New
Zealand (Mills, 2012), and eight trades people who
chose to ‘go out on their own’ in the construction
industry (Stewart, 2008).

While the chapter is informed by studies from
one country, itis written with abroad international
readership in mind. The active and experiential
practice-based perspective of strategic manage-
ment it offers will be relevant to nascent entrepre-
neurs, entrepreneurship scholars and educators,
enterprise support agencies, and policy makers;in
fact, anyone who has an interest in understanding
how strategy occurs in practice from the nascent
business developer’s perspective and how strategic
management can be encouraged.

The chapter is organised around the following
questions:

1.  What do we mean by ‘strategy’ in small
businesses and how can we realistically
study it?

2. How does strategy emerge in practice in
small businesses?

3. What conditions support the emergence of
a strategic orientation towards practice in
small businesses?

4.  How can small business owners use the
perspective presented here to become more
strategic?

WHAT DO WE MEAN BY ‘STRATEGY’
IN SMALL BUSINESSES AND HOW
CAN WE REALISTICALLY STUDY IT?

The word ‘strategy’ and its derivatives are widely
used yet remain ambiguous terms with many
conflicting definitions (French, 2009; Giles,
1991; Hussey, 1994; Ruocco & Proctor, 1994).
In 1988, Mintzberg and Quinn (1988) observed
that the term strategy had been defined in four
interrelated ways: as a plan, perspective, pattern,
and position, yet seven years later he and his col-
leagues observed that first and foremost people
still consider strategy to be a plan (Mintzberg,
Quinn, & Voyer, 1995). It seems that regard-
less of whether people adhere to classical or
more contemporary processual, evolutionary, or
systemic perspectives of strategy (Whittington,
2001), the term ‘strategy’ can still conjure up
images of planning meetings and documents
that identify opportunities and articulate grand
plans and associated tactics for taking advantage
of these opportunities. These images also align
with the dominant view of the startup process in
the entrepreneurship literature, which centres ona
linear design-then-execution framework (Shane &
Venkataraman, 2000; Stevenson & Jarillo, 1990)
or what Baker, Miner, and Eesley (2003, p. 3) refer
to as “design-precedes-execution.”

Such images can be far removed from the de-
liberate day-to-day praxis of nascent entrepreneurs
and new small business owners as they steer their
businesses into the future. Their written strategic
plan, if they have one, may well be gathering dust
onashelfand only integrated into future actions in
so far as it provides a benchmark against which to
measure company activity when financial reports
are needed or applications to funding agencies
like banks and enterprise development funds
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are prepared. It seems that in many small busi-
nesses the strategic plan, if it exists, is unlikely to
become a living document that gets woven into
daily strategic action yet these businesses, it can
be argued, are still operating strategically —in a
deliberate calculated fashion with a long-term
vision in mind.

Strategic action in small businesses can be a
matter of cycles of improvisation and adjustment
in response to changing environmental circum-
stances and market feedback but with an overall
vision in mind. Nascent entrepreneurs and small
business operators typically have a clear idea of
what they want to achieve and why they are in
business but their strategic management is often
emergent (e.g., ‘born’ global small businesses
(Rennie, 1993)), formed in response to external
forces (Mintzberg, 1987), rather than premeditated
and tightly defined. The details of such strategic
management emerge in this interaction between
environment, intentions, and the praxis that cre-
ates the reality of daily business (See Mintzberg,
1987). This observation is synchronised with the
strategy practice (SP) perspective (i.e., strategy
as practice) and its focus on doing strategy and
the practitioners who do it. As part of the wider
field of practice studies, SP requires us to see
strategy and strategic management “in terms of
phenomena that are actually done, as they become
evident in the here-and-now” (Miettinen, Samra-
Fredericks, & Yanow, 2009, p. 1309). By (re)
presenting strategy as a verb, as something the
entrepreneur or business owner does rather than
has (Jarzabkowski, 2004, p. 529), this perspective
resonates with the experience of many nascent
entrepreneurs as they establish their small busi-
nesses, particularly those in the creative industries
(e.g., Mills, 2011a, 2011b).

