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Abstract

Small Firms Competitive Strategy:

An Exploratory Study of a Sample of Brazilian Companies.

In this study an exploratory investigdation of successful
competitive stratedies for small firms is undertaken. Two main
hypotheses duide the work. Hypothesis I is <concerned with
whether the competitive stratedgy of successful small firms
differs from that of less-successful small firms when these
firms operate within the same competitive environment,
Hypothesis Il is <concerned with whether the competitive
stratedy of the successful small firms differs across droups of

competitive environment.

The analysis is performed over different coapetitive
environment droups obtained by means of cluster analysis and
entails the study and comparison of the small firms competitive
stratedy within and across these droups. This is carried out

with data collected from small firms located in Brazil.

The competitive environment droups identified in this
study vary from more wunstable and 1less competitive to more
stable, fradmented and competitive ones. In all 4roups strondg
differences emerde between successful and less-successful small
firms competitive stratedy emphasis., The differences are more
striking in the 1less stable and less competitive environment
and less so in the more stable and competitive ones. The major
conclusions of this study are that a) Successful small firms
develop competitive stratedies whose emphasis are <consistent
with the prominent competitive environment characteristics and
this distinguishes them from less-successful companies; b)
deneralisations redarding successful small firms competlitive
stratedy should be interpreted with caution; and c) certain
stratedic dimensions appear to be more relevant in certain

competitive environments than others.

Telma Redina da Costa Guimaraes Rarbosa
University of Durham
Hay, 1991
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CHAPTER 1

INTRODUCTION:
THE RESEARCH PROBLEM AND ITS IXPORTANCE

1.1, Introduction

Up until recently dovernmenls and planners over the world
have emphasised the need to promote large-scale investmentls in
order to take advantagdes of economies of scale and promote fast
economic drowth., This stratedy was discharded wmuch to the
nedlect of the small firms whickh would be seen by many as an
indication of economic backwardness and whose <contributions
were redarded as negdligible, Today, with the failure of this
strategy to induce significant improvement in econonic
performance, as has been argdued (Allard, 1983), small firms

are the focus of attention.

The fundamental key to econonmic development in a
capitalist sociely is free enterprising and increasing
concentration of capital and production factors leads 1o
overpowerful monopolies which can disrupt and weaken the basis

of free enterprising.

On the other hand, small firms are fundamental to the
maintenance of a stable market economy. They can provide an
important element of competition which leads to dreater
efficiency and innovation, thus playingd an important role 1in
the londer—-term competlitive process (Dutra and Guagliardi,
1984; Allard, 1983). Further, it has been argued that only
those countries whose small enterprise sector is not simply in
survival conditions butl is a striving and flourishing sector of

the economy, can aspire to development (Wipplinder, 1980).

In Brazil, the small firms seclor plays a considerably
important role in the socio—-economic development of the

country. As will be discussed in chapter Il of this thesis,
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despite the intense process of capiltal concentration and
centralisation and the formation of condlomerates and
oligopolies in the major industrial sectors, the small and
medium-sized enterprises comprise the dreat majority of the
Brazilian manufacturing, and services companies, They
contribute with a very sidgnificant share of total dross
product, employment, salaries and wades and even of taxes
(Rattner, 1984a; Dutra et al., 1986). They are found everywhere
in the country, that 1is, they are nol! concentrated in one
particular regdion, and this contributes to the distribulion of
the economic activitly and wealth throudhout the country. They
can help to mitidgate rural migration toward largde centres and
in the urban areas they can employ those who cannolt be emploved
by the modern manufacturing sector, adainst the expectations of
dovernmental plans (Rattner, 1984a; Dutra and Guagdliardi,

1984).

However, as happens everywhere, whilst a very few
of today’'s small firms may indeed drow and flourish, far
more do not survive for more than a few years. Closer
analysis shows that the Brazilian SHE sector is

characterised by a very high rate of turnover of enterprises: a
high percentage of firms die durindg their first years of
existence and new businesses are formed continuously
(Senai, 1980; Rattner, 1984a). 1[It is argued that out of 10
small and medium firms five fail to survive during their first
five vyears of existence and up to nine cease trading within ten
vyears of start-up (Rattner, 1984b). This situation, however, is
not peculiar to Brazil. In the USA out of every ten businesses
that start each vyear, seven survive the first year, five
survive the third year, and only two survive after the fifth
vear (Franklin & Franklin, 1982). 1In Endland, using the VAT
redistrations as a proxy for birth and death of companies, it
was found that of those who entered the redister during the
vyears of 1974-77, only about 50 percent remained on the
redister for more than five vyears (Allard, 1983) and in
Northern England evidences indicate that more than 3¢ percent
of new manufacturing businesses cease trading within 4 years of

start-up (Storey, 1983).
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Hany economists have theorised on the aspecls related to
small firms survival and also to their decline. Thus, Marshal,
foreseeing the decline of the sector; proposed the "law of
survival of the fittest’” based on the Darwinian principles of
evolution. To account for the small firms thal survived, the
Marshallian theorists proposed lhe principle of ''temporary
existence’. Others ardue that the small firms survive only in a
dependency situation, that is, they would be dependent on, and
subordinated to, the largde capital, or in a situation of
"complement' to the 1larder firms’' market objectives in which
case the small firms would attend marketls which are not vyet
within the interest of largdger firms for any reason. Others
still argue that the survival of the small firms are related to
the economic cycles of expansion and recession (Rattner,

1984a).

While these theories can explain the phenomenon of small
business survival from a macro point of view, they may be
insufficient to explain the probleam from a micro point of view,
that is, from the perspective of an enterprise. Which are the
conditions of successful survival of small firms. What would
duarantee success in each of the situations referred to by the
economists? Certainly, independent of their dependence or
subordination condition, some small firms flourish while others

perish.

From another point of view, for a diven business,
success might be expected to be derendent both on the product,
market and industry characteristics that determine its
competitive environment and on its business/competitive
stratedy (Woo and Cooper, 1982). For the small firms Hosmer
suddests that success 1is dependent on many aspecls,
includind: the owner/managders’' personal characteristics, the
strengths and weaknesses of the enterprise, the business
environment and the ~company’'s management and product/market
stratedies, that is, the way a firm actually competes within

its environment.

In reality, competition, or rather, how to cope with it,



-4-

seems to be amond the dreatest difficulties faced by small
firms., In Brazil, experience has shown that problems directly
related to marketing activities are some of the primary reasons
why companies fail to survive. Amond these problems, difficulty
in facing competition is believed te be the dreatest one.
Fidueiredo (1979), carrying out a follow up study on a droup of
small firms which had been surveyed 13 yvyears earlier (Richers
et al, 1967) found that 43 percent of the companies (63 of
them) had not survived the period. Interviewing a sample of 35
(out of the 43X above) owner-manaders il was elicited that 47
percent of them had not survived due to marketing problems, 39
percent! of which were labelled 1inability to face and overconme
compeltition. Moreover, such a difficulty seems to be present
during the entire life of the survivind small firms, as is
indicated by the results of the enquiries above mentioned
(Richers et al., 1967; Figdueiredo, 1979). Such an experience has
elicited that more than 50 percent of the surviving companies
faced serious problems in compeling especially with the larger
firms. NMoreover, 60 percent! of the surviving companies believed
themselves to be facing a too "strong’ competition from all
firms (Figueiredo, 1979).

Richers, Fidueiredo and Hamburder (1967), workingd witlh 167
small firms of some Brazilian state capitals (Porto Aledre,
Salvador, Sao Paulo) concluded that these firms considered
amond their most pressing problems many marketing related
aspectls: distribution, pricing, quality, competition, market
uncertainties, clients and representatives were all pressing

areas.

Further evidence on the theme 1is given by the resultls of
research work carried out in Brazil and elsewhere, such as,
Ceag-SP (1979); Ceag-RJ (u/d); Dutra et al. (1986); Tinsley and
Arnold (1978); Ford & Rowley (1979).

In the same vein, an investidation carried oul! betlween
1981 and 1983 in Brazil (Durand, 1985) found that in the
textile sector the entrepreneurs who worked as fabrics

producers (weaving) often chandged their business objectives,
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moving vertically onto the chain, becoming, in the end,
retailers of ready-made <clothes. Thus they would do from
weaving to fabrics dying and improvement!, to <clothind and
finally to clothes retailind. The reasons for this, according
to the entrepreneurs themselves, were the fast introduction
and expansion of the larde firms in the sector, which, taking
advantades of more modern, larde—-scale production technolody,
were making it difficull for the smaller firms 1to compete

successfully with their often slower and older production

technologdy.

The foredoing discussion pose the question on the
marketingd and competitive stratedy of small firms. What kind of
competitive behaviour does a successful small firm undertake?
How can some successfully compete in certain marketls (including
oligopolised ones) while others cannot and fail? These

questions become the dJuideline of the present! research effort.

A review of the small firm marketing and stratedy
literature, which will be further considered in chapter 1I1I,
has failed to satisfactorily answer the above made questions.
In fact, it has uncovered a dap in the knowledde regarding both
small firms marketing issues and competitive stratedy. This
limited literature, both in Brazil and elsewhere, in its dreat
part is made up of descriptive, normative text books and
"how-t0'" duides to marketing of all sorts, all of which of an
advisory nature, drawn mostly from the authors’' personal
experience and casual observation. In contrast, empirical
research and investigations on the actual aspecls of marketing

and competitive stratedy of small firms are hard to be found.

In Brazil, very rarely does the literature <contain a
piece of work whose major objective 1is exclusively concerned
with small firms marketind managdement!. Hore <common are works
which emphasise some aspecls of marketind within the deneral
area of small firms manadement., Further, most of what |is
available is concerned with the SME sector as a whole and not

with the small firms in particular (Dutra & Guagdgliardi, 1984).
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In other countries, the overall vpicture is very much the
same, Davis et al., (19835), have carried out a review of leading
scholarly publications and concluded that the subject has been
neglected by markelind academicians. They wrote :"’a review of
the Journal of Marketlind from 1936 to 1983 failed to identify
any titles directed wholly toward marketind and firm-size. A
similar review of the Journal of Retailingd since 1927
identified four small business/marketing articles, two
published in 1952, Even the Journal of Small Business
Managdementl, a journal whose sole purpose 1is to publish small
business articles, published only thirteen research oriented
marketing articles between 1971 and 1983, Other evidence on
the paucity of small firms marketing/stratedy research is
given by Tinsley & Arnold, 1978; Justis & Jackson, 1978;
Jackson et al., 1979; Braaksma, 1983; Kinsey, 1983; and
Stoner, 1987.

Within the small firms marketind sphere, one of the most
nedlected 1issue is that of competitive stirategdy. Little
research has been done which directly addresses the actual
compelitive strategies successful small firms tend to adopt.
Sexton and Van Auken (1982, 1985) have pointed out that very
few empirical studies of small business operations deal
directly with strategdic behaviour. Certainly some authors, such
as Cohn and Lindberg (1974), Brannen (1978) and others, offer a
number of recommendations for stratedies for successful small
firms. However, it is necessary to do a step further and ask
under which <conditions and for what 1types of competitive
environments different recommendations are likely 1to be
effective. This has tended to be neglected and is a dreat
paradox since, as Weitz (1983) putls it, "it is difficult to
imadine a marketing decision which 1is not affected by
compeltitive activitly”. Moreover, as Kinsey (1983) argues,
''clearly, the maintenance of, and increase in employment in the
small firms manufacturing sector in future years will depend
critically upon how effectively their doods are marketed ....
Today there is so much competition that producers must turn to

marketing to attain any dedree of success.”
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The relationship between competitive environment elements
and competitive stratedy has received some attention in the
literature. Research has been carried out to investigate the
best stirategies for different industry/market drowlh stagdes
(Hall, 1980; Hammermesh and Silk, 1979; Harridan, 1980), for
different phase of the product 1life cycle <(Anderson and
Zeithaml 1984), for different states of competition (Silva,
1988) among others. Much of this research, however, has been
done for larde firms and it is not clear how well these

prescriptions apply to small businesses.

Although sometimes largder-firms based knowledde can be
translated to the small firms arena, much of it will be
insufficient to deal with the unique situation and distinct
nature of the small companies (Dandridgde, 1979). Cohn and

Lindberg (1972) support this view and note:

"Managderial competence in small firms is often
seriously diluted by uncritical adherence to
the belief that the principles of management
are applicable in companies of every size ...
Business adainistration |is primarily a
description of the methods that have worked
in larde concerns and has been remarkably
neglectful of the needs of small companies.”

(Cohn and Lindberdg, 1972:1).

These authors emphasise that businesses of varyindg sizes
conduct their affairs differently and must do so if they are
to survive. Certainly, these argduments make a strond case for
the development of small firms marketing and stratedy research.
Many authors point to basic reasons that duarantee the
differences in marketingd and stratedies between large and small

firms, Some of these are:

a) Small firms resource constraints which 1lead to modest, if
any, marketind buddets and distindguishind stratedgies (Davis el

al., 1985; Brannen, 1978).
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b) Small firms product/market objectives, usually related to
small market share and limited, specialised pProduct line, also
leading to different strategies (Davis et al., 1985; Chagdanti
& Chaganti, 1983,

c) Small firms lack of specialised expertise. Frequently they
are not managded by formally trained manaders and that means
their style of manadement 1is probably very different. Most
certainly this hinders their ability to implement complex
strategies (Brannen, 1978; Davis et al., 1985; <Chaganti &
Chaganti, 1983).

d) '""Small firms dependence on, and lack of hold over its
environment, leaves small scale entrepreneurs little scope for
pursuing a stratedy of their own.’” They are probably more
reactive than pro-active taking advantages of the

circumstances. (Braaksma, 1983).

e) "A weakening of the small firm’s marketl', often limited and
specific, 'is more likely to result in its liquidation, whereas
in similar circumstances a larger business is more often able
to survive with a reduction in the personnel.’ This means the
small firm success is considerably dependent on its stratedic

behaviour (Braaksma, 1983).

Concluding, the paucily of research on small firms
marketing and competitive stratedy is by 1itself unfortunate
because it hampers theory development in the markelingd area
(Davis et al. 1985). And diven the dreat number of small firms
in any economy one could say that the competitive behaviour of
the great majority of the enterprises 1is far from being
understood. Moreover, if it is true that dovernments all over
the capitalist world are committed to promoting and assisting
small firms, they are 1trying to do so without completely
understandind a key aspect! of the manadement process within

those firms.
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1.2. A Contingency View of the Study of Small Firms

Competitive Stratedy

To study the competitive stratedy of small firms sonme
important points must be taken into consideration. The first
point is derived from the small businesses characteristics.
These firms are extremely heterodeneous and their functioning
very much dependent on their environment, on one hand, and on
their less-formalised nature, on the other hand. Because of
these factors, it is virtually impossible to deneralise on the
functionind of small enterprises. Every attempt! to do so comes

up adainst a multitude of exceptions’ (Braaksma, 1983).

Second, it has been argued by economists that, in order
to understand the process of survival and expansion of small
firms, it is fundamental that these coapanies are looked at
within the market structures in which they compete, since their
survival and expansion are dependent on their relationship with
other companies within these structures and since the nature of
this relationship is likely to be different in distinct marketl
structures (Rattner, 1984a, Gontijo, 1980).

Third, marketing decision makindg and the selection of
stratedies are contingent activities whose adequacy and
effectiveness depend on a number of factors not only those
internal to the company, but also those pertainindg to tlhe
company's competitive environment (Weitz, 1985; Davis et al.,
1985). As argdued by Porter (1980),

", ..the essence of formulating competitive stratedy
is relatind a company to 1its environment” because
"the xey aspect of the firm's environment is the
industry or industries in which it competes” and
"industry structure has a strond influence in
determining the competitive rules of the game as well
as the stratedies potentially available to the firm'.
(Porter, 1980: 3).

The fourth and last point to be noted regard the need to

consider the level of success of those companies. In other
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words, there is the need to investidate 1the differences
between both successful and less successful companies from the
perspective of their stratedic behaviour. This ardument is
primarily based on the Industrial Orgdanisation Economics’
paradigm which states that market structure determines
companies behaviour and hence stratedgies; and both jointly
determine performance. Also, that once companies have
understood market structure, they, throudh their stratedies,
can potentially chande structural factors in their favour. In
any case, there 1is strond relationship belween industry
structure and stratedies and the higher the consistency between
them the better the performance of the companies [For
completeness of the ardument, it is important to mention that
some authors argdgue that past performance too affects tlhe
stratedic options available to the firmsl. <(Porter, 1981:
615-16).

The need 1to consider strategdies of both successful and

unsuccessful companies seems also to be evident in the

following quotation redardindg the theories-in-use approach

""A theory-in-use approach should also include
unsuccessful practices, 1f, for example, we
consistently found the same principle(s) to be wused
by unsuccessful practitioners we might conclude that
the wunderlyind proposition or theory has been
falsified and we <can rule it out as a possible
explanation of the phenomena we are concerned with.
Additionally, if the same principle appears to be
used in the same way by both successful and
unsuccessful practitioners, we can conclude there are
very likely to be important concepts and propositions
rissingd from our theory which, if present, would
explain why the principle may be true in bolth <cases
but not be associated with the same result” (Zaltman
et al., 1982: 119).

The conclusion which follow from the above argdgumentation
is that to fully understand the competitive stratedies of small
firms it is necessary to take into account, on one side, the
characteristics of the competilive environment, and, on the
other side, the vperformance of the small firms since the
stratedic behaviour of the firms 1is likely to differ in

distinct competitive environment. That is to say that, by
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allowindg for <contindencies in the study of small firms
strategies the pattern which emerde is likely to be more
realistic. The relationship amond competitive environment,
competitive stratedy and performance is further addressed in

chapter 1V,

1.3. Research Objective and Aims

With the above arduments in mind, the present! research
effort is designed to study the competitive stratedy of small
firms with the ultimate aim of <contributing to our knowledde
redarding the marketing/small firms interface in a Developing
Country - Brazil. On the Jdrounds that there are variations in
the compelitive behaviour of small firms according to the type
of their competitive environment, the study aims at
investigating small firms competitive strategies which have
proven to be effectlive against a backdround of facltors which
characterise the nature of the competitive environment! of small
firms. By doing so, it is believed that an important dimension
will be added to the existind knowledde of small firms. This
may be able to contribute both to the formulation and execution
of public policy efforts towards the assistance of small firms
and to the formulation of small firms training prodgrammes and

consultancy schemes.

1.4. Research Stratedy

The research is based on field work carried oul in Brazil
between Audust and November of 1986, Data on company's
competitive environment, competitlive stratedy and performance
were collected by means of interviews with owner-managders of 33
small manufacturing firms and also by means of a structured
questionnaire completed by other 125 companies. These
companies, located in two Brazilian redions namely Zona da Mata

and the State of Parana, were selected from the data base of
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Banco do Brasil, the Brazilian Bank whose role in the
Governmental effort to support the small business sector |js

primary and fundamental.

Subdroups of competitive environmenls are identified by
means of cluster analysis., Cluster analysis consists of a
technique designed to identify 1like objects and classify then
into 9groups. In this research, the small firms are assigned 1to
clusters based on their competitive environment characteristics
so that a particular cluster comprises small firms whose
competitive environment profiles are similar. Further, within
each droup of competitive environment or cluster the small
firms are classified as successful or less-successful companies
and their competitive stratedies, measured alond a number of
dimensions, are compared one another. Finally, a comparison of
the competitive stratedy of the successful small firms across

droups of competitive environment is carried out.

The analyses reveal that the competitive stratedy of the
successful small firms differs substantially from that of the
less-successful firms in each dgroup or <cluster. Further, the
successful firms are distinduished from the less-successful
firms by their highly consistent stratedies whose competlitlive
emphasis are very consistent with the competilive environment

predominant characteristics.

1.5, Outline of the Thesis

The structure of the thesis follows the outline in the
Table of Contents. Chapter Il examines briefly the backdground
context of the thesis, that 1is, the Brazilian small and
medium-sized enterprise sector. Il comprises such issues as the
formation of the sectlor, the criteria to classify businesses
according to size, the role of the sector in the country’s
economy and the dovernmental and institutional assistance
effort.

Chapter Ill reviews in detail the literature on small
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business marketingd and competitive stratedy. The review leads
to two major conclusions. Firstly that current research 1is
limited and offers conflictingd views on the actual competitive
behaviour of small firms. Secondly, since the relationship
among competitive environment, competitive strategy and
performance has been much negdlected by current research, these
conflicling views might be an indication that in reality there
are conditions which mitidate against the favourable effect of
recommended success factors on performance. The chapter
concludes by summarising the most important success factors as
predicted by the theory and confirmed, or not-confirmed by

empirical investidations.

In order to develop the conceptual framework of the
thesis, chapter IV examines in detail the theoretical
foundation of the relationship between competitive environment,
competitive strategy and performance drawing from
considerations based on four major research streams:
ordanisational behaviour theories, industrial ordanisation,
stratedic management and marketing. The conceptualisation of
the competitive environment draws heavily from Porter's (13980)
five competitlive forces framework. This has been seen as the
most! comprehensive way of approaching a company’s competitive
environment and the chapter considers its applicability to the
small firm sphere. Then, competitive stratedy and their
dimensions are defined. The charpter concludes by formulating

the hypotheses of this study.

Chapter V addresses the research methodology. Within this
it discusses the issues of operationalisation of the major
concepls and examines the issues and argdguments behind the
choices of research sites and strategy adoptled for the field
work. In-depth interviews were held over three months with 33
small firms in Z2ona da Mata, Brazil, of which 28 were usable,
Then, based on the feedback from the interviews, a
highly-structured questionnaire was designed and mailed to
other 330 enterprises located in Parana, a Brazilian State. Of
these 125 companies replied. In the event, the chapter also

addresses the topic of methodolody of data analysis and the



_14_

choice of the statistic technique of cluster analysis.

Data analysis and findingds are presented and discussed in
Chapters VI and VII. Chapter VIl addresses the survey data, the
substance of the thesis, and chapter VIl addresses the
interviews. Data are analysed by means of cluster analysis and
other techniques as contained in the computer-based Statistical

Package for Social Science, in its version X (NIE, 1983).

Finally, chapter VIIl concludes the thesis. The major
conclusions are, firstly, successful small firms develop
competitive stratedies whose emphasis are consistent with
prominent competitive environment characteristics and this
distinduishes them from less-successful small firms. Secondly,
recommendations regarding successful small firms compelitive
stratedy should be interpreted with caution. Lastlly, certain
stratedic dimensions appear to be more relevant! in certain
environments than others., The remainder of the chapter appraises
the work and addresses the issues of major limitations of the
study and implications for theory and future studies and

research.
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CHAPTER 11

BACKGROUND CONTEXT OF THE THESIS

SMALL FIRMS IN BRAZIL

2.1. The SME Sector’s Characteristics and Statistics

Historically the Brazilian small and medium-scale
enterprises (SMEs) have existed ever since the bedinnind of the
industrialisation process, but it is from the 1950s that their
present position and role in the Brazilian industry structure

start to take shape.

Durind the 1950s the federal dovernment embarked on a
series of measures aimed at consolidating the up-to-then
incipient durable consumer doods manufacturing industry. By
means of all sort of incentives and benefils, foreign, larde
corporations were attracled. The development! of the durable
consumer doods manufacturing industry, in turn, stimulated the
production of capital doods and industrial inputs, thus
diversifyind considerably the Brazilian manufacturing sector

(Senai, 1980).

The industrial development led to the development of both
the trade and the service sectors, and was characterised by a
process of capital concentration, firm size 1increase and
production activity diversification. The capital concentration
was accompanied by, on one hand, a progdressive decline of the
SHEs whose products competed directly with those produced by
larde companies, and, on the other hand, by the proliferation
of SMHEs as subsidiaries or satellites to the lardge companies in
virtually all industry sectors. These are SMEs which would
emerde to dgive support to the larde scale sector, vertically
intedgrated to it as suppliers of the necessary intermediary

materials and SMHMEs which complemented the activities of the
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larde enterprises by attendingd markets unoccupied by the large
companies (Senai,1980; Tsukamoto and Koike, 1986; Rattner,

1985; Thorstensen, 1983).

In other words, the industrialisation and economic

development model adopted durind the 1950's and following

decades - particularly during the 1968/73 period, the
"Brazilian miracle vyears"” characterised by considerable
economic dgrowth and expansion - determined the present national

industry structure both in terms of the relative participation
of small, medium-scale and larde firms in the country econonmy
and in terms of the way the SMEs relate to the larger ones - a
dependency relationship accordingd to many (Tsukamoto and Koike,
1986; Senai 1980¢; Rattner, 19853). That 1is, the smaller firms
would depend on larder ones for duaranteed markets, technology

developmnent and financing (Gontijo, 1980).

The present Brazilian SME sector has then been
characterised as resultindg from the capitalism development
process 1itself, where the smaller companies emerde and
disappear continuously. That is, it is a sector characterised
by a hidh rate of turnover of businesses in a constant! movement
of birth and death of businesses. In this way the SMEs sectlor
has withstood the <capitalism evolution into the present

concentrated olidoprpolistic industrial structures (Senai, 1980).

To study the small and medium-scale enterprise sector in
Brazil it is necessary to comment on the diverse criteria wused
to define these businesses. As in other countries, this is not
an easy task since the related literature brings in a plethora
of criteria to measure the dimensions of a business or

Production unit.

Those criteria often chande according to many aspects,
for instance, the ultimate objective of whoever is trying to
define the small and medium-scale businesses, the institutions
or agdency coordinating supporting Progdrammes, policies
objectives and available means of implementing those policies

and according to business sector (Senai, 1980).
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The criteria may be drouped under the headings of
quantitative, qualitative and mixed criteria. The quantitative
criteria tend to be the most commonly used, diven that they are
always easier 1o be worked with. On the other hand, most of
these criteria, which are of an accountling nature, cannot be
trusted substantially for two reasons: The smaller
entrepreneurs tend to underestimate their accounts in order 1o
pay less taxes and the permanent inflation rates erode the
monetary significance of those criteria (Dutra & Guagliardi,
1984; Rattner, 1983).

The qualitative criteria are merely descriptive statements
on SNE characteristics, referring basically to their
administrative and ordanisational structure and manaderial
style. While these criteria, if <considered together, can
identify a SHE in the universe of firm sizes, they are not easy
to be operationalised and, hence, not frequently used. To
minimize this, they are often used todether with SOme
quantitative criteria - the mixed criteria (Dutra and
Guagliardi, 1984; Rattner, 1985).

For instance, financial institutions and adencies
frequently make use of various quantitative indicators 1to
classify firms into size groups. These are investment indexes,
turnover, dross sales and income values, fixed assels,
production value, net asset wvalue, etc. Other institutions
prefer more qualitative criteria such as management style,
lack of ordanisational complexity, lack of specialised
manadement, etc (Senai, 1980), Low ratio of employed labour
per capital wunit, lack of, or minor dependency on external
sources of technolody are also criteria used to define a small
and medium-scale firm in BRrazil (Senai, 1980; Dutra et. al.,

1984; Rodrigues, 1979).

Generally speakingd, however, the number of employvyees is
the most commonly used criterion, either on its own or combined
with other indicators. Thus, according to many, including the
Fundacao Instituto Brasileiro de Geogdrafia e Estatistica

(FIBGE), a Brazilian dovernmental institution which carries out
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the census and provides statistical data, in the manufacturing
sector, a small business 1is defined as one with uvup to 99
employees, a medium-scale firm is one employind between 100 to
499 and a larde firm one with more than 500 employees (Dutra
and Guagliardi, 1984). However, there is, apparently, a lack of
consensus redardingd the establishments of the size limits. Some
authors, while agreeing wilh the definition of a small firm,
prefer to define a medium-scale business as one employing
between 100 to 2350 people and a larde firm employing more than
250 (Silva, 19785 Barros, 1978), Recently, enterprises
employing up to 19 people have been denominated very small,
micro or mini businesses (Dutra and Guagdliardi, 1984). In the
trade and service sectors, a firm employingd up to 9 people is
classified as very small firm, one with between 10 to 49 peocple
as small firm, one with between 50 to 99 as medium-scale firm,

and a larde firm is one with over 100 employees (Cebrae, 1984).

In this thesis, which is concerned with manufacturing
firms, a quantitative criterion is wused in conjunction with a
qualitative criterion to define a small firm. This 1is a
company with between 20 and 100 workindg people, including
owner-managders, which 1is ledally independent and does not
pertain to a droup of companies or enterprise system, so that
the decisions are denuinely made by the owner-managders. This
definition is considered in detail in the chapter of research

methodology.

No matter which criterion is used 1to classify the
enterprises into size 4groups, the Brazilian small business
sector share in total number of establishments, employment! and
output in any business sector is always outstanding. Usindg a
very broad definition, the SHEs todether account for over 99
per cent! of existind establishments, over 83 per cent of total
employment and over 79 percent of national product! in the three
business sectors, namely, manufacturing, trade and services
(1980 data) (Cebrae, 1984). In the manufacturindg sector alone,
the SHMHE sector accounts for over 99 per cent of total
establishments, over 80 per cent of total employment and 73 per

cent of the output value., In the trade sector the figures are
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99.8 percent of the total establishments, 92.5 per cent of
the employment level, and 88 per cent of the sector income
(Cebrae, 1984). 1In the service secltor, these enterprises
account for over 99 percent of number of establishmenls, over
79 percent of employment and over 70 per cent of the sector

income (table 2.1),.

TABLE 2.1: Relative participation of the very
small, small, medium and largde firms
in the manufacturing, trade and
service sectors.

Manufact. Trade Service
Very small EST(%) 80.50 94.5 95.68
firms ENP 19.24 61.0 55.39
oP 8.20 31.8 37.77
Small EST 14.94 3.0 3.79
firms EMP 26.68 23.6 18.62
OP 22.0 45.8 24.80
Nediunm EST 3.98 0.3 0.31
firms ENMP 34,24 5.9 5.62
oP 42.90 10.4 8.34
Large EST 0.50 0.2 0.22
firms EMP 19.84 7.5 20.37
oP 26.90 12.0 29.09

Source: (Cebrae, 1984).
(¥) EST = number of establishments, EXP = level of
employment, OP = ocutput value.

As in other countries, the bulk of the attention on the
SHE sector in Brazil is focused on the manufacturing sector.
Thus, in 1970, accordind to census datas more than 90 per cent
of the manufacturing establishmenls were <classified as small
businesses (including very small or micro businesses ),
employing up to 100 people (Dutra and Guagdliardi, 1984). Ten
years latter, the situation had not chanded much; the sector
now representingd 93 per cent (table 2.2) of the total number of
establishments, whereas the medium-scale firms sector
represented 3,98 per cent and the larde firms sector about 0.5

per cent,

Tables 2.2 and 2.3 demonstrates clearly the importance of
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the Brazilian SME sector, mainly as a powerful source of Jjob
opportunities, This sedgment was responsible for aboul 70 per
cent of the total manufacturing employment in 1970 and aboutl 80
per cent in 1980, the bigdgdest employer being the small firm
sector which also presented a considerable increase in its
share of employment in a time when the large firm sector
actually had 1its share substantially decreased. Besides the
SME sector had a significant participation in total output
value in both 1970 and 1980.

TABLE 2.2: Relative participation of the small,
medium-scale and largde firms in the
total number of manufacturing
establishments in 1980.

No. of Share of total
Classification of employees establishments
(X)
Small firms 1 - 99 93.00
Medium-scale 100 - 499 3.98
Larde firms 500 and over 0.50

Source: FIBGE, 1984

Note: Including the mineral extraction industry but
not including the establishments for which there was
no information on number of employees.

TABLE 2.3: The position of the small, medium-scale
and larde firms in the manufacturing
employment and output value in 1970 and

1980.
droups share of employment share of output value
1970 1980 1970 1980
(X) (X) (X) (X)
Small 34.9 45.92 29.6 30.20
Hedium 35.2 34.24 36.0 42.90
Largde 29.9 19.84 34.5 26.90

Sources: FIBGE, 1984; Dutra and Guagliardi, 1984;
and Cebrae, 1984.
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The performance of the SHE sector becomes even more
cutstanding when it is borne in mind that the period starting
at the end of 1973 was one of moderate economic rates and

sometimes of economic recession (Senai, 1980).

The Brazilian SHE sector 1is also strongdly represented in
the number of establishments and total employment level of
virtually all manufacturing sectors, the most important ones in
terms of level of employment! beind furniture makingdg; timber
processing; plastic doods and leather doods industries (table
2.4), Other important SME industries are drinking industry,

food processind, printind industry, pulp and paper (paper

TABLE 2.4: The SKE sector in the manufacturing
sector according to industries.

Industry Establishments Employment
(X) (X)
Furniture 99.4 99.0
Timber 98.0 96.7
Plastic doods 99.0 91.7
Leather doods 98.4 71.2
Drinking 94.0 89.0
Food processing 97.0 88.0
Printing 98.9 87.8
Paper processing 98.0 86.4
Pharmaceuticals 97.8 835.0
Chenicals & Fuels 97.0 83.4
N-metal minerals 93.0 82.7
Hechanical eng. 98.4 78.6
Clothing & footwear 98.7 78.0
Textiles & fuels 97.4 77.3
Soaps & Toiletry 98.5 77.2
Rubber industry 98.6 5.0
Metal manufacture 98.3 735.2
Electric engdineer. 97.3 67.4
Transportation dds. 96.7 48.2

Sources: FIBRGE, 1984; Tsukamoto and Xoike, 1984,

processing), pharmaceuticals, chemicals and fuels, non-metal
minerals, mechanical engdineering, clothing and footwear,
textiles, soaps and toiletry, metal manufacture, rubber
industry, electric endineering and transportation doods. It is
important to note that, contrary to what is denerally believed,

the importance of the Rrazilian SME sector, up to <certain
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limit, does not depend on the dedree of complexitly and
modernisation of the industry, being well represented nol only
in the so called traditional sectors such as furniture making,
food processingd and clothing, but also in the more modern
sectors such as electiric endineeringd, mechanical endineering

and chemicals and fuels (Senai, 1980).

The SHE sector has a predominant participation in the
economy of each Brazilian deodraphic redion, redardless of the
redions’ level of economic development., Tables 2.5 to 2.7 below
illustrates this, Table 2.5 shows the participation of the SNE
seclor in the redions’ manufacturing industry 1in 1973. Table
2.6 shows the participations of the small firms alone and table

2.7 shows the shares of the medium-sized firms.

TABLE 2.5: Relative participation of the SHE sector in the
Brazilian redions’ manufacturing industry.

Industry Brazil Redions (X)
(X) N NE SE S W

EstX Extraction 96.9 100.0 97.4 96.8 96.1 98.4
Manufact. 97.7 98.0 97.4 97.7 97.8 98.4

Emp Extraction 59.7 100.0 59.6 71.2 67.3 100.0
Manufact. 70.1 67.3 70.7 67.7 78.4 98.1

Va Extraction 50.8 100.0 59.0 74,1 82.5 100.0
Manufact, 63.2 77.1 67.0 36.4 6.9 97.6

Source: Senai, 1980.

Note: The difference between 100 per <cent and the
percentades on the table are due to the participation of
larde firms and to establishments with no employees.

(%) Est = number of establishments; Emp = level of
employment, Va = value added.

With respect to number of establishments, the SMEs
dominate the redions’ economy (table 2.5). This sector is the
leas! represented in the extraction industry of the Southern

Redgion, with 96.1 percent of all establishments. It is
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important to note that throudhout these tables, the difference
to 100 percent is due to both larde enterprises and
establishments with no employees. 1In each redion, the dgreal
majority of the establishments are small firms (table 2.6). In
fact, the narrower the company’'s size limits, the dgreater the
company’'s share in total number of establishment. The small
firms (up to 99 employees) contribute with at least 4/3 of the
redions’ number of establishments, except! in the extraction
industry of the North Redion (55.6 percent). Within this droup
of firms, and not shown in the tables, the small firms with

less than SO employees have the dreates! share in each redion,

TABLE 2.6: Relative participation of the small businesses
in the redions’' manufacturing industry.

Industry Brazil Redions (X)
(X) N NE SE S W
Est Extraction 91.7 55.6 93.9 92.3 84.6 95.2
Manufact. 89.7 91.0 90.6 88.9 91.0 95.8
Emp Extraction 33.7 7.3 42.0 44 .6 19.2 56.8
Manufact. 34.9 33.9 33.5 32.2 44 .8 72.3
Va Extraction 17.0 5.5 29.2 27.6 - -
KHanufact. 27.1 38.3 28.6 20.5 40.4 65.6

Source: Senai, 1980,

The SMEs are responsible for at least 2/3 of the redions’
employment (table 2.5), except in the extraction industry of
the Northeast Redion where the sector’'s share is 59,6 percent,.
It is worth notind that the less important role played by the
SHE seclor in the extraction industry is due to the presence of
PETROBRAS, a larde, dovernment-owned oil company. Adain, the
small firms shares in employment tend to be dreater than the
medium-sized firms'. However, while the small firms share in
employment tend to be smaller than their share in the number of
establishments, the medium-sized firms share in employment is
consistently larder than than their share in number of
establishments throudhout the regdions (table 2.6 and 2.7).
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2/3 of the redions'’

of the extraction indusiry of

The SHEs contribute with at least
value added with the exceptions
the Regdion (39 and the
industry of the Southeast (56.4

medium—-sized firms tend to contribute more than the small firms

manufacturing
The

Northeast percent)

Redion percent ).

to the regdgions’ value added, and the participation of the
medium firms in the redions’ value added tend to be dreater
than their share in employment, This implies that the
medium-sized firms achieve a dgreater productivity index
(output value/employment) than the small firms,.

TABLE 2.7: Relative participation of the medium - scale
businesses in the redions’ manufacturing
industry.