Designers in the designer fashion industry who
start their own businesses, for example, usually
have a strategic intent but are much less likely
to have a well-developed strategic plan that can
guide them towards realising this intent. This
can be because they do not have access to “the
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paraphernalia of what has been called the strategy
industry” (Mintzberg, 1987, p. 66) and the time to
distinguish and develop strategy at different levels
(i.e., corporate, business, and functional). They
are more likely to be engaged in the all-consuming
detail of everyday operations, particularly if they
are sole-charge owner-operators (Mills, 2011a,
2011b), which is often the case in the creative
industries. Instead of a defined strategy, they tend
to move their businesses forward in an iterative,
experiential manner consistent with their strate-
gic intentions. They become strategic through
experience, through doing business. They create
and develop business intentions, refining the way
they achieve these intentions reflexively as they
act upon them. Birdthistle (2006) suggests this is
the only way to learn to run a small or medium
size enterprise. The following excerpt, elicited
by asking a nascent entrepreneur in the designer
fashion sector the question ““did you start off your
business with abusiness plan?” captures this emer-
gent, practice-based, and somewhat subconscious
approach to strategy:

No not really. It just did [it in] my head. I did a
five year plan at [design school] as one assign-
ment we did, which was partially based on what I
would really like, so it was in the back of my head,
and I looked back at it about four years after I'd
done it, ‘cos [sic] I'd thought I'd forgotten all of
it, and I saw it and I've actually followed through
on everything. I was about, half a year, or a year
late, with everything. But yeah, I couldn’t believe
it. It must have been in my subconscious and 1
actually followed through on it, but no, um, I
haven’t actually done an official business plan
‘cos [sic] I've always meant to but never done it.

Similarly, a participant in a study of emerging
ICT businesses (Mills & Pawson, 2012) revealed
in her enterprise development narrative that she
had a clear vision of what she wanted to do but
that her strategic practice emerged, not through a
pre-emptive plan butrather at the interface between
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her capabilities and the possibilities afforded by
digital media.

I guess I just kept going in that direction [digital
media] and it’s been really easy for me, you know
it’s what I wanted to do. I was always a frustrated
artist, because I always wanted to draw and make
pictures but I can’t do that to make it look how it’s
meant to be. Yeah, well with 3D you can, it’s easy.

Personal capabilities are one of many circum-
stances that the study of nascent entrepreneurs
in the designer fashion sector in New Zealand
suggests shape how strategic intent and praxis
combine. The author had the opportunity to study
another much rarer circumstance — the impact of
an extreme and unpredicted event on strategic
intent and business praxis — when the Canterbury
region of New Zealand experienced a series of
devastating earthquakes between September
2010 and December 2011. The following excerpt
is from an interview with an established small
business owner whose business premises in the
High Street fashion precinct were damaged in the
most devastating of the earthquakes, which struck
Christchurch on 22 February 2011. He was denied
access to these premises for several months as
the central business district in which his business
was located was cordoned off due to the potential
for buildings to collapse and cause further loss
of life. The excerpt provides a very compelling
illustration of how a firm can be conceived as an
open system (Fayolle & Todorov, 2011) with its
strategy created in the junction between circum-
stances, strategic intent, and praxis.

1 think we have kind of [sic], in some ways it feels
like I am starting again, having another oppor-
tunity. Obviously having to set up new stores...
um...We can set the stores up, we can so they
will work a little bit better in the environment
of what we are doing now rather than when we
started the business previously. [...] There’s a
lot of things I'd never thought about before that |

have incorporated in the business. Safety aspects
...um...and...with the differences in population,
a percentage of our customers have left. We are
gaining a lot of new people as well being in dif-
ferent locations, but it is, it is [sic], I am kind of
trying to use it as an opportunity to start again
and do things better.

This excerpt suggests that, in the face of new
circumstances (i.e., new premises, new location,
and new customers), this small business owner
was framing his experiences as an opportunity to
change his practice. His way of talking was a form
of praxis, discursively constructing a strategy that
coupled possible actions to his original strategic
intent in the face of the disaster’s aftermath.

Strategic intent is a notion widely used in re-
lation to large business, referring to the planned
direction (Hamel & Prahalad, 2005) or purposes
the organisation strives to fulfil (Dgving & Goo-
derham, 2008). The small business startup studies
informing this paper suggest we need to be careful
not to assume such notions can be applied to small
businesses in the same way as they are applied
in large businesses. The findings suggest the
strategic intent in small businesses, 