Industry Brazil Regions (X))

(X) N NE SE S W

Est Extraction 5.2 44 .4 3.5 4.5 11.5 3.2

Manufact. 8.0 7.0 6.8 8.8 6.8 2.6
Emp Extraction 26.0 92.7 17.6 26.6 48.1 43.2

Manufact. 35.2 33.4 37.2 35.5 36.6 25.8
Va Extraction 33.8 94.5 29.8 46.5 - -

Manufact. 36.1 38.8 38.4 35.9 36.6 32.0
Source: Senai, 1980.

The foredoind has 1illustrated the importance of the
Brazilian SHEs for the country economy and welfare. No doubt,
the Brazilian SME sector has playvyed an important role in job
and wealth creation up until the end of the seventies. During
the last decade, however, the Brazilian economic crisis has

worsened considerably.
decreased also considerably - by 11 per cent
81-83. During
decreased 20 per
cent and the manufacturindg output decreased 15 per cent.
the 1980s,
production in an attempt
export coefficient went from
in 1984,

cent

the period

cent,

Brazil started

The dross national product per head has

exportindg most of its
to pay for its
14.4 per cent in

Internally the uncontrollable and extremely

during the period

of 80-83, the level of employment
the income per head decreased 10 per
During

manufacturing
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rates of inflation have worsened the environment! uncertainty

conditions (Tsukamoto and Koike, 1986; Rezende, 1984).

Given these recessionary conditions, it is sudgdested that,
from 1980 the SMEs have been facing serious difficulties. The
environmental uncertainty with the constant chande in the
economic rules are said to be threatenind the survival of many
small firms, diven their wvulnerabilitly in times of economic
crisis., It is argued that many of them have disappeared, others
have entered the ’’black economy’” or informal sector (Tsukamoto
and Koike, 1986). However, at the time of writing of this
thesis there was no more recent! statistics available so as to

derive an up~-to~-date analysis of the sector.

2.2. Small Business Assistance in Brazil

Official interest in the SHE sector has only recently been
intensified. Although it is found in the literature information
on dovernmen! prodrammes concerned with the small and medium
enterprises dated from the early 1960s (Cebrae, 1979), it is
only from the 1970s that dovernment attention has been widely
focused on the SHE sector especially after the foundation of
the Centro Brasileiro de Apoio a Pequena e MHedia Empresa -
CEBRAE (Pereira, 1977). From that time the development! of the
SNE sector, that is, its growth in terms of number of firms,
employment and output value, has been seen as necessary to the
country'’s oOwn economic development. Such a dovernment
philosophy underlined both the Second and the Third National

Development Plans where the SME sector was redarded as able to:

. Diminish redional unbalances; H
]
1

. Promote a more edalitarian income and other

economic development benefils distribution;

. Increase level of Jjob opportunity supply
and productivity; N
. Help curdb inflation (Senai, 1980). H
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Accordind to dovernment statements, the development of the
SME sector is fundamentally dependent on the increase of itls
productivity. Such a belief underlines the action taken by
official support bodies which concern themselves wilh the
modernisation of the assisted SMEs. This aim is soudht through
the supply of managerial assistance based on modern managdement
methods and techniques and of financial assistance destined to
ease the acquisition of modern production equipment and
machinery. (Banco do Brasil, 1977, 1980, 1982; Abme, 1983
Diniz and Boschi, 1979).

On the light of these broad objectives, the Brazilian SME
support! is undertaken by a series of institutions and agdencies
which are mainly dovernmental bodies and can be seen as
composed of two major partls, illustrated in Exhibit 2.1.
Firstly, that concerning the provision of finance and credit
assistance by the dovernmental banks. These banks are the Banco
Nacional de Desenvolvimento Economico e Social (BNDES) and 1ts
states representatives, concerned with the economic and social
development of the country; the Banco do Brasil (BB), a major
dovernmental commercial and agdricultural bank; Banco Central do
Brasil (BCB), the Brazilian federal bank; and Caixa Economica
Federal (CEF), a major savinds bank which also helps to
implement the dovernment! housing programmes. The other part is
composed of instruments to provide technical and manaderial
support which is delivered mainly by the Centro Brasileiro de
Assistencia Gerencial a Pequena e Media Empresa (CEBRAE) at the
national level, At the state level, assistance is delivered via
CEBRAE's state representatives, the Centros Estaduais de Apoio
Gerencial a Pequena e Media Empresa (CEAGs) (Pereira, 1977).
These two parts interacls one another and the provision of
finance assistance is regarded as a means to channel technical
and managderial assistance (Senai, 1980; Banco do Brasil, 1980).

These two parts are addressed in the next! paradgraphs.

The first dovernment measures to assist the SME sector
were of a financial nature. The national network of development
banks, the BEBNDES and 1its state representatives, became both

suppliers and distributors of this kind of assistance which



Exhibit 2,1 Major Brazilian SHE promotion institutions

agents

Trpe of l Institutions : Institution} Hajor : Sectors
assistance : name : structure } activities { assisted
| | | |
] BNDES | National | Financing of investments, |
I ) | office | fixed assets, premisses, |
| Nacional Development Bank |  and | . | Manufacturing
| an | State | Lower interest rates to |
: State Development Banks : agents : SMEs in backward areas, !
| | | |
! BB | National | Financing of SMEs working | Agriculture
| | office | capital; Credit lines to | Manufacturing
| Bank of Brazil | and | nicro fires; Export credit| Service and
| I City | programses; Lover interest!| Trade
| (commercial bank) | branches | rate to SMEs in backward |
FINANCE I : : regions, :
| | | I
| | | I
AND | | | Beternines and commands |
| BCB ] ) | the introduction of small |
CREDIT | . | National 1 firms special credit I Agriculture
| Brazilian Federal Bank |  level | programmes; Financing of | Manufacturing
| ) | only | agricultural production | Service and
| (commercial bank) | | and rural cooperatives; | Trade
| | | Financing of SMEs working |
| | | capital |
| ] | I
| — |
| CEF | National 1 Financing of SMEs working | )
| | office | capital; Credit lines to | Manufacturing
i Federal Savings I and | sicro fires; | Service and
| , I City | Special credit lines to | Trade
| Bank of Brazil | branches | micro business; I
: : : Special interest rate :
| | | |
|
| CEBRAE | National | Coordination of the I )
| (Small fira agency) | office | national SME promotion | Manufacturing
| I and | effort; | Service and
I and | State | Consultancy; Counselling; | Trade
| | agents | Managerial training; I
= CEAGs } : Courses; research, :
| | ! 1
| | i o i
| CNI | National | Manpover training |
| (Manufacturing trade | office | Consultancy, | ]
HANAGERIAL | association) | and | Counselling, | Manufacturing
| an | State | Courses, !
TECHNICAL : CANPIs I agents : Research, l
| | I I
| | | I
AND | | National | o I
| _ SENAI i office | Manpower training, I )
TRAINING | (National Manpower | an | Counselling, | Manufacturing
| traiming organisation) | State | Courses, Research, |
| | agents | |
| | I I
| | | |
| | | I
| _ SENAC | National | I
| (National Manpower | office | Manpower training, | Trade
| training organisation |  and I and | and
: and trade association) : State } Courses, : Service
| I | I
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consisted mainly of special interest rate financing to cover
both investment on fixed assetls and on working capital. Within
this, a prodramme entitled Fundo de Financiamento a Pequena e
Media Empresa - FIPEME - was created. This pioneer initiative
was a fund to finance the the Brazilian small and medium-scale

enterprises and had the following objectives:

i » facilitate the participation of the SHEs into |
' the development! process of the country; '
i . boost SMHE export actlivities; '
i . diminish redgional and sectorial unbalances of |
: the Brazilian economic development. (Barros, |
' 1978; Senai, 1980). :

The prodramme comprised the financing of fixed asset
destined to establishment or expansion of small and
medium-scale manufacturing enterprises, and the supply of
duarantees so that the company was able to obtain credit,
rainly from foreign institutions, for the acquisition and
fitting of equipments and machinery, for premises construction
and for obtaining technical assistance. Nowadays, the schenme
scope is not as wide and does not cover all the manufacturing
sector (Senai, 1980).

Presently the BXNDES runs 4 major exclusive credit
progdrammes for the financind of the SME, with some focus on the
very small firms. Almost always the credit benefitls are
directed to manufacturing firms and investment in fixed assets.
Also, as a Development Bank, BNDES favours SHEs 1located in
less developed areas of the country. These enterprises also
benefit from credit at lower interest rates than those of other
areas. The BNDES runs other financing prodgrammes but these are

not exclusively concerned with the SME (Barros, 1978).

The Banco do Brasil (BB), an important bank operating as a
commercial bank and as promoter of national adgriculture and

exportls, established its first SME special credit prodramme in
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1963 which was followed by a second one in 1965 (Cebrae, 1979).
In addition, in 1980 BB <created a special SHMHEs assistance
prodramme known as MIPEM (Sistema de Apoio Intedrado as Micro,
Pequenas e Medias Empresas). This prodgramme entailed the
provision of manadement consultancy and counselling to
prospective clients whose needs of extra external financing
were deemed by the bank a result of weaknesses 1in any
manadement area. (Banco do Brasil, 198¢; 1985). At present, BB
offers many special lines of <credit to micro, small and
medium-scale firms of either sector: manufacturing, trade,
services or agdriculture, Some of these lines of credit are
concerned only with firms located in backward regdgions (Banco do
Brasil, 1980; <Colin, 1979), whose enterprises benefit fronm
lower rates of interest. In 1982, the SHEs assisted by BB
represented 90 per cent of 1its total number of clients (RANCO

DO BRASIL, 1982).

However, it is not the amplitude of BE's financing
assistance that places the bank 1in such an ocutstanding
position. With its numerous branches all over the country,
including very small towns, BB is able to take assistance to
areas where other institutions cannot reach. Frequently the BB
branches are the only available credit and information source
to many firms in remote areas. The knowledde of the local firms
that the bank’s local branch clerks develop place them in an
advantageous position redarding the allocatign of the wvarious
lines of credit to firms needs. And by helping the small firms
located in remote areas, EB plays an important role in the
dovernment'’s major social objectlive: the creation of job
opportunities in backward areas and the reduction of migdgration

to larder urban centres (Banco do Brasil, 1982).

Another important institution in the Brazilian SNE
financing assistance is the Brazilian federal <central bank -
Banco Central do Brasil (BCR) - which carries out a twofold
task, First, as the redulator of the national financial system,
BCB determines and commands the introduction of special SNE
credit lines in other banks. Some of the credit lines run by

financial institutions mentioned in this section were
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established as a result of BCB's redulations (Rumos do
llesenvolvimento, 1984). Second, it is a supplier of credit to
SHEs, usually to fund working capital (Colin, 1979).

The Caixa Economica Federal - CEF - is another dovernment
institution which caters for the financingdg of small firms, but
again it 1is not solely a SME assistance institution. Among
other prodrammes, the CEF implements the Prodrama para
Atendimento Especifico as Microempresas Nacionais - PANXICRO,
which is a prodgramme specifically concerned with the very small
firms of the country. Besides offering easy term credit, the
prodramme comprises the provision of bank dJuarantees (Senai,
1980),

The supply of financial assistance, it is ardued, led to
the need for instruments destined to offer technolodical and
manaderial assistance in order to tune <the SMEs 1to the
requirements of the financingd institutions. Thus, the most
important Brazilian SHE institution - Centro Brasileiro de
Apoio a Pequena e Media Empresa (CEBRAE) was founded in 1972
(Cebrae, 1979; Senai,1980). A nonprofit orgdanisation CEBRAE
provides business consultancy, managderial training,
subcontracting, credit and information exchande to very small,
small and medium-scale firms in any sector of the economy -
adgriculture, manufacturing, trade and service (Tsukamotso and
Koike, 1986; Rattner, 1985; Cida, 19835). CEBRAE also
coordinates and evaluates the national, state and local SNE
prodrammes which are implemented by CEBRAE’s state branches
known as Centros Estaduais de Apoio Gerencial (CEAGs) in every
Brazilian state (Cida, 1985; Senai, 1980). CEBRAE and CEAGs
also carry out studies and research on the field of SHE for
both CEBRAE and dovernment decision makingd process (Pereira,

1977).

The Confederacao Nacional da Industria - CNI - is another
institution providing technical and manaderial assistance to
SMEs. It is a major trade association focused on the
manufacturing sector. The implementation of CNI’'s progdrammes is

undertaken by, on one hand, SENAI - Servico Nacional de
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Aprendizadem Industrial - a 1lond established institution with
national and various state representatives, whose main
objective is the training of manpower throudhout the country.
On the other hand, CNI's SME assistance is carried out by the
Sistema Nacional de Assistencia a MHedia e Pequena Industria -
SANPI. SAMPI comprises a central body known as DAMP1
(Departamento de Assistencia a MHedia e Pequena Industria)
which plans and coordinates all the SAMPI activities, and state
representatives, known as CAMPI (Centro de Assistencia a Hedia
e Pequena Empresa Industrial). Through such system CNI provides
manpower trainind, technical and manaderial assistance and
advice besides carrying out scientific studies on the field and
promotingd seminars and debates with the entrepreneurs (Gazabini
Filho, 1981; Senai, 1980; Campi, 1982),

It is important to mention that the allocation of the
federal dovernment SME assistance to the different states and
redions has always been duided by two aspecls: first, the level
of development! of each redion, in order to accomrplish the
ultimate objective of reducing redional unbalances; second, the
existence of structured mechanisms of SME assistance in each
state, which contributes to the proliferation of state
representatives of the national bodies and to the foundation of
many institutions catering for redional development (Senai,
1980).

The foredoind discussion concentrated on the major
Brazilian institutions for the promotion of the SME sector.
Apart from them, other institutions operate throudhout the
country to offer assistance at the national, regdional, state
and local levels. Host of these institutions, however, are
multipurpose ordanisations and not concerned solely with small
and medium-sized companies. A sample of these institutions 1is

presented in exhibit 2.2.

Finally, the Brazilian SME assistance effort involves a
number of extremely local schemes run by city dovernments and
sometlimes by private bodies. Outstandind in this respect is the

role of the dovernment of the Parana state capital - Curitiba,
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which runs a number of locaj prodrammes, some of which are

exclusively concerned with very small firms. One of such

prodrammes, known as Prograpma Nosso, aims at promotling the

local micro manufacturing firpg’g products helpind them to sell

to local larde retail firms, department stores and

supermarkets. The ©Pprodramme also provides information and
advice on purchasing, production, Pricing and
commercialisation. The local dovernment, thus, functions as a

marketing adency to the very small firms (Zokner and Groff,
1983).

Exhibit 2.2: Other Brazilian SME assistance institutions

| | | |

: Level = Institutions : Hajor Activities ‘ Sectors :
| | | - - | |
| | FINEP | Sepecial credit programmes | |
| | (A sovernsental developaent | to the purchase of sachinery!l Manufacturingl
: } agency) I and equipsent : :
| | BRH | ) ) | Building |
| I(Governwental housing prograsse | Special credit programses | |
| | planning institution) | | Industry |
INATIONAL | | { - |
| | EMBRATIR | . | Tourisa |
| | (Governaental tourisa industry | Special credit programses | |
: l promsotion agency) } = Industry :
! | . CNC | HManagerial counselling | I
| I (Mational association for | and o I Trade 1
= = the trade sector) = Manpower training : =
| ] | | |
| | i . . | |
| | . | Technical assistance; | o
| ] Regional Development | Managerial training; | Manufacturingl
IREGIONAL | Superintendencies | Construction of industrial | Trade |
| | | estates; | Service |
{ } : Credit and taxes benefit, } :
=== | e
| | State/local governments and | Credit lines and | all |
| | State development agencies | benefits | Sectors |
| STATE/ | l - == | ]
| LOCAL | Research institutions, | Managerial training; | all |
| | Universities | Counselling; | |
{ : some Private organisations, : Courses and research, : Sectors |
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CHAPTER 111

THE SMALL FIRMS MARKETING AND
COMPETITIVE STRATEGY CONTEXT

As briefly seen in the introduction chaptler, the
literature on marketing for small firms is wvery limited.
Nonetheless, it is important to review in some detail those
texts which presently exist and which may contribute to the
problem identified in the introduction, wviz, the competitlive
stratedy of small firms, As mentioned earlier, this is composed
of a plethora of descriptive and advisory material which lacks
scientific basis, being mostly derived from the authors’
personal experience and casual observation (for instance, Wood,
1973; Justis and Jackson, 1978; Maile and Smart, 1978; MNanzer
et al., 1980; National Westminster Bank, 1985). There is alsoc a
numaber of marketingd text books which <claim to approcach the
subject from a small business perspective. However, most of
them are primarily concerned with principles of marketing which
have been fully discussed by the marketind deneral literature.
Few of them include practices appropriate for small firms or
comment on why the suddested practices can be adopted by these
firms., Good examples are Roe, 1969; Brannen, 1978; Smith, 1984;
and Brown, 1985.

This literature 1is, however, very valuable since it is
always committed towards stressing the importance of marketing
to today’s companies, what, in the lond run, can change the
small businessmen’s denerally passive approach to a more active
approach towards marketing. As to the specific aspects of
marketind prescribed, this literature is also very valuable to
the extent that it attempts to call the small businessmen’s
attention to aspects wusually neglected by them such as
marketing research, advertising and promotion (Barnes et al.
1982; Patterson and McCullough, 1980, etc). Moreover, it

should be recodnised that such a literature 1is an important
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source of hypotheses to be tested empirically.

On the other hand, empirical investigdgations into the
actual experience of small firms marketind are at a nminimum
and, as Davis et al, (1985) ardue, most of what is awvailable
lacks scientific basis. Moreover, studies have been carried out
in isoclation without! association or continuity to previous

investidations,.

The major purpose of this chapter is to review in details
the knowledde of small firms compelitive strategy both
considering the theoretical recommendations and the findings
and conclusions of empirical investigations., However, to
situate the reader in a more comprehensive background, the

marketing context! of small firms will be initially considered.

3.1. The Small Firms NMarketing Context

The majoritly of enquiries into the realities of the small
firms marketing context, both in Brazil and elsewhere, shares
one common deneral conclusion: small firms do not tend to apply
the marketingd princirples and concepts or to make frequent use
of its tools and techniques. The owner-manader, in deneral,
lacks marketing skills and knowledde being still in a primary
marketing stade, that of a passive selling approach. In
deneral, small firms are more concerned with production than
with customers, are unaware of the value of market
information and ignorant of marketing tools. These studies
also indicate that the lack of marketind in the small firms
contribute to small firms failure and that many of the probleas
faced by them are related to the marketing area. These
conclusions are confirmed by The Marketind Sociely (1967); Cohn
and Lindberd (1972); Ford and Rowley (1979); Jackson et al.
(1979); Cead~SP (1979); Ceag-RJ (us/d); Franklin and Franklin
(1982); Kinsey (1983); Dutra et al. (1984); Hurray (1984).

MHarketind information dJdatherindg and control systems are
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also said to be nearly non-existent in the dreat majority
of small firms. Evidence from Brazil indicates that the
owner-managders nedlect marketing information which they
believe 1o be large companies Practice and largdely
unimportant to them (Richers et al., 1967). Information
on market, customers and competitors is only informally
dathered by the owner-manader throudh personal observations
of market behaviour and competitors’ productls and stratedy
and through conversation with clients, suppliers and
friends, who are usually entrepreneurs too. The
owner-managers also try to dather relevant information on
the 1local newspapers and radio and TV news (Ceadg-RJ, u/dj;
Dutra et al., 1986). The small firms also lack internal
systems of control and monitorind; even the simple ones such
as sales monitoring and forecastingd, accounts receivable
control system and <clients data base are often non-existent
(Ceagdg-RJ, u/d). That is most certainly the situation in
other places too, telling from the evidences diven by
writers who sudgdest that marketing research 1is a very much
nedglected activity by small firms (Barnes et al., 1982; Kinsey
(1983).

Such a disregdard to formal marketing research means
that the small firms owner-managders do not denerally
posses sufficient market knowledde upon which to desidgn the
company’s marketing stratedy. Another possible consequence of
this is that the small firms endender limited efforts towards
achieving or assuringd competitive advantade. To overcome such
weakness, some authors propose marketing research methodolodies
claimed to be suitable for small businesses (Justis and Jackson
1978; MHaxfield and Barton-Dobenin, 1980; Patterson and
HcCullough, 1980; Rarnes et al. 1982; Bougdhton, 1983; Gorton
and Can, 1983). Although mostly prescriptive and 1lacking
empirical basis, these methodolodies can be very useful 4given
that most of them are focused on the need of both making
efficient use of small firms internal records and beind cost
etfective, mainly with redards to primary-data collection.
These are certainly important issues diven the small firms

resources limitations,
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Murray (1984) suddests that small firms can overcome the
problem of lack of marketind information throudh a prodramme of
co-operative marketing. Jointly with other small firms of the
same product secltor, a company can have access to a ''rande of
marketing advises on a shared cos?! basis and under professional

direction".

Only rarely do the small firms underdo product development
as a matter of policy. When product changes and new product
introduction occur they are a result from demand factors
pressure, that is, to meet clients request or to keep up with
competitors (Richers et al., 1967). 1In fact, as Kinsey (1983)
found in Scotland, a lack of conscious product policy or

prodramme of product development is said to be evident.

Product quality tend to be emphasised by most of the small
firms, Richers et al, (1967) found that, from the owner-manager
perception, high quality standard was very important as a means
of both creating a favourable imade in the market and meeling
competition. XKinsey (1983) confirm this stating that the
ability to provide high gquality products and reliable services
was considered by a significant number of small firms as one of
their strength., In these companies the owner-manader himself
was most often in chardge of quality control.

Davis et al, (1985) ardue that the close and intense ties
between management and production labour in small companies
facilitate the control of product gquality., Brannen (1978)
suddests that high quality products and services often
stratedically offset the established image of large
competitors. Richers et al (1967), cautiously, point out that
small-business owners should not blindly emphasise quality
because in this respect consideration on whether customers can

perceive difference in standards of quality must be taken.

Pricing decisions in small firms are often the result of
intuitive decision at ignorance of product cost and market
information. In Brazil, experience has shown that the dreatl

majoritly of the companies would establish their final produc?t
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price on a cost-plus approach without consideration of factors
such as customers, competitors and market (Richers et al.,
1967). Even the amount of total cost is oftlen not ©precisely
known by the price-decision maker. Total cost 1is worked out
based on the amount paid to suppliers (Ceag-RJ, u/d). Such an
experience is also evidenced by Kinsey (1983). Lanzillotti
(1967) indicates a slightly different picture. 0On the whole,
the companies attempted to realise a predetermined rate of
profits on total <costs or total sales and costs would be
actually calculated. Alternatively, price decision makers would
also take into consideration major competitors prices. Jackson
et al. (1979) provide further evidence on the pricing decision
methods and on the pressing nature of pricing problems in small
firms. Their own study, carried out in the West! redgion of the
USA amondg 138 retail diftshops, elicited that 1the dreat
majority of the companies’' pricing method emphasised cost
factors and de—-emphasised demand factors. Just a small minority
based their pricing decision on formal practices such as
break-even analysis. Those findings confirm the deneral view on
the thene.

Richers et al (1967) ardue that frequently the small firms
can charde a hidher product price than competitors appealing to
certain advantages that differentiate their offer in the
market, These advantagdes are personal services, flexibility,
ability to produce out-of-specifications items on clients
request or ability to meet special orders, and faster and
special delivery, among others., The authors also comment on the
advantades and risks involved in alternative pricing
strategies: lower price and comrpetition-matched pPrice.
Oxenfeldt (1964), <cited by Dutra and Guagliard (1984), and
Hureau (1980) share the same point of view. He advises that
small firms can overcome the price competition difficulties by
exploiting their natural advantagdes derived from their
decision-making flexibility and closeness to customers. Wood
(1973) ardues that small companies should consider both supply
and demand factors in pricing decision and advises on the use of

mardinal costing techniques.
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As to advertising it appears that some small firms do it
frequently and others only very rarely. However, even when they
do advertise, this is not a matter of an ondoing, intedrative
and coordinated campaign. In Brazil, the evidences from Cezario
(1979) and from Dutra et al. (1984) indicate a very incipient
use of advertising as well as a limited choice of media: local
newspapers and radio station. Jackson et al. (1979)
investidating the advertising practices of small giftshops in
the USA, found that a larde percentade of the study sample used
some form of advertising. However, no single advertisingd medium
appeared to be overwhelmindgly favoured by a majority of the
respondents who would make use of just about every known kind
of medium. However, Kinsey (1983) found a different picture
amond manufacturing firms in Scotland where advertising and
promotion received only little emphasis from the small
businesses and were perceived as one and the same and lardely

unimportant.

With the ardument that advertising is a very important
means for the small firms to communicate with their markets and
to boost sales volume, National Westminster Bank (1983)
presents dJuidelines to planning what it claims to be an
effective advertising prodramme, Certainly a very useful duide
for the small entrepreneurs assuming they do not have any
formal knowledde on the subject. Continuing this theme, Lincoln
and Naumann (1982) propose a way of developind an advertising
prodramme for small firms based on the manadement by objectives
approach, and Wood (1973) suddests that small firms should make
use of local newspapers and trade journals, direct mail and

trade and exhibitions.

Salesmenship and personal selling, on the contrary, tend
to be highly valued by small companies. This is confirmed by
Richers et al, (1967) and Dutra et al. (1983) in Brazil, by
Kinsey (1983) in Scotland and by Ford and Rowley (1979) in
Endland. In most cases, the total salesforce comprised only
the manading directors (owner-manaders and partners) who, as
Richers et al (1967) ardue, wusually found it difficult, and

most often could not afford, to hire efficient, experienced
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salesmen,

The distribution methods most frequently used by small
firms in Brazil, as elicited by Richers et al. (1967), are
direct distribution and distribution via sales representatives,
in the case of 1industrial doods., Direct distribution through
manufactures’ owns retail shop or distribution via independent
retailers are the most common methods in the case of consumer

doods.

The following set of contributions to small firms
marketing state of knowledde 1is purposely left to the end of
this section. These contributions shed a different lidht on the

deneral view of the small firms marketind so far established.

Carson (19835) proposes that the application of marketing
models and concepts by small firms follows an evolutionary
pattern of four stades. In the first stade, marketingd is
usually non-existent or, at best, performed in a very
primitive fashion. In this stade clients are obtained through
personal contacts only and product quality and function, Pprice
and delivery are the marketing instruments emphasised by
the companies, As the number of customers increases, the
company does throudh the second stade of the markeling
evolution in which the approach is still most reactive.
The need for sales increase 1lead to the need for a more
aggdressive marketind and for marketingd specialists. This cannot
easily be arrangded due to resource limitation, The
owner-manader takes the marketing activities on his hands - the
D1Y approach. That takes the company into the third stage which
ends with the owner—-managder having to address the same problenm
as at the bedinning of this stage. Finally, the fourth stade in
the marketing evolution process is characterised by an
integrated proactive marketing - the professional stade.
Althoudh very much interesting, Carson’s suddestion needs to be

empirically verified by further studies.

Ford and Rowley (1979) investigated the use of concepts

and ideas from the marketingd literature by small UX companies,
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Their findingds elicit that the owner—-managded companies
denerally did not apply the marketind model and concept and
highly valued a better-product and salesmanshiP Philosophy. On
the other hand, the professionally manaded firms did, to
certain extent, conform with the marketing concept
"particularly in respect of explicit analysis, planning and

control of the marketind function”.

Interestindly, Ford and Rowley (1979) concluded that the
reasons why companies as a whole rejected the marketing concept
lay in the owner-managders personal characteristics and
objectives with which the marketing model was believed to be
incompatible. In short, the authors concluded that the reasons

for the small firms rejection of the marketing model were:

. An unwillindness to make the necessary financial investment
. A reluctance to relinquish personal control over areas of
company activity
. An unshakable faith in "the better product’” theory

. A fear of loss in job satisfaction .

Dutra et al. (1986) carried out a comparison of the
marketing activities of small firms of different manufacturing
sectors (clothing, food processing, metal manufacturing and
furniture makingdg) and concluded that the marketing principles,
tools and techniques perceived by the owner-managders as
important to the company’s operation varied considerably
accordingd to the manufacturing sectors. In other words, they
found that some marketing principles, tools and techniques were
more frequently used by small firms in a particular sector than
in others. They also found that small firms in the clothing
industry were the ones in which the marketindg activities were
most prominent and emphasised. These firms would {requently
carry oult marketind research (on competitors and customers,
althoudh on an informal basis), analyse products contribution
to sales and execute sales control, carry out sales promotion
and advertising, and make use of packagind and branding as
marketind instruments. The other firms in the study would tend

not to do so, or, at best, would only very rarely do. Pricing
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would be mostly based on cost factors in all firms but the
clothind industry firms were more inclined than the others to
take demand factors into consideration. However, product
development was more emphasised by the food processing
companies than the others and it was the least emphasised by
the clothing firms, In deneral, the furniture makingd and the
metal manufacturing firms de-emphasised most of the markeling

practices.

Finally, Stoner (1987) carried out an exploratory study to
identify small firms areas of distinct competence which could
be translated into competitive advantagde. Amond 46 very snmall
firms (ten or fewer employees), the author identified eleven
such areas, the most fregquent ones beind: a) experience,
knowledde and/or skills of the personnel; b)lunique, special
and/or oridinal product or servicej; c) better, more complete
customer service; d) low costs/price; and e) relative quality
of product/service. Interestingly, by doing comparisons of
distinctive competences between on-doing and start-up
businesses and between droups of different types of business
operations (retailing, servicind and manufacturing) Stoner was
able to obtain substantially different patterns of competence

in each droup.

The deneral view on the small firms marketing context
becomes now far less discourading. The above contributions
clearly demonstrate that not always the small firms neglect the
marketing principles and activities as some studies have
established. Also, these contributions are an important
indication that when contindency-based factors, which
characterise the small firm sector as heterodeneous, are taken
into consideration, the patterns obtained are substantially
distinctive from the overall picture, indicating most probably

a closer approximation to small business reality.

3.2. The Small Firms Competitive Stratedy

This section first reviews the theory, then the empirical
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research is considered.

The prescriptive literature on small firms competitive
stratedy seems to converde to one basic sugdestion. It has been
denerally advised that small firms would perform better in
small markets with well-defined boundaries with a sedmented,
specialised and concentrated stratedy, rather than attempting
to compete in the mass markets (Finley, 1980; Shea, 1980;
Brown, 1985). The followind quotation illustrates the reasoning

for such a stratedy:

"The smaller company cannot expect to
dominate an entire market adainst existing
competitors, many of which will be considerably
larder, with much dreater financial and manaderial
resources, but the manadement of the smaller
company can search for a sedment of the total
market in which competition is not intensive, and
then concentrate their efforts and activities 1in
that sedment ...” (Hosmer, 1982: 49).

Kotler (1980) considers that such a stratedy, which he
terms markel! niche stratedy, is the salvation’ of the smaller

firms:

.o« the salvation of these firms is to find
one or more market niches that are safe and
profitable.’” (XKotler, 1980: 286).

The competitive stratedy these businesses should adopt, he
ardues, is

Y.e:. to attempt to find and occupy market
niches that they can serve effectively throudh
specialisation and that the major are likely to

overlook or ignore 2ss The key idea in
nichemanship 1is specialization along market,
customer, product or marketind-mix lines.,”

(Kotler, 1980: 285-286.)

Woodward (1976), drawing from his experience as consultant
to small firms, advocates the need to adopl! what he terms

"shrinking stratedy':

" .. there is no better road to efficiency
than to eliminate complexity entirely, usually by
shrinking the business to a smaller and more
managdeable size.’” (Woodward, 1976: 116).
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He does on arduingd that this can be achieved througdh, for
instance, focusing on a limited number of objectives or

reducindg the product line breadth.

Davies and Kelly (1972) continue this theme stating that
limited markels, too small to be considered by larde firnms,
provide the biddest opportunities for small firms. Franklin and
Franklin (1982) suggdest that small business should tailor its
operations to specific markets. It should carefully segment the

market to identify profitable niches. As they put it:

""Small business must recodnise and appeal to
an identifiable audience - not all audiences®

Perry (1987) suddests that, in order to drow successfully,
small firms should always follow a niche stratedy accompanied
by market development and product development strategdgies, in
that order. He does not advise a small firm to adopt market
penetration and diversification as drowth stratedies and argdue
that "vertical integration should only be a reaction to
competitors’ activities. By means of three case studies of
established small firms in Australia the author illustrates his
suddestions., Needless to say, however, a3 larder sample |is

needed to confirm Perry’s conclusions.

As to product, Allen (1973) sugdgested that small firms
should concentrated on producls which require neither of the
followind: a) larde amount of capital per unitj b) heavily
retoolingd costs; and ¢) heavy marketind and administration
costs relatively to other <costs. Or, in another way, small
firms are expected to do better by offerind wunigue or
distinctive products which can only be produced in small scale
(Brannen, 1978); products with special features which

distinguish the company from its competitors (Wood, 1973).

Franklin and Franklin (1982) do on to say that a small
firm must follow a tardeted marketing stratedy with a
distinctive rather than a comprehensive line of products or
services., Richers et al. (1967) advise that small firms should

attempt to assure product and market differentiation and
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competle on the basis of quality and specialization, with a

concentrated, narrow product line.

It appears that the above recommendations are not without
reasons. In so doing, as ardued, the small firms would benefit
from a number of advantades, The deodraphical concentration
would allow small firms to develop Jreater personal contacts
Wwith clients and this would facilitate the identification of
community needs and peculiarities (Richers, et al. 1947;
Mathes, 1979). The small firms would also benefit from local
redional dealers loyalty and consumer brand preference since,
as Mathes (1979) ardues, ''there 1is also denerally a desire to
do business with a concern closely identified with that
particular community’, Because the market 1is small, the
owner-manader could very often help personally to sort out
problems with customers and hence enhancind the company’s
imade. By attendingd a small market the company can operate from
an informally-ordanised basis which would facilitate
communication and decision makingdg, thus allowing the small
firms dreater flexibility to react to chandes in the market
(Mathes, 1979; Brannen, 1978). The small firms would face less
production problems and the problems occurring would be of a
similar nature; hence decision-making would be made easier and
quicker and the company would assure dreater and increasing
efficiency (Richers et al. 1967). Specialization of products or
marketls would allow the small firms to concentrate attention in
each sindle product in a greater degdgree. In facl, closeness 1to
market, flexibilitly and specialization are seen as the major
triumph of small firms in competing with the major riwvals
(Mathes, 1979).

On the other hand, however, the authors point out 1o
certain disadvantadges. Such a concentrated, segmented stratedy
necessarily implv in a situation of extreme vulnerabilitly to
only one market or type of market. Any turbulence in that
markel would be a risk to the small firms survival (Richers et
al., 1967). Narrow product-line can also sometimes be a
weakness. In certain markels consumer may prefer to buy the

whole line from the same manufacturer, and this would lead to
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loss of customers (Mathes, 1979).

Richers et al. (1967) sudgdest that small firms can choose
from two alternative stratedies: Price competition and product
competition. However, as they ardue, a small firm would benefit
most! from choosing a product competition stratedy - based on
product characteristics and aiming at achievingd sindularity -
because retaliation is more difficult in this case. While
competitors are not able to introduce product modifications to
minimize the effects of such a stratedy, the small firm would
enjoy a condition of monopoly. Hureau (1980) also suggdgests that
stratedies other than price~-based ones are more appropriated to
small firms. The author points to stratedies based on
personalised services, quality merchandise or distinct designs,

which are al product characteristics.

Hanzer et al. (1980) comment the relationship betlween
small firms success and its corporate imade. They advise that
the "objective of creatind an appropriate imade should be
adgdressively pursued’” and that instead of doing for deneral
imagdes, the small firms would achieve more success witlh a '"'more
specific approach " on themes such as service or product
quality, technical expertise, efficienl service, quick service,
full or special services, old-fashioned dealing and service,
Progdressiveness, competitive pricing, and duaranteed
satisfaction. Stancil (1984) shares the same point of view and
advises that for a small firm it is nol enoudh to provide
products of hidh standards of quality. It is most! necessary to
create a 'dood'"” corporate imade in the market both amongd
customer and non-customer droups. He then points out to factlors

that affect corporate imade in a small company.

Less deneralised sudgdestions are d¢iven, for instance, by
Brannen (1978), still within the deneral principles of
specialisation and concentration of efforts. Brannen's
suddestions are also based on the belief that

... the matching of inherent market sedgment
characteristics with inherent small businesses
advantades should point out market sedments fand
stratedies] which would be especially attractive
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tardet markets for the SBM [small business
marketerl.’” (Brannen, 1978: 60)

Some of Brannen's suddested tardet markets for small firms

are:

a) According to market characteristics:

. Based upon needs larde companies cannot afford
to fulfil or are not interested in,

. whose demand fluctuates,

. where larde lump sum capital is not required for
obtainind a reasonable share of the market,

b) Accordindg to consumer behaviour:

. where higdh customer lovalty is possible,

. with strond droup identity,

. whose buying habits and/or patterns are not in
compliance with the methods and procedures for big
business,

. which place higdh wvalue on the expertise of a
specialist.

c) Accordind to product:

which are served by a product with high levels of

services,

which require unique services (customer services),

. which require new product development but when
development time is short,

. which can be satisfied with a narrow, distinctive

product line,

in which products are extremely perishable (either

pPhysically or on a fashion way),

in which products are required in high quality.

d) According to place:

. sedmentls served by oren channel systenms.

e) According to price:

. which small firms can serve at a lower price,
Where direct price comparisons are unimportant or
very difficult to achieve.

f) According to promotion:

. Which can be promoted effectively with a heavy
proportion of ©personal selling and a light
proportion of mass selling (advertising).

g)Accordind to environmental factors:

where dreat resources are not required to compete,
. sedments limited in size and number by legal
restrictlions,
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segdgments usingd products which (due to the state of
technolody) have short production runs.

Not denyvying the value of such literature as mentioned
earlier, it must be pointed out that it does not overcome the
need for insidhts into the actual stratedies of small firms.
The stratedies prescribed are too deneral to be useful to an
individual company. In reality these stratedgies might be
somewhat different, dependind on the dominant environmental
factors influencing the company’s behaviour. As briefly seen in
the introductory chapter and considered in detail in the
following chapter of this thesis, marketind and the selection
of stratedies are contindency-based activities and as such
internal and environmental factors will bear a dgreat influence

on their effectiveness. In this redard, some authors mnmake

reference to environmental variables in their prescribed
marketind models (Brannen, 1978). How they can and actually do
affect the nature and effectiveness of the small firms

marketindg and competitive stratedies is left unanswered.

Redarding the actual competitive stratedgy of small firms
in Brazil, very little can be said. Almost! no research has been
designed to investidate specifically that subject and what is
known is derived from fradgments of deneral investigations.
Apparently, small firms compete on the basis of price lowering
and on the claim that their products are of better quality.
That is evidenced by research efforts of Ceadg-RS (1977),
Cezario (1979), Cead-SE (1979), Vieira et. al (1967 and 1968),
and Ceadg-RJ (u/d). It was verified that the small firms in the
car spare parts sector also emphasised price related aspectls
such as special pPrice-discount and credit sales and tried to
improve delivery and customer relations (Vieira et al., 1967).
In the textile sector il was verified that small enterprises
concentrated on the selection of raw materials as a means of
assurindg better quality of final products. However, with a very
incipient production process quality control, the objective was
rarely achieved and this was one of the factors responsible for
the small firms difficulties in competind with larder firms

(Vieira et al. 1968).
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Richers et al (1967) found that small firms in their study
sample had chosen to operate in markels not attended by larde
firms, and hence avoidingd direct competition with them. That
findingd confirms Hosmer (1982) sudgdestion above mentioned,
These firms would also concentrate on highly differentiated and
specialised products or on products made on customers’
requirements., That is, the firms adopted a very concentrated
marketingd stratedy - differentiated products to a particular
market sedment. This also confirms previous indications. In
other occasions, the small firms would compete on the basis of
price when they either followed the market-leader price or

adopted a low price stratedy.

A droup of research work (Ceadg-RS, 1977; Ceag-RJ, (u/d);
and Cezario, 1979) found that small firms compete in a limited
deographical area, with local markets, usually the town or
immediate region of its location. This confirms the deneral

advise of a local sedmented market above mentioned.

However, findinds from other enquiries are' very much
diverdent from what is denerally claimed. Cead-RdJ (u/d)
studyind the manufacturing firms with less than 10 employvees
that had been assisted during 1979 found that they usually had
an extensive and diversified product line, rather than narrow,
specialised product-line as normally suddested. Dutra et al,
(1986) found that small firms from different manufacturing
sectors had distinct market strategies. The small firms studied
did not sell solely to their local markels and these were not
always the company’s major markets. Small food processing
companies tended to make most of their sales (more than 350
percent of sales volume) to local marketls, whereas small
clothind firms made most of their sales to more distant marketls
(about 70 percent). Metal manufacturing and the furniture
making firms were in an intermediary position. These <companies
also served different types of clients, beind that the small
food processing firms concentrated on the final consumer,
making most of their sales to them, very much contlrary to what
did the clothind firms. They would sell only wvery little to
this type of client.
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These findingds are interesting because they dive drounds
to the present research and indicate that further research |is
needed to clarify conflicting views. It is realistic to suspect
that the competitive behaviocur of a small company vary
accordind to different types of competitive environment

conditions.

All the above findinds provide, however, only clues as to
the way small firms actually compete in Brazil. The very nature
of the competitive stratedy and the way it relates to company’s
competitive environment and performance are still unanswered.
The small firms dependence on environmental and market
structure conditions, the contindent nature of marketing
decisions and the influence of stratedy on performance all
indicate that a differing approach to the study of the small
firms competitive stratedy will most certainly vyield new
connotation to denerally accepted 1truths and most findings so

far.

A limited droup of empirical research works has to certain
extent taken the above requirements into consideration., Their
objectives, in one way or another, were to identify competitive
stratedy elements that could be associated with small firms
success as measured by either performance indexes or the simply

fact of having survived a numaber of yvears.

In Brazil, empirical studies such as those referred to
above are, agdain, hard to be found, if notl nonexistent. The
only one found alond these lines is a follow-up on a study
carried out some 13 years before (Rattner, 1979). This study’s
major objective was to provide a deep insight into the ©process
of survival and drowlh which characterised 60 per cent of the
small companies previously surveyed. Regdardind the marketing
survey (Figdueiredo, 1979), the objective was that of
identifyind the marketing stratedies which had proven
effective. It was found that market penetration and product
development were the strategies that led to the companies

drowth., For marketl penetration the author meant the companies
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attempt to increase sale volume of their current products
throudh more addressive sales and distribution stratedies,
without increasind their market! scope. For product developmen?
the author meant the companies attemp! to increase sales
through product modifications without necessarily introducing
new products and without increasing market scope. Products had
been frequently and hidhly chanded and innovated, however, this
did not mean that completely new products had been introduced.
63.5 percent of the surviving companies attended diversified
markets which included their own States, other States and
sometlimes foreidn markets. The remainder attended only local
marketls. The competitive stratedies pursued by the majority of
these enterprises were based on both tandible and intangdible
aspects of the products: quality, after—-sales services, ready
delivery, etc. That is to say that in Fidueiredo's study the
surviving companies, on the whole, attempted to vie with
compeltitors by makingdg unique and distinct offer to ils market,
Such a stratedy was well reflected in the companies pricing
methods. Most of the companies did not perceive the need to
match market prices, being able to include in their products
sales price a high profit mardin. The surviving companies
highly emphasised personal selling. About 45 percent of thenm
had their own sales force which were formally ordanised and
composed of experienced salesmen systematically hired and
trained. A formal system of salesforce performance evaluation

and control was evident.

The above findingdgs are of some importance to the present
research. Two criticisms can be, however, levelled at then.
Firstly, as far as the marketind survey was concerned,; there
was no intention to relate these findinds to the overall
competitive environmental conditions of the companies, what |js
felt to be of fundamental importance in order to increase the
knowledde on the effectiveness of the marketlind and competitjive
stratedies of small firms., Secondly, it 1is not known which
competitive behaviour differed the surviving companies in this
survey from the ones that had failed to survive. It is believed
that the knowledde of competitive stratedies of small firms can

be substantially increased if the stratedic differences among
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successful and unsuccessful or less-successful companies are

taken into consideration.

A more comprehensive view on small firm competitive
stratedy is presented by the resultls of investidations carried

out in more developed countiries.

By studying in detail three successful low-market share
businesses Hamermesh et al. (1978) found that these companies’
stratedy shared four important elements which were thoudht to be
responsible for the companies’ outstanding performance. All
three companies competed in a limited number of sedgments which
were creatively selected. The companies channelled their R & D
spending into specific and potentially hidh-benefit yielding
areas, such as process improvement aimed at lowering costs.
Also they emphasised profit and specialisation rather than
sales or market drowth and diversification and all had a

"strong~willed'” chief executive.

Althoudh the authors are referring to businesses that may
not be as small as those in reference in this thesis, it is
interesting to note that they confirm the sugdgestion made by
many academicians regarding the concentrated strategy. However,
their findings are based upon in-depth analysis of only three
conpanies and their recomamendations are too broad to have any
operational sidgnificance. Obviously, these findings need to be
checked adainst a larder sanmple.

Further supportive evidence from Peterson and Lill (1981)
also indicates the existence of a relationship between small
firm stratedy and performance. They have found that the salient
marketing charactleristics which distinguished the successful
from the unsuccessful enterprises in their sample were those of
consumer-oriented goals; olearly-defined marketing policies,
goals and objectives; extensive offerind of services; narrow,
tightly defined targdet market; and extensive use of
word-of-mouth promotion. This is, without doubt, an important
but simplistic piece of research. It is important because it

hidhlights the difference between successful and unsuccessful
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small firms in terms of marketindg strategdgies, thus providing
grounds for a larger piece of research. Simplistic in itls
methodology, mainly that of data analysis, in which only an
absolute comparison was undertaken. Moreover, it is a piece of
research which has not considered any aspect of the companies’

competitive environment.

A more sophisticated piece of research, carried out in
Canada (Chaganti and Chaganti, 1983), provides more direct
evidence on the distinctive marketing strategies adopted by
profitable, less-profitable and unprofitable small firms. Sonme

of the findings were:

a) profitable firms considered their products’' quality worse
than, and manufacturing costs lower than, that of their
competitors. On the other hand, wunprofitable firms rated
their products’ qualitly as better and their manufacturing

costs as higher than their rivals’,

b) profitable firms concentrated on local markets whereas
unprofitable firms tended to serve mostly redional and

national markets;

c) the protitable firms’' breadth of product line was relatively
broad whereas the losing companies offered a narrow line of

products;

d) the profitable firms frequently modified and renovated their

products and the losing companies only occasionally did so}

e) both the most profitable and the unprofitable firms offered

mostly customised products,

In conclusion, Chaganti and Chaganti (1983) point out that
the firms ability to identify a niche in the market place and
to achieve a suitable balance between product quality and costs
and its market! concentration effort were some of the most
important key features of profitable small firms. In addition
the authors argue that profitability {is determined by both
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products offered and marke! served. The key to it 1is the

balance between these two elements in any strategdy.

It is worth mentioning that while some of Chagdganti and
Chaganti’'s findings confirm what the deneral, normative
literature prescribe (local marketls, niche strategy), others
are, in fact, contradictory (low quality, broad product line).
This reinforces the need for further research. In addition, it
should be mentioned that there is still the need to address

the question of environmental influence.

The relationship between competitive environment,
competitive strategy and performance of small firms has been,
to a certain extent, addressed by three significant pieces of
research. Davig (1986) investigated the competitive bLehaviour
and performance of small firms in some fragmented, slow-growth
industries in the USA using the strategic categories of MNiles
and Snow, He found that small firms following prospector and
defender strategies achieved the best performance. Defenders
were characterised predominantly by a combination of focus on
prices, on-line delivery and product quality. They developed a
successful product which they tried to make the best of the
market. Prospectors were characterised predominantly by a
combination of focus on price competitiveness and product
uniqueness. They continually searched for improvements to be
made in current products, making them more competitive, and/or
adding closely related products to the product-line. The
loosing firms followed analyser and reactor stratedies.
Analysers attempted both strategies at the same time: continual
improvement of standard products for current markels, as well
as continual enlardement of their product-line and market
scope, Lack of resources, obviously, prevented the success of
such a stratedy. Reactors had no stratedy or plan but were
characterised by emphasis on oustomer services, dependence on

one customer and relatively largde number of competitors

In this respect, Chaganti (1987) investigated the
relationship between industry drowth, small firms’® stratedies
and performance. The author did find that industry dJrowth
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influence the stratedic choice of small firms and that
different dgrowth environment required distinctly different
competitive stratedies in order to improve profitabilitly.
Specifically it was found that in growth environment the
profitable stratedy was characterised by manufacturing cost
efficiency, market concentration and standardisation of
products, low frequency of product innovation and low use of
process patents. In maturity environment, competitive pricing
(prices lower than competitors’) aided profitabilitly whereas in
deolining industry environment agdressive marketing strategies
were needed. In the last environment, profitable companies
emphasised promotion, had broader product mix than competitors.

and worked to maintain a high imade of the firm.

Both the questions of environmental characteristics and
distinotion between successful and unsuccessful companies were
also addressed by a study of competilive strategies of
hidh-performing, low-market share businesses in the USA (Woo
and Cooper, 1982). It was basically found that these
high~pertforming businesses had a strategy focus very nmuch

tailored to environmental differences.

Specifically, it was found that the T majority of
high-performing, low-market share businesses concentrated
in markets with both declining to low drowth rates and with
none to low levels of product and process change. This is very
much contrary to the expectations for small firms since, diven
their flexibility, they are often expected to benefit from
environmental changes., These businesses’ markels were also
characterised by standard products and low levels of auxiliary
services when, in fact, small firms are often advised to attend
markets in which competition is based on customised products

and/or auxiliary services.

Whereas unsuccessful, low-market share business conmpeted
agddressively on many fronts (very similarly to successful,
high-market share businesses), the high-performing, low-marke?t
share businesses had chosen particular bases of competition,
such as product quality and price, limiting their expenditures



_62_.

in other areas, Thus, hidh-performing, low—-market share
businesses operaling in a market characterised by standardised
products (industrial components and supplies) and infrequent
product changes had a strategy focus based on low costs, low
prices and high quality. Interestingly, successful, low-market
share companies in a mature consumer durables and capital doods
market had an adgressive marketing stratedy whose emphasis was
on sales force and services. Quality and competitive prices
received less emphasis and the companies’ product quality was

considered lower than competitors’.

Generally speaking, these are very important
investigations because they are a much needed step toward
examining the relationship between <competitive environment
conditions, small firms competitive strategies and performance.
These investigations provide surprising, unexpected findings,
which are probably more realistic. 1In addition, some of these
findings fall in contradiction with both the theory and
previous findindgs. Their importance to the present! research,
however, is limited for the reasons stated in the paragraphs

below.

Firstly, deneralisation of most! of these results cannot be
done without <caution. As Chaganti (1987) states, ‘''strategic
choice dependents on a number of contingdgencies, drowth
environment being only one ... Valid stratedic prescriptions
can be developed only after taking into account the wvarious

contingencies."

Secondly, Woo and Cooper's sample comprised not only
"free-standing' small firms, but also, and primarily, small
divisions of largdge corporations. These divisions <certainly
benefit from the marketing, resources and knowledge of their
parent companies. This fact hampers the deneralisation of Woo
and Cooper’'s findings to the small business sphere. In
addition, the companies’ competitive environmenl was not
systematically analysed and, above all, the study was carried
out in a very developed economy where conditions are certainly

unlike those prevailing in a less—developed country.
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3.3. Conclusions

The literature on competitive stratedy of small firms is
very limited. Host of it is normative and investigations into
the actual competitive behaviour of small firms are difficult
to be found., Further, most of these investigations have
neglected the relationship between compelitive environment,
competitive stratedy and performance what is believed to be of
fundamental importance to identify successful competitive
stratedies and to develop strategy prescriptions for small
firms., In general, current investigations have tended to treat
the small firms as a3 homogeneous sector of the economy, not
allowing for many contingencies upon which stratedic choice
depends. The few investigations which have taken into
consideration the above mentioned relationship have led to
surprising results which most probably are closer to reality.
The theoretical foundation of this relationship, which has been
widely supported by studies of larde firms, is considered 1in

detail in the next chapter.

Table 3.1 summarises the factors of success as predicted
by current theory and as identified empirically. It can be seen
that most of the recommendations are so broad as toc have
limited operational value. In addition, existing research
of fers conflicting views aboutl how small firms should competle.
The reason may well be that there are conditions which mitigate
adainst the favourable impact of certain factors on small firms
performance, This implies that further research 1is needed to

clarify these issues.
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TABLE 3.1% SMALL FIRMS SUCCESS TACTORS - THE CURRENT WISDOM

THEORY RECOMHENDATIONS

CONFIRNED BY

NOT CONFIRMED BY

Segmented, concentrated, niche
strategy (Finley, 1980; Kotler, 1980;
Brown, 1985; Perry, 1987; others)

Local, non-nass, lisited markets
(Richers et al 1967; Bavies & Kelly,
1972; Mathes, 1979; Cezario, 1979).

Specialised, narrow product line (Noodward,
1976; Brannen, 1978; Kotler,1980; Franklin
& Franklin, 1§82: Brown, 1985)

Uame, distinctive, differentiated
g cts / customised products (Allen, 1973;
anaen, 1978; Franklin & Franklin, 1$82)

High level of services (Brannen, 1978)

High Quality of products (Braanen, 1978)

Narket and product developpent strategies
{Perry, 1987)

Competition on the basis of product
characteristics and not on prices
(Richers ot 2], 1967; Mureaw, 1980)

Lover prices (Bramnen, 1978)

Built up of high corporate image
(Manzer ot al, 1980; Stamcil, 1984)

High Personal selling and low advertising
{krannen, 1978)

Richers et al, 1947;
Haserwesh et al, 1978;
Chaganti, 1987 (In certain
environsent only)

CeagRS, 1977; Cezario, 1979;
Peterson & Lill, 1981}
Chaganti & Chaganti, 1983;
Hamerwesh ot al, 1978;
Woo & Cooper, 1982

Richers et al, 1947;
Woo & Cooper, 1982 (In certain
environsent ); Hawersesh, 1978,

Richers et al, 1947
Figueiredo, 1379

Petersom 1 Lill, 19815

CeagRS, 1977; Ceag-SE, 1979;
Cezario, 19797 Moo 4 Cooper
1982 (In certain eavironseals)

Figueiredo, 1979

Chaganti, 1987 (Ia certain
environsent only) .
oo 1 Cooper, 1982 (In certain
environsent oanly)

Chaganti, 1987 (In certain
environsent only)

Fiqueiredo, 1979 (partially)
¥oo ¢ Cooper, 1982 (In certain
eavironsent )

Fiqueiredo, 1979
Butra et al, 1988

Ceag-RJ (U/d)

Chaganti & Chaganti, 1983
Chaganti, 1987

Chaganti & Cha?anti, 1983
¥oo i Cooper, 1982

Woo 1 Cooper, 1982
Chaganti § Chaganti, 1983
Woo 1 Cooper, 1982 (In
other environsent)

Fiqueiredo, 1979 (Only
partially)

CeagRJ (u/d) (Partially)

Figueiredo, 1979

¥oo § Cooper, 1982 (In
other environment)

Chaganti, 1987

OTHER MAJOR FINDINGS

Consumer-oriented goals and clearly-defined
aarket objectives

High, frequeat product change and inmovation
Lov product change and innovation

Relatively lower costs

Relatively higher costs

Competitive eaphasis according to environment

Peterson 1 Lill, 1981

Figueiredo, 1979
Chaganti & Chaganti, 1983

Moo 4§ Cooper, 1982
Chaganti, 1987

Chaganti 3 Chaganti, 1983

Moo & Cooper, 1982 (certain environaents)
Chaganti, 1987 ( certain environment)
Woo & Cooper, 1982 (other environsents)

Moo § Cooper, 1982
Chaganti, 1987
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CHAPTER 1V

RESEARCH CONCEPTUAL FRAMEWORK AND HYPOTHESES

The previous chapter has clearly demonstrated the paucity
of research in small business competitive strategy. The
prescription on both the deneral stratedies and the contents of
them, with few exceptions, indicate a belief that there exist
some strategies which are optimal for all small businesses no
matter what environmental circumstances they face. Certainly
such an assumption is wholly inconsistent! with all findings of
studies on competitive stratedies in deneral to date
(Hofer,1975; Harrigan, 19803 Thiertart and Vivas, 1984; Silva,
1983; Prescott, 1986, among others) which all call for a
contingdency based approach. Hofer (1973), based on a review of
the literature dealing with the content of business and
corporate strategies, pointed to a great number of contindency
variables which were surmarised as environmental variables,
ordanisational characteristics and resources.

Chapter 1 of this thesis has pPointed to some
methodological requirements of studies about small firms
competitive strategy. This 1led to the need to take into
account both the competitive environment as an influence on
competitive strategy effectiveness, and the small firas
performance as a means to evaluate the adequacy and
effectiveness of the adopted strategy. These key points are
further elaborated in this chapter with a twofold view: first,
to build the thesis conceptual framework, second, to formulate

the central hypotheses of the present research effort.

4.1, The Competitive Environment-Strategy-Performance

Relationship.

The conceptual approach of this thesis follows the

environment-stratedy-prerformance paradigm. This paradigm draws
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heavily from economic and manadement theories and its
importance is revealed by four major streams of research. These
research streams all focus on this paradigm but have approached

it from different perspectlive,

Orgdanisation adaptation theory

One of these four streams concerns the ordanisation
adaptation theories, which have 1led to the development of
several stratedic tipologdies of firms in terms of their
corporate strategy (Etzioni, 1961; Blau and Scottl, 1962;
Chandler, 1962; Ansoff, 1965; Burns and Stalker, 1961; Niles
and Snow, 19783 Chicha and Julien, 1979). It 1is maintained
that in order to survive and prosper, every orgdanisation needs
to develop and sustain an acceptable alignment with its
environment, Strategy is the mechanisnm that duides
environmental alignment and provides intedration of internal
operations (Snow and Hambrick, 1980: 527).

To explain the environment-ordanisation (stratedy)
coalidnment process various approaches have been put forward.
Traditional ordganisation theories tend to view the environment
as a causal, deterministic influence to which ordanisations
adapt their strategdgies, structures, and pProcesses.
Organisational performance is regarded as dependent upon the
efficient and effective adaptation of organisational
characteristics to environmental contingencies. This attitude
is reflected particularly in landmark emapirical research such
as Burns and Stalker (1961) and Lawrence and Lorsch (1967). The
coalignment would be achieved through a ‘'natural selection
process' by which a droup of orgdanisation, some by chance
alone, would develop characteristics more compatible witlh the
environmental conditions than their counterparts. These would
either emulate important aspects of these characteristics or

cease to operate (Miles and Snow, 1978:19, summarising Aldrian

1960).

Recent developments in ordanisation theories have lead to

a less rigdgid and deterministic view, reconceptualising the



-72~

relationship between the ordanisation and its environment. The
new view challendes the position that ordanisations are or
need to be passive-reactive entities with respect to the
external environment, arguing that ordanisations can and do
implement a variely of stratedies designed to modify existing
environmental conditions. Althougdh these developnents
acknowledde the impact of broad internal and external
contingencies, they maintain that orgdanisations <can becone
pro-active adents of chande by atteapling to managde their

external environments (Zeithaml and Zeithaml, 1984: 48),.

In this respect, in the words of Miles and Snow (1978:20),
the most accurate way of conceptualisind the process of
coalignment with the environment is the ‘'stratedic choice”
approach developed by Child (1972). Briefly, this approach
argues that the organisation’s strategy and structure are only
partially determined by environmental conditions, Heavy
emphasis is placed on the role of top decision makers who are
viewed in a position of not only to adjust orgdganisation
structure and process when necessary but also to atteapt to
manipulate the environment itself in order to bring it into
conformity with what the organisation is already doing. The
strategic-choice approach essentially argdues that the
effectiveness of organisational adaptation hinges on the
dominant coalition’s perceptions of environmental conditions
and the decisions it makes concerning how the ordanisation

will cope with these conditions,

Within that approach of stratedic choice, Miies and Snow
(1978) propose the adaptative cycle. The orgdanisation would
promote its adaptation to the environment through a continual
series of decisions concerning solving entrepreneurial (domain
definition), endineering (technolody), and administrative
problems (structure-process and innovation). Every ordanisation
chooses its own stratedy (domains decisions: target market, and
product or services) for responding to chandes in the
environment that 4is enacted by the orgdanisation, and then
decides on the appropriate technolody, structure and process to

support the stratedy. Competing firms within an industry
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exhibit patterns of belhaviour representative of four basic
stratedgic types. These types, which have been widely mentioned
in the literature, are the Defender, Prospector, Analyzer and

Reactor types.

Snow and Hrebiniak (1980) provide empirical support to the
4 stratedic types of MHiles and Snow (1978). Their findings
elicit that substantially diftferent types of orgdganisational
stratedies and distinctive competence can occur
contemporaneously in the same industry environment. This
supports the argdument that in a particular industry several
strategies are potentially feasible, but, in order to achieve
hidh performance, each strategy must be supported with
appropriate distinctive competences ¢(Snow and Hrebiniak,
1980:317)

Redardless of which process of interaction with the
environment! is being adopted, a common thread between them is
that stratedy is the mechanism of interaction upon which

rperformance is dependent,

Industrial organisation

The other streams of research eamploying the paradigm of
competitive environment-stirategy-performance are the related
field of industrial orgdanisation, stratedic management and

planning, and marketing.

The industrial ordanisation literature addresses the
influence of the external environment on the conduct (strategy)
and performance of firms, Scholars in this field have suggdested
that industry characteristics such as level of concentration,
barriers to entry and degree of product differentiation, among
many others, affect the conduct or strategy of firms in such
matters as pricing policies, R & D emphasis, investment and
advertising policies, amond others,. In turn, the firms
performance is dependent on stratedgy (Porters, 1981, 1982;
Dominduez and VanMarcke, 1985; Prescottl, 1986).

Such a traditional view has been criticised for its
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determinism, its focus on the industry as the unit of analysis
and its inability to recodgnise strategic differences amond
firms in an industry. (Day and Wensley, 1983). Certainly in
many industries there are firms that have adoptled very
different competitive strategies and have achieved differing
levels of performance (Porter 1979b:214; 1980:126). These
limitations have prevented the industirial orgdganisation theory

to be widely employed by other related fields (Porter 1981).

Hore recent developments in this area have prodgressed
toward overcoming these limitations (Day and Wensley, 1983:84),
0f particular importance is the broadeningd of the research
focus to include the firm within the industry with the notion
that industries can be broken into stratedic droups of firms
that all follow the same strategy, such as full line national

brand versus narrow line specialist, and consequently have

gimilar reactions to environmental conditions (Caves and
Porter, 19773 Porter, 1979b, 1980). Since stratedic dJdroups
reflect different approaches to competing in the same

environment, some similarities of strategy will occur. An
industry can thus be viewed as conpbse& of clusters of firms,
where each droup consists of firms following similar strategies
in terms of Xey decision variables, Such a dgroup could consist
of a single firm or could encompass all the firms in the
industry (Porter 1979b:215).

A second important development concerns Porter’s
conceplualisation of the competlitive environment. Porter (1979,
1980) has contended that the process of coping with the
competitive environment is the '"essence of strategy
formulation”. The competitive environment and the state of
compelition are given by the collective strength of five basic
forces called threat of new entrants, threat of substitute
products/services, bardaining power of buyers, bargdaining power
of suppliers, and rivalry amond existing firms. According to
Porter’s framework, the nature of competition will differ
fundamentally from industry to industry as the <collective
strength of these forces differs, and 3 generic competlitive

stratedies exist that can be adapted to a firms' particular
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gituation to cope with the competitive forces and outperfornm
competitors. Porter’'s competitive environment conceptualisation

is further addressed in the following section of this chapter.

Extending Porter’s competlitive environment conceptl!, Silva
(1988) has postulated that certain industries have their own
competitive stratedies, i.e., strategies which are inherent to
the industries evolving from the industries's market structure
and that, to a certain extent, are not dependent 1to the
company’s explicit objectives. Hence, he continues, the
competitive strategies of firms operating in such industiries
will have to be necessarily tuned to the inherent strategies.
He droups the industries according to their dedree of
ooncentration and differentiation of productls into competitive,
concentrated-homogeneous, differentiated, concentrated-
differentiated, and ’’semi-concentrated’” industries, For each of
them the author presentls the characteristics of the inherent

competlitive stratedies.

Other developments in the industrial ordanisation field
have led to the recognition of feedback effects of fira
stratedy on market structure and of past performance on
strategy choice (Porter 1980, 1981: 615-6). For example, firms
innovations can enhance or diminish entry and mobility
barriers, increase or reduce switching costs (changding
customers’ brand loyalty), etc, thus changding the structure of

their competitive environment in their favour.
Clearly, the industrial ordanisation field attests that

the type of competitive environment is influencing on

competitlive stratedy choice and effectiveness.

Stratedic Management

The relationship between environment, stratedy and
rerformance of a business 1is also a central concern of
stratedic manadement (Prescott, 1986 ), where stratedy is the

relatind of a company to its environment (Porter, 1982;
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Sharplin, 1985). In fact, it is maintained that for a diven
business, performance is dependent both on the product, market
and industry characteristics that determine its competitive
environment and on its competitive strategdy (Woo and
Cooper,1982). In other words, '"the choice of stratedies and
their impact on the performance of the firm are dependent on
environmental condition, especially the characteristics of the

respective markets or industries’” (Bambergder, 1981:28).

Unlike the previous mentioned field of studies, the
stratedic manadement and planning field has traditionally
emphasised a pro-active management approach to the
environment-strategy-performance trilody (Bourdeois, 1980). Up
until recently, research in this field has been concerned with
formulating stratedy which would 1link the company’'s strengths
to environmental opportunities (Ansoff, 1965; Cannon, 1968;
Ackoff, 1970, Xatz, 1970} Ackoff and others, 1976).

Recently, much of the research in this area has been on
identifyingd strategies or set of stratedgies that are successful
in particular competitive environments, The Profit Impact of
Harket Strategy (PINS) studies have found that the impact of
stratedies on the business performance depends on market
conditions or industry characteristics (Buzzell et al., 1973;
Schoeffler et al., 1974; Banmberger, 1981). Other studies,
summarised by Prescott (1986:330-1) have indicated that
industry characteristics determine certain factors critical for
the suocess of business stratedies. Prescott (1986) found that
environment as defined by a nunber of market structure
characteristics, moderated the relationship between strategy
and performance in the sense that the set of strategy variables
that sidgnificantly related to performance varied across
subenvironments. Many others are of the opinion that structural
dimensions of the market will influence the stratedies chosen
by the companies (Gripsrud and GrOnhaug, 1983). In the area of
small firms, as seen in chapter 1I1l, Chadanti and Chagdanti
(1983) found clear relationship between small firms stratedy
variables and performance levels; Chaganti (1987) found

evidence for the relationship amond industry drowth, stratedy
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choice and performance of small firms; and Woo and Cooper
(1982) found that the competitive strategy of successful
low-market-share business differed substantially from that of
unsuccessful low-market-share business and that successful
compeltitive stratedgies differed in different competitive

environments.

Marketing

Harketing has been traditionally concerned with linking
the ordanisation to its environment throudh the development and
discharding of appropriate nmarketing stratedies (McDaniel and
Kolari, 1987). MarkXeting intelligence is dathered to analyse
and monitor the company’s competitive environment and predict
the impact of developmentls in that environment on
ordanisational doals and performance in order to design
stratedy to optimise the relationship between the environaent
and the ordanisation (Zeithaml and Zeithaml, 1984).

Very frequently, marketing stratedy has been seen as a
mechanism to simply adapt the orgdanisation to environmental
constraints. In other words, the marketing managder is in the
position to analyse the forces operating in the environment and
implement organisational or stratedic chandes to adapt to
environmental demands. However, marketing can play a more
dynanmic role in the environment-strategy-performance
relationship. Il is suggested that marketing stratedies can be
implemented to changde the context in which the organisation
operates, both in tlerms of constraints on the marketing
function and limits on the organisation as a whole (Zeithaml
and Zeithaml, 1984), These authors present a f{ramework of
environmental management strategdgies that an orgdanisation can

use to create chande in its competitive environment,

Recent developments in marketing (Oxenfeldt and Moore,
1978; Day and Wensley, 1983; Weitz, 1985) have called for a
broadening of the marketing concept from the traditional

customer orientation to competitor orientation. The argdument is
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that there is an immense need to pay attention to competitive
forces since '"the effectiveness of marketing stratedies usually
depends on the reaction of both customers and competitors’
(Weitz, 1983: 229) and since 'the benefits of marketing
exchande depend on the abilitly of each prospective supplier to
create a competitive advantade over all other competitors’” (Day
and Wensley, 1983: 82).

4,2, Competitive Environment.

The literature on small firms lacks a systematic model of
analysing the competitive environment of a small firm. Hence,

this has to be derived from the larde firm literature.

The four major streams of research eaploying the paradigm
environment-strategy-performance have different approaches
toward defining the firm’s competitive environment. In the
traditional industrial organisation the competitive environment
was defined in terms of the relatively stable economic and
technical dimensions of an industry that provided the context
in which competition occurred. These included industry
structure elements such as, concentration degree, product
differentiation, barriers to entry of new firms, the drowth
rate of market demands, amongd others (Porter, 1982: 189; Baker,
1986:32). Accordingd to Porter (1982) these elements were too
few to represent the richness of factors affecting competition
in actual markets and industries and so the competitive

environment could only be partially assessed.

From a review of the stratedic planning area and its
major tools (concepts) to strategy formulation, Porter (1982)
has concluded that competitive environmen! has been usually
assessed on the basis of one or few aspects of market
structure. When a largde number of aspects are considered, these
are not tied todether by a model of competition (Porter,
1982:188)., For instance, Woo and Cooper (1981, 1982)
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characterise the <competitive environment along 13 market
structure elements such as nature of product, dedree of product
standardisation, importance of auxiliary services, stade of
product life cycle, industry value added, industry
concentration, number of competitors, etc. In the case of the
PIMS project, the number of environment aspectls considered has
been largde but there has been no model of competition tying
them togdgether.

In the marketing area a firm’s competitive environment has
traditionally been viewed as comprising firms competing in the

same market (0'Shaudhnessy, 1984), Competition is, then,

"“"The process by which independent sellers vie with
each other for customers in a market. ... The degdree
of similarity in needs satisfied and methods used to
satisfy those needs determines the degree to which
firm and brands compete adainst each other”

(Weitz, 1985: 229).

The above definition places a restricted limit on
conpetition and implies that the competitive environment
boundaries are narrowly defined. 1t also implies that
consideration is placed only on producers/sellers of highly
substitutable gJoods/brands or products catering for the sanme
need, as adents of competition. These definitions and the
corresponding competitive environment boundaries implication
are appropriate in the case of decision making about tactical
marketingd mix for a particular product or brand. In contrast,
decisions on long-term stratedies or method of competition will
call for a broader definition of the competitive environment,
In this way, customers and compelitors, competitive
opportunities and threats can be properly identified (Weitz,
1983: 230).

Porter (1979, 1980) has developed what has been called
"the most comprehensive treatment of industry influences on
firm’s stratedies and performance levels” (Prescott, 1986: 331)
and a contribution of fundamental importance to the strategy
field (Silva 1988: 33). It is a framework for analysindg the

nature of competition faced by a firm in its broadest sense,
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which, as ardqued, helps to overcome the limitations of other
areas in assessindg the competlitive environment (Porter 1982:
185-83 Silva 1988:33).

Accordingd to Porter (1979, 1980), the state of compelition
in its broadest! sense, which he terms extended rivalry, depends
fundamentally on five compelitive forces, which are the key
structural features of the industry. These forces are threat of
entry, threat of substitution, bargdaining power of suppliers,
bardaining power of clients, and rivalry among current
competitors and they are pictured in exhibit 4,1, They arise
from the key structural economic and technical characteristics
of the market and collectively determnine the intensity of
competition, Different forces take on prominence in shaping
competition in each industry/market and the strongest force or
forces are doverning and become crucial from the point of view
of stratedy formulation, The stronger the forces, the nmore
intense the competition in a market. The more intense the
competition, the lesser the profitability of firms in that
market, Each firm will have unique strengths and weaknesses in
dealing with these forces and the structural characteristics
diven rise to these forces do shift dradually over time. Yet,
as Porter ardues,; understanding market/industry structure must
be the starting point for strategic analysis. The
characteristics of each force are discussed in the following

paradraphs.

Threat of entry can affect competition to the extent that
new entrants into the market bring new capacity, additional
resources and the desire to dain market share. In their fight
for market share, prices can be bid down and lead to reduced
profitability. The seriousness of the threat of entry will
depend on the barriers to entry that are present in the market
structure and on the existind competitors expected reaction.
According to Porter (1979, 1980) there are six major sources of
barriers to entry vVis economies to scale, product
differentiation, capital requirements, cost disadvantages
independent of size and gdovernment policy. If barriers are high

the competlitive force of threat of entry will not be serious



_81-
(Porter, 1980:7-13).
Substitute products or services are those that can perfornm
the same function as the company’'s products or services. They

are an important force shaping competition because they limit

the industry’s potential return by placing a ceilind on the

Exhibit 4.1: The 5 competitive forces diagdranm.
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prices the firms can profitably charge. The similar the
function performed by the substitute products or services and
the better their relative price~performance position, the

dreater the competitive pressure faced by a company (Porter,

1979:142; 1980:23).

Both suppliers and clients can influence competition to
the extent that they have bargdaining power over their <clients
and suppliers, respectively. Clients can force down prices,
bardain for better quality and more services and put a
competitor adainst another. Suppliers can threat to increase
price, decrease quality of their products or services,
influence clients’ volume of purchase and advertisind campaigdn.
The amount of bardaining power is dependent on a number of
elements such as industry concentration, product
differentiation, substitute products, switchingd cosls, nornmal

volume of purchase, importance of the client to the suppliers’
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revenue and importance of the suppliers’ product to the

clients’ production (Porter, 1979:140-41; 1980:24-29).

The fifth force as appointed by Porter is termed intensity
of rivalry among existindg competitors, It refers to those
actions by competitors intending to improve their relative
position in a markXet. These actions can take the form of price
competition, advertising battles, product introduction and
innovation, increased customer services, etc. In most markets
firms are mutually dependent in that a competitive move by a
competitor might cause retaliation by other competitors,
Rivalry, then, implies action and reaction by the competitors.
The intensity of the rivalry in a market is dependent on a
numnber of interacting structural factors. These are, f{for
instance, the number and balance of existing competitors (in
termas of size and perceived resources);, level of industry
drowth, fixed/storagde costs, level of differentiation,

switching costs, diversity of competitors, etc.

Porter's coapetitive forces just descrihed represent the
nature of competition in a market and the characterisation of
the competitive environment of a company. While primarily
dedicated to largde orgdanisations, Porter's competitive
environment framework presenfs a reasonable tool for the study
of competitive stratedy of small firms. The applicability of
this framework to small firms has been verified, to a certain
extent, in prior research, althoudh in developed countries
(Horne et al., undated; Watkin, 1986). Horeover, lhe literature
does provide grounds to the adoption of Porter’'s framework in
small business research. This point is developed in the
following paradraphs.

é

Horne et al (undated) and Rattner (1984) have pointed to
the need to develop an understanding of small firms within
their competitive process. Rattner proposes that the small
firms development or, at the very least, survival, will depend
on the relationship between them and the larde companies. He
ardues that this relationship will vary according to the nature

of the competitive environment! and that there would exist at
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leagt three deneric forms of relationship.

Within the competlitive oligopolies, the small firm are in
a condition of indirect dependence to larde companies diven
that their chance of survival/development! would be limited
"basically by the market growth rate and by the pace of largde
companies expansion. The small firms could only expand to the
extent that the Jdrowth rate of larde companies does not surpass
the market drowth rate’” (Rattner, 1984). The second form of
relationship is held within concentrated oligJopolies where the
small firms are ‘'concentrated in opposition to the large
companies' but their development is only possible if they find
certain markets which are not in the interest of large
companies and do not interfere with their process of expansion.
Such a stratedy can be denominated a concenirated, segmented
stratedy. The last form of relationship as suggested by Rattner
is developed within the differentiated oligopolies. ""The small
firms's development would depend on their level of integration
with the larde companies’, The developrent process of those
small firms which are complementary or subordinated to the
larde companies throudh their production process as suppliers
of parts and components would be dependent to but also
duaranteed by the large companies, Those small firms which are
not integrated into such a scheme would have to look for ways
of their own to develop and/or survive. Rattner concludes that
for those small firms, survival would be a difficult aim to

achieve,

Certainly the relationship between small firms and larde
companjes will account for significant differences in the
competitive environment of small businesses, viz whether the
small firms compete wilh larde companies or are in amarketls
where the presence of these companies is minimized. Other
crucial aspect of the relationship between these two types of
companies, which can be sources of problems for small firms and
hence constraints in their strategic options, are the roles
larde companies play as clients of, and suppliers to, small
firms and their bargaining power. In this redard, an

illustrative situation is the case where a larde company is the
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only client of many smaller companies, situation easily found
in textile. Porter’'s competitive framework would certainly
allow these features to be taken into consideration. For this
and other reasons Porter’s competitive forces framework is
adopted in this study as a duideline to the assessment of the

small firms competitive environment.

4,3, Competitive Stratedy: Concept! and Dimensions

In deneral, a company is said to have two levels of
stratedy: the corporate stratedy, at the company level and the
business stratedy, at the business level (Porter 1980, 1987;
Chaganti, 1987; Woo and Cooper, 1981, 1982). Some authors
consider that the company has a third level of strategy, that
of the functional strategies (Bambergder, 1981). An
understanding of these differing levels of strategy is
important to the positioning of the competitive stratedgy into

this hierarchy.

Corporate stratedy, for the diversifyind company, concerns
the determination of the company’'s different dlobal
product/market combinations or strategdic domains, and its
distinctive competences, that is, the composition of the fira's
strategic portfolio (Bamberder, 1981). It is Primarily
formulated to accomplish the orgdanisation’s mission and
concerns the gquestions: what are the purposes of the
ordanisation? What imade should the ordanisation pProject? What
is the ordanisation’s business or businesses? (Sharplin 1983).
The corporate stratedy defines the company’s competitive arena
(Bourgdeois, 1980),.

Business Stratedy refers to decisions made with respect to
a particular produot/market combination (Bamberger, 1981). It
concerns, and is focused on, the company’s effort to compete
effectively in a certain product/market sedgment and to
contribute to the company’s overall purposes (Sharplin, 19835;
Hambrick, 1980).
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A third level of stratedy |is that of functional
stratedies. These concerns ''dlobal patterns of behaviour with
redards to the different functional areas of the firm as
production, marketind, finance, R&D or personal. This function
is the deployment and use of resources. They may be defined
with redard to one, several or all stratedic domains of the
firm’”” (Bamberder, 1981: 3). These stratedies are usually
studied together with business stratedies (Bamberder, 1981;

Hambrick, 1980).

Competitive stratedy is often positioned at the business
level, Porter (1980, 1987) states that, for the diversifyindg
company, competitive stratedy concerns how to create
conpetitive advantade in each of the business in which a
company competes, Woo and Cooper (1981, 1982) support this view
noting that competitive stratedy is a business level indication
of how a company competles. It is aimed at positioning the
business in the market in relation to competition, includes
enphasis given to wvarious functional activities and reflects

resource allocation priorities,

According to Porter (1980), a competitive stratedy has 1to
make it possible for a company to find a stratedic competitive
position where it can best defend itself against the
competitive forces or can influence them in its favour

(Porter, 1980:4). This can involve three broad approaches:

a. Positioning the firm so that itls capabilities
provide the best defence adainst the existing
array of competitive forces;

b. Influencing the balance of forces througdh
stratedic moves, thereby improvind the firm's
relative positionj;

c. anticipating the factors underlyingdg the forces
and responding to them, thereby exploiting
chande by choosing a stratedy appPropriate to
the new competitive balance before rivals
recodnise it.

Thus, competitive stratedy is how a company anticipates,



_86_

adapts and/or tries to chande ils competitive environment in
order to improve its competitive position. In other words, a
compelitive stratedy is how a company atteapts to compele in

its environment,

4,.3.1 Competitive Stratedqy of Small Firms

The foredoind definitions, as mentioned, all refer to the
diversified corporation, that is, a company which competes in
more than one product-market domain., In this case the business
level normally would correspond to the divisional level of the
corporation. For a sindle product-line company, or a company
that competes in one product/market domain, as argued by Hofer
(1973), the business and corporate levels would be the sanme,
Since most small firms and certainly the ones pertaining to the
present study, compete in one product-market only, a
distinction between corporate stratedy and business strategdy is
not made. The way the small firms operatle and compete in their

domain is, then, redarded as their competitive strategy.

The foregoing definitions also imply that competitive
stratedy is developed consciously, formally and purposefully,
and designed in advance of the specific decisions to which it
applies. Although this may be true in many instances,
researcher and scholars have argued that small firms lack a
formal process of strategdy formulation. Thus, these
detinitions would not apply to the small firm sphere, However,
Hintzbergd (1978) has ardued that not all strategies are
premeditated or intended in that there are also stratedies
which emerde unintentionally as the strategy-maker makes Hhis
decisions one by one, Intended strategies are ‘'a priori’
guidelines to the company’s decisions and actions in the
future. Emerdent strategies are only visible ‘ex post facto’
as a consistent pattern in a sequence of decisions over time,.
Nintzberd has provided a useful framework for conceptualising

stratedy, diadrammed in exhibit 4.2, whose strategy types are:
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a, Intended stratedgies that detl realised, which
he termed deliberate stratedies.

b. Intended stratedies that do not det realised,
perhaps due to unrealistic expectations,
misjuddments about the environment or changdes
in either during implementation. These are
called unrealised strategdies.

c. Realised strategies that were never intended,
rerhaps because no stratedy was intended
at the outset or perhaps because, as in 2,
those that were dot! displaced alond the way.
These are called emerdent stratedies.

Exhibit 4.2: Types of Strategies

Intended | =  —---mmmmmmememee————eo i Realised |
Strategdy ————?® Deliberate Strategy —3 Strategy |

Unrealised | t{ Emerdent 5
Strategy H i Stratedy .

Source: Hintzberdg, 1978: 943.

Therefore, in order to include both intended and emergent
stratedies in theoretical conceptualisation, Nintzberg (1978),
Miles and Snow (1978), and Snow and Hambrick (1980) have
suddested that strategy should be viewed as ’a pattern in a
stream of decisions’” , that is, a pattern in the company’s
important decisions and action. Definindg stratedy in this
manner makes the study of small firms competitive strategy
meaningdful. And small firms competitive stratedy is defined as
a pattern in the company’s decision related to its marketl

positioning.

4,3.2. The Dimensions of Competitive Stratedy

A number of deneric competitive strategies has been

suddested in the literature, These include from the classic
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four catedories as devised by Ansoff (1965) of market

penetration, market development, product development and
diversification to sophistication of this tipology
(0’Shaudhnessy, 1984) and to many others such as

differentiation, niche and turnaround (O’'Neil and Duker, 1986).
Other labels include innovator versus follower stratedies,
drowth versus no-drowth stratedies, survival stratedies and so
on (Davig, 1986). O0'Shaugdhnessy (1984) and Cannon (1968)
provide a comprehensive tipolody of deneric competitive

strategdies,

In the context of the five competitive forces,; Porter
(1980, 19835) identifies three deneric competitive strategdies.
Cost leadership is the deneric stratedy pursued by a firm that
aims to be the low-cost producer in an industry. This stratedy
entails tight cost and overhead control in any area and is
associated with economies of scale, experience curve and high

market share,

Differentiation is the second deneric strategy as
sugddested by Porter. It entails differentiating the product or
service offerind of the firm in terms of characteristics highly
valued by the markets, The firms aim to create a position of

uniqueness in the industry.

The third competitive stratedy is focusing on a narrow
competitive scope. It entails serving a particular targdet
market very well, better than competitors, to the exclusion of
other markets, This strategy can be built arcund cost
leadership (cost focus) or differentiation from better meeting
the needs of this targdet, or both,

While these deneric strategies do describe the variety in
stratedic choice available for larde ordanisations, they are
too deneral and less useful for small ordanisations (0O’'Neil and
Duker, 1986: 30-1). A more fruitful approach to the study of
small firms competitive stratedy is to divide stratedgy into its
elementary components, O’Neil and Duker (1986:31) contend that

functional resource deployment! can be seen as a surrodgate for
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stratedy in which case stratedy is described as the sum total
of its functional allocation. Other researchers into small
firms <stratedy and the PINS studies have adopted this
Perspective (Woo and Cooper, 1981; Chagdanti & Chadanti,
Chadanti, 1987; Gripsrud & GrOnhaug, 1985; Buzzel et al., 1973;
Dominguez and Van Marcke, 1985) and Porter (1980) maintains
that certain stratedic dimensions can capture the possible

differences amondg firms’ competitive stratedies.

A number of competitive strategy dimensions have been
suddested and investigdated by a number of researchers. Porter
suddests a listing of 13 such dimensions (Porter, 1980: 127-9),
some of them would hardly apply to a small company, such as,
vertical integration, degree of technological leadership. In
the PIXS project, competitive stratedy is represented by 37
dimensions amongd which are total marketing expenditures,
product quality, product differentiation, pricing, R&D
expenditure and market! share. One rational way of looking into
these dimensions is to approach thea from the marketingd concept
of the ’'’4 Ps'"” perspective - product, price, promotion and
place. As Sharplin (1985) points out, ‘'competitive strategy
from the point of view of marketing concerns the 4 Ps which
provide a powerful way of relatindg the ordanisation to its

environment’,

The competitive strategy dimensions related to product

Product considerations enter into all major company
decisions, For instance, the decision on what products to
produce affects the company's decision on investment in the
facilities needed to make and market products., It will also
affect the decisions concerning recruitment and training of
staff people that will deal with the selected set of products.
In the words of O’'Shaudhnessy (1984:158), it is for such
reasons that Ansoff (1965) makes product policy the major
stratedic focus for the firm and redards finance, Ppersonnel
and production strategies as emanatindg from the basic product

stratedy.
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From a stratedic point of view, the products should be
described from the standind point of what it will do for the
purchaser and how effectively and efficiently it can be
produced. The obvious objective 1is to produce the maximunm
perceived value for the customer at the lowest cost in teras of
resource inputls, It is perceived value which determines what
the customer will pay for a product or how aggressively the
customer will seek the product at a diven price. (Sharplin,
1983:87).

There are essentially two approaches to increasing the
value provided to the customer: (1) develop new products and
(2) improve the perceived value of existing ones. New product
may be created throudh R & D and throudh market research to
discover new needs. The perceived value of a product can be
improved throudh improvements in quality, company’s imade,

level of services (Sharplin, 1985:87).

In respect of product the following are the competitive

stratedy dimensions most stressed in the literature:

a. Level of quality in product or service (0O’Neil and Duker,
1986; Chadanti, 1987; Gripsrud and Gronhaug, 1985; Woo and
Coorer, 1981; Porter, 1980; Davig, 1986).

b. Level of services and post-sale service (0°'Xeil and Duker,
1986; Gripsrud and GrOnhaug, 1985; Peterson and Lill, 1981;
Davig, 1986).

€. Specialisation of products ( Bamberder, 1981; Chadanti,
1987; Gripsrud and Gronhaug, 1985; Woo and Coocper, 1981;
Porter, 1980).

d. Level of customization (Richers et al., 1967; Rattiner et
al., 1967; Bamberder, 1981).

e. Product innovation, emphasis on new product <(Chagdanti,
19873 Woo and Cooper, 1981).

f. Product differentiation (Davig, 1986).

9. Product identification: througdh branding, packagding or
service (Porter, 1980; Bamberder, 1981).

Competitive stratedy dimensions related to price

Price 1is the primary marketing weapon in stratedy
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formulation. Its importance is immense because it can convey to
customers the 1ideas of product quality and product and
company’s imade which are other powerful competilive weapons.
Clients are encouraded to buy a diven product by these elements
todether, not by price alone. Thus, the choice of pPrice and
price policy should complement the company’s policies on

quality and imade. (Sharplin, 19835: 88).

The settind of price for an individual customer or even
for an individual product may not be a strategic matter.
However, the company’'s overall approcach to pricing its products
and services is stratedic. There are essentially four
approaches to pricing policy: cost-based pricing, skim pricing,
competitive pricingd, and penetration pricing each of which will
be demanded in certain circumstances and will require different

arrandements (Sharplin, 19853).

The competitive stratedgy dimension related to price is
basically the relative price position of the corpany (Porter,
1980; Woo and Cooper, 1981; Chadanti, 1987; Bamberder, 1981;
Gripsrud and Gronhaug, 1985; Davigd, 1986).

Competitive stratedy dimensions related to promotion

Promotion 1is another stratedic dimension whose usual
objective is to improve the price/quality trade-off from the
company’'s standpoint or to increase the sales volume. Promotion
can also be used to advise customers about product just 1o

increase ils usefulness.

The competitive stratedy dimensions related to promotion
are the company’'s emphasis on advertisind, personal selling or
word of mouth (Woo and Cooper, 1981; Sharplin, 1985), the level
of marketing expenditure in that respect (Chagdganti, 1987) and
the choice of media (Bamberder, 1981).

Competitive stratedy dimensions related to place

Place refers to any and all efforts the company undertakes



-92-

to dive 'place wutility'” to its product or service. Place
utility is the usefulness a product or service has because it

is available at a certain place (Sharplin, 1985: 92).

From a stratedic standpoint, place refers not only to
where the product or service is to be distributed, but also
how. This includes identification of the appropriate
distribution channel as well as the means of compensating and
controllingd the channel members., According to Porter (1980:
127), it refers to the selection of distribution channels
randing from company-owned channels to specialtly outlets to
broad~line outlets. Amond the choices, accordind to Sharplin

(1983:92) are:

a. distributing throudh company-owned channels and sales
outlet,

b. sellind throudh franchised outlets,

c. using the services of manufacturers’ adents to market the
product throudh specialised or nonspecialised wholesalers

and/or retailers,

d., using the company’'s own sales force to distribute the
product directly to end users or throudh specialised or
nonspecialised wholesalers and/or retajilers, and

e. distributing throudh mail or parcel delivery services on

the basis of order from catalods or coupon ads placed in the
mass media.

Other dimensions of competitive stratedy

Besides all these dimensions some authors also include
the deodraphic coverade or market scope (Chadanti, 1987,
Bamberger, 1981), in terms of: nature of the markets, number of

marketls, similarity of markets,

4.4, Conclusions and Research Hypotheses

The discussion carried out in the first section of this

chapter on the four major research streams has provided
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substantial support to the relationship between competitive
environment, competitive stratedy and performance. This thesis
adopts this paradigm as a tool in the investigation of
successful competitive stratedy for small firms, In this case
the relationship is characterised by a nuaber of aspectls which

are considered in the followind paradraphs.

Traditionally, the reviewed research streams have redarded
the relationship between environment, stratedy and performance
as causal and deterministic. Environment, as the causal
variable, determined stratedy and hence performance. Recent
development in all these research streams have led to the
proposition that this relationship is not entirely
deterministic. The existence of feedback loops belween strategy
and environment and between past performance and stratedy has
been recognised. Top decision makers, throudh their choice, are
in the position of influencing and managing the environment in

their company’s favour.

In the case of small firms, a feedback 1loop between
competitive stratedy and competitive environment is not
expected to exist, since it is not expected that a small firm
would underdo much pro-active behaviour in its markets. A small
company, as defined in this thesis, will not have the necessary
amount of resource and political power to exert such an
influence and in this case the traditional view of the paradigm

is believed to be more applicable.

Owner-managders and owner-managders’ values, as the top
decision makers of small firms, would certainly play an
important role in the process of stratedy choice of small
firms, This thesis is solely concerned with the effectiveness
or otherwise of the implemented strategy. Redardless of which
process is carried out 1to chose the stratedy, the strategy
effectiveness will be diven by external factors, that is, the
comnpetitive environment. Variables describing management or
owner-manaders values have usually little or no impact on the
feasibility of a particular stratedy, as pointed out by Hofer
(197%: 793). Moreover, research on stratedy content has

traditionally benefited from the wunoblidation to dedicate
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Exhibit 4_.3:2

RESEARCH COMCEPTUAL FRAMEWORK
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attention to variables describing elements such as manadment’s
values and doals and '"the political activity inherent in

arrivind at strategies' (Bourgeois, 1980).

The trilogy competitive environment, stratedy and
performance suggests that different environments will have
differen! success factors. Different competitive environment
will demand different competitive stratedies. It is conceivable
that in any industry different competitive stratedies can occur
contemporaneously and can be successful. This proposition is
derived from the works of Miles and Snow (1978), who postulate
the existence of different stratedies in a industry, Snow and
Hrebiniak (1980), who maintain that, in order to achieve high
performance, each stratedy must be supported with appropriate
distinctive competences, and Porter (1980), who points to the
existence of stratedic dJroups within the industry. It can be
ardued that in an industry there are more than one competitive

environments.

On the basis of the above arduments and of the discussion
carried out throudhout the present chapter the central
hypotheses of this study are established and the research

framework is developed and showed in exhibit 4.3.

Hypothesis 1:

Within the same competitive environament,
the competitive stratedy of successful
small firms differs significantly froa
that of less-successful small firms.

Hypothesis 2:

The competitive stratedy pPursued by
successful small firms differs in
different competitive environments,
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CHAPTER V

RESEARCH DESIGN AND METHODOLOGY

It will be recalled that the overall purpose of the
research is to contribute to a dreater wunderstandingd of the
competitive stratedy of small firms, With the belief that there
exist strong relationship amond a small firm competitive
environment, its competitive strategy and performance, the
research aims at investidating those competitive strategies
which have proven to be effective agdainst a background of
factors which characterise the nature of the compelitive
environment of the small firms. To this end, the objective is
to test two specific hypotheses as formulated in the previous

chapter. These hypotheses read:

Hypothesis 1:

Within the same competilive environment,
the competitlive stratedgy of successful
small firms differs sidnificantly fronm
that of less-successful small firms.

Hypothesis 2:

The competitive stratedy pursued by
successful small firms differs in
different competitive environments.

Competitive environment was conceptualised by means of
Porter’s (1980) competitive forces framework, whose adequacy to
the small firm sphere was considered in chapter IV. Competitive
stratedy was conceptualised as the small firms’ realised
behavioural pattern along a number of dimensions. These were

pictured in exhibit 4.3 which is reproduced in exhibit 5.1,

The present chapter addresses the issues of
operationalisation and research strategy designed to test the

hypotheses,
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Exhibit 5.1:

RESEARCH CONCEPTUAL FRAMEWORK

PERFORMHXKANXCE
4

CONPETITTI1IVE STRATEGY
¥ Specialisation ¥ Price
¥ Standardisation ¥ Quality
¥ Identification ¥ Service
¥ ldentification ¥ Advertising
¥ Prod. Development ¥ Distribution
[V
RIVALRY AXONXNG
EX1!1STING COMXPETITORS
THREAT THREAT BARGAIXNING BARGAIXIXG
oF OF POWER OF POWER OF
ENTRY SUBSTITUTES SUPPLIERS BUYERS

5.1 Operationalisation

5.1.1 Competitive Environment

Two important issues need to be addressed when discussing
the operationalisation of the various competitive environment
dimensions. These are measurement! and sources of information or
data. Althoudh Porter’s (1980) competitive forces framework has
been seen as the most comprehensive way to analyse a company’'s
competitive environment (Prescott, 1986:331) it has also been
criticised for its difficulty of being operationalised,
(0'Shaudhnessy, 1984:46). Porter himself provides too few a
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clue as to how oprerationalisation could be carried out,
althoudh he points out to types of information sources which
could provide data for this kind of analysis (Porter, 1980:
368-82),

The related literature has failed to provide direct
guidance on the operationalisation of the competitive forces
framework. Guidance for the operationalisation of some of the
five forces' components, such as level of concentration which
help to understand the level of rivalry, can sometimes be found
in the economics and industrial orgdanisation literature,
However, there was no dguidance on how to put the various
elements todether in order to qualify the respective force.
Besides the measuring instruments provided by this literature
were believed to be totally inadequate for the purpose of the
research, dgiven the particular nature of the small firms. 1In
addition, previous research works in the small firm field which
have drawn from Porter’s compeltitive forces framework <(Horne,

ud.) are not clear as to how this was operationalised.

As the objective of the analysis is to qualify the nature
of the small firms competitive environment, it was decided to
orperationalise the five competitive forces from a qualitative
point of view, rather than quantitative as Porter seemas to
inply - he usually mentions words such as intensity when
referring to the level of forces of competition in the
environment., Two approaches to operationalisation were
considered durindg the planning stage of this research.

Essentially these approaches differed in terms of their sources

-

methods and instruments of data collection, but each of thenm

presented major weaknesses. Hence, the task was to minimize

weaknesses.,

One of the approaches would be oriented toward analysing
the competitive environment at the industry level, focusing on
identifyind the industry’'s basic, underlying characteristics,
which Porter argdgues are of fundamental importance <(Porter,
1980:6). For this purpose, data could be obtained from industry

publications, such as industry censuses and those by
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departments and chambers of industry and industry associations,
and from the results of previous research in economics. Porter

provides a list of sources of relevant information.

Such an approach would make it possible to characterise
the nature of the competitive environment from a point of view
outside the individual firms, yielding this approach’s dreatest
advantade, It has been ardued that where the research interest
is the effectiveness of a stratedgy, as in the present research,
the actual rather than the perceived environment should be of
prime concern since, althougdh manadgers set objectives and
design strategies in accordance with their perceptions and
believes, the success or failure of the stratedic action chosen
will be regardlessly determined by the characteristices of the
actual, objective environment (Burke, 1984:349).

On the other hand, the deneralised nature of much
published information has been seen as the primary disadvantage
of approaches such as this, when they are contrasted with the
highly specialised nature of many small firms (Brown, 1985:
14-5). The ardument is that the usually narrow market! scope of
many small firms means that their relevant competitive
environment may consist of only a small subset of the industry
setting and that the conpetitive forces at play in such a
subset may differ widely from those at the industry level
(Gripsrud & GrOnhaug, 1985: 339-40). Thus according to these
arduments, dependingd on the level of agdgredation of data
obtained from the above referred sources, this approach could

prove itself inadequate.

In addition, gathering published information would not be
much efficient for two reasons. Firstly, because no sindle
source could provide data on all the competitive environment
dimensions, what meant that a substantial larde number of
information source would have to be wvisited. Needless 1o
mention, the <constraints on time and financial resocurce for.
a doctoral piece of research render such an approach for the
present research extremely difficult, The field work for this

research had to be carried out within 3 months. Secondly, since
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published information is actually elaborated-primary data, the
information dathered from varyingd sources mos! certainly would
reflect varying levels of abstraction what would impair the data

analysis work,

The other approach to competitive environment
operationalisation considered at the planningd stage of this
research would fundamentally concern the use of the
owners/managders’' own Jjuddement in the identification of the
nature of the environment! in which they competed, That is, they
would be asked to qualify the five competitive forces
pertaining to Porter’s (1980) framework according to their own
perceptions. This would be irnplemented throudh open-ended

questions,

The dreat advantage of this approach 1is its easiness of
inplenentation. Competitive environment data could be easily
obtained in an "one stop' way. Clearly, however, 1its major
weaknesses are the ardumentls in favour of the approach
considered above, Relying on the owners/managders’ own
judgement, the perceived rather than the actual nature of the
competitive environment would be taken into consideration
(Gripsrud and Gronhaug, 1985: 339-40). As already stated,
while this appears to be a valid procedure when the process
of management decision making is of interest, such an approach,
it is ardued, would be inadequate for other purposes (Burke,
1984 349).

However, not every dimension of the competitive
environment as conceptualised in this research has a
definitively external nature; some of them bear a close
relationship with the owner-mpanagders' own juddement and
perception. This is primarily the case of bardaining power of
buyvyers and suppliers, Writers have suggested that power is
derived from various sources or bases namely, reward, coercive,
leditimate, referent and expert (Gaski and Nevin, 1985; Lusch
and Brown, 19823 Hunt and Nevin, 1974). Thus, the power of A"

over "B/ would depend on:
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", B's perception that A has the ability to

mediate rewards for him.

. B's perception that A has the ability to
mediate punishments for him.

. B's perception that A has a legditimate right
to prescribe behaviour for hinm,

. B's identification with A.

. B'’s perception that A has some special
knowledde or expertness.'

(Gaski and Nevin, 1985: 130).

It is clear that the dgreat majority of the power sources,
as identified above, are primarily perceptual, This ardument
favours the adoption of an approach to measure bardaining
power of buyers and suppliers based on the owner-manaders’ own

perception.

Even though the three other components of the conpetitive
environment -~ threat of entry, rivalry, and threat of
substitutes - are, from a firm’'s perspective, externally
focused, since they have more to do with other firms in the
market, it was decided to adopt the second mentioned approach
toward operationalisation. In so doing, it was believed that
the weaknesses were minimized, It was also believed that,
better than having perfectly qualified competitive environments
but which would have 1little to do with the small firms under
study, was to relate the firms to the type of environment! where
their owner-managders believed they were competing, even though
this approach could be seen by many as not appropriate. In
addition, data dathering could be done within the time allowed

for field work.

It was decided to oprPerationalise the dimensions of the
competitive environment through a series of structured and
semi-structured questions, mostly qualitative, Most of these
questions were derived from Porter’s explanation of his five
competitive forces and their constituent elements. The final
version of these questions is presented in the second part of
appendix 1 and in the first part of appendix 2, the instruments
of data collection which are considered latter in this chapter.

The variables originated by these questions, their
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operationalisation and computation are showed in detail in
appendices 3 and 4., An explanation of the reasoning behind the
formulation of the questions is provided in the remaining part
of this section,

Rivalry

As seen in chapter 1V, Porter (1979, 1980) postulates that
rivalry amond existing competitors refers to those actions by
competitors intending to improve their relative position in a
market. The intensity of rivalry, according to Porter, is
dependent on a number of interacting structural factors, such
as, for instance, the nuaber and balance of existing
competitors (in terms of size and perceived resources), level
of industry drowth, fixed/storage costls, level of product
differentiation, diversity of competitors, etc. In suamary,
rivalry intensitly increases with the number of competitors,
diversity of competitors in terms of doals, size, oridin, elc,
and product standardisation, It decreases with industry drowth,

the similarity of competitors redarding resources and power.

For the purposes of this research it was important to know
which form these actions could take in the small firms
competitive environments., Whether competition would take the
form of price competition, quality competition, customer
services, advertising battles, branding and make, etc. In
addition, it was important to have information about size,
oridin and major activities of major competitors in these
environments, Finally, information was alsoc needed on the level

of standardisation of products,

Threat of Entry

Porter (1979, 1980) postulates that the seriousness of the
threat of entry will depend on the barriers to entry that are
present! in the market structure and on the existing competitors

expeclted reaction. !f barriers are high the competitive force



-107-

of threat of entry will not be serious (Porter, 1980:7-13)., He
identifies six major sources of barriers to entry vis economijes
to scale, product differentiation, capital requirements, cost
disadvantades independent of size and government! policy, 1In
most cases, most of these barriers would nol be present in the
small firms environment, otherwise the small firms themselves
would not be there. However, small firms are said to face nmany
other sources of barriers and obstacles to their drowlh and
development. For the purpose of this research it was impPortant

to know which barriers, if any, were these.

Major Suppliers and Major Clients’ Bardgaining Power

To infer about major suppliers and clients’ bardaining
power, various types of information were needed. One of the
measures used to assess the bargdaining power of suppliers was
the percentage of total purchase the responding company
normally did from its major supplier. In the case of bardaining
power of major clients, one of the measures was the percentagde
of total sales normally doing to the major clients. These
measures were adapted from Blois (1977). Major suppliers were
defined as those from whom the responding small firm purchased
the greatest nmajority of inputs (raw materials) needed to
manufacture its leading products., Major clients were defined as
those to whom the responding company sold the greatest amount
of its leadind products. Based on Porter (1980) and on Blois
(1977) it was assumed that purchasers of relatively large
quantities would benefit from special terms of trade and the
capability of influencing supplier’s business, which were

assumed to be sources of power,

Information was also needed on the ability of the
respondingd company to find, and do business with, alternative
suppliers and clients in the event their major suppliers and
clients could not, or refused to, continue doing business with
the respondingd company. This was needed to check the degdgree of
dependence between the responding company and their trade

partners. Based on Porter (1980), it can be assumed that the



-108-

greater this derendence, the dreater the switchindg costs and
the dreater the bardainindg power. That 1is, in case the
responding company believed it would be difficult to find
alternative supplier, it could be inferred that the responding
company would face dreal switchingd costs and this would lead to

a source of bardaining power of the company's suppliers.

According to, Blois (1977), Porter (1980), and Gaski and
Nevin (1985) powerful suppliers and clients have the capability
to det the buyingd/sellind company to do something it would not
have done otherwise. That 1is, they have, or are perceived to
have, the capability to demand special trade terms or to
influence the company’s decisions redardind its marketing
stratedy. To check that it was important tc know the nmajor
suppliers and clients likelihood to take a number of these
actions, This was measured througdh an itemised scale of 4
points, from no capability at all to much capability, based on
Gaski and Nevin (1985),

Finally, diven the small firms reality it was believed
necessary to add to the evaluation of major suppliers and
clients’ bargdaining power, some information on their size, as
compared to the responding company size, and major activity in
the marketing channel context. This belief was reinforced
during the interviews when it was made evident that respondents
rperceived that bardaining power of suppliers and clients,
defined as the capability to det the responding firm to do
something it would not have done otherwise, increased with firm
size and when the business activity of the suppliers or clients

varied from retailling to distribution and to manufaturing.

Threat of Substitute products

Porter’s competitive forces framework also includes threat
of substitute products as a force shaping the company's
competitive environment. Despite that, as an attemp! to reduce
the length and the complexity of the instrument of data

collection, no information in this respect! was gdathered, This



-109-

is explained in detail in ¢the section of instrument of data

collection,

5.1.2 Competitive Stratedy

Bambergder (1981:23) sudgdests that there are two approaches
to operationalisation and measurement of a firm stratedic
behaviour. The 'dynamic’’ approach, by which realised and
intended chandes in a firm stratedic behaviour are studied and
the ""static’ approach, by which the firm strategic behaviour is
investigated at a diven time, that is, the field work focuses
on the firms’ realised, or current, stratedies. The static
approach involves asking the owner-managders about the company’s
current stratedy and, accordind to Burke (1984), follows Bowman
(1963) and Lilien (1979) believe that a managder's current
approach to a problem is a result of making decisions over time
which have been, in a Darwinian sense, successful. This
research adopted the ''static’ approach, not only because tline
constraints prevented the adoption of the ""dynamic’ approach;
but also because the ‘'static’ approach was believed compatlible
with the research overall objective, viz, the investigation of
small firms successful competitive strategies, defined as the

realised behavioural pattern along a number of dimensions.

Previous studies on these and similar issues have adopted
the "static’ approach to measure most of the conceptls here
termed competitive stratedgy dimensions. This is the case, for
instance, of the study carried by Chaganti and Chadanti (1983),
already referred to in the literature review, who used a highly
structured questionnaire as the means of data collection. A
more important example comes from the PIMS project, which has
been both cited in, and source of data for, many studies on
business stratedy (Phillips et al., 1983, Woo and Cooper, 1982,
for instance). The PIMS is an ondoing enquiry on the profit
impact of marketind stratedgies carried out by the Strategic

Planning Institute in Cambridge. In this project, the company’s
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informants are asked to report on standardised questions on the

issues of concern.

Previous works have also focused on the small firms’
relative position redarding their major competitors’,
collecting information on the company’s relative position along
the competitive strategy dimensions, such as, relative price,
relative product quality, etc (Woo and Cooper, 1982; Phillips
et al. 1983; Chaganti and Chaganti, 1983; Chadanti, 1987). The
reason is that the major aim of a company’'s competitive
stratedy is to achieve competitive advantages relative to the
coapany’s major competitors. In addition, the measurement of
the stratedic dimensions is usually carried out by means of
rating or itemised scales, such as the Linkert rating scale
(0’'Shaudhnessy, 1984: 134),.

This research followed the overall approach outlined
above. The various dimensions of competitive stratedy, as
stated in chapter IV and reminded in exhibit 5.1, were measured
throudh the wuse of both semi-structured interviews and a
highly-structured mailed questionnaire, filed in the third part
of appendix 1 and in the second part of appendix 2,
respectively and commented 1latter on in this chapter. The
specific measures of the dimensions were adapted from a number
of other research studies. Detail of the operationalisation and
computation of variables is shown in appendices 3 and 4. The
major measures, as they were included in the interview schedule
and the mailed questionnaire, are considered in turn in the

followind paradraphs.

Specialisation x Diversification

According to Bamberger (1981:6), these dimensions describe
the diversity of a firm’s activities and they may be considered
as oprosites on the same scale characterised by the same
variables. The number and diversity of the firm’'s products and

the number and the definition of the markets are the most
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important measure of specialisation or diversification.

Harkets

With redgards to market, in the words of Bamberger (1981),
two criteria can be used to define <the firm's level of
specialisation or diversification. These are the number of
distinct, heterogenecus markets and the type or scope of the
markets, that is, narrow x larde markets. The narrower the
market scope, the more specialised the company is with respect
to its market!. The geodraphical market! scope has been used in
previous research (Chagdganti, 1987). In this research, the
second criterium was chosen, The marketl scope of a small firm
was measured by means of a scale comprising the percentagde of
sales that normally does to (1) local markets, (2) to other
cities, within the State, (3) to other States, within the

Redion, (4) to other Redions, and (35) to international marketls.

These percentades were then suamed up into one index. This
is an index of deographic market concentration or sales
distribution throudh the various deodraphic marketls, computed
by means of the formulae detajled in appendix 3. These indexes
vary from zero to 100. A company scoring zero has no degree of
market concentration and this means its output is evenly
distributed alond the '"n'" deodraphic marketls the company serve,
Since there are 5 possible geodraphic markets, an index of
concentration of zero means the company sells about 20 percent
of its outputl to each of the 3 possible markets namely, local,
rest of the State, rest of the Redion, rest of the Nation and
export. An index of 100 implies that the scoring company makes
the bulk of its sales to a particular marketl, The dgreater the
score, the less diversified and the more concentrated (or

specialised in terms of markets) a company is.

Products

With redards to product, Bamberder (1981) identify a
number of criteria to define the company’'s level of

specialisation or diversification. These are the number of
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products (items), the number of droups of products (lines) and
the diversity of products, that 1is, the dedree to which
products are related one another. The level of product
diversification of a firm increases with the number of discrete
products or product droups and decreasing relationships between
them. This is also supported by Brannen (;978). In this
research, the level of specialisation or diversification of
products was measured by means of the three criteria as
suddested by Bamberger. They represented the company’s relative
product-line width (average nuaber of product lines or product
groups), relative product-line depth (average number of itenms
or products in a line) and product consistency (the degree to

which products are related one ancther).

Product-line width and product-line deplth were measured by
having the respondents rate their position relatively to their
major competitors’ as narrower (smaller), similar or broader
(larder). This scale has been used in previous research in the
area (Noo and Cooper, 1982; Chagdanti and Chaganti, 1982;
Chagdanti, 1987),

In the words of Bamberder (1981) “products may be related
with regard to the common wuse of input factors (e.,d4. raw
material), a basic technologdy, production procedures and
facilities, the distribution system or the lodistic systen'.
In this research product consistency

was measured by asking the respondents whether or not their
major products shared similar raw material, labour force skill,
manufacturing process and equipment, distribution system and
final usage, These answers were then summed into a sindle
dedree of product consistency by means of the computation

detailed in appendix 3.

Product Customization x Standardisation

These dimensions describe the dedree to which a company'’s
products are standardised for all customers, or desidned to

produce to order for individual customers (Anderson and
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Zeithaml, 1984:11). As with specialisation and diversification,
they may be considered as opposites on the same scale

characterised by the same variables.

The measure used to operationalise these dimensions was
based on Caves and Williamson (1985:121) and consisted of the
respondent’s report on the percentade of the company's total
sales for products made to individual customer’s order
specifications, Hidh percentages indicated high level of

customization.

Product/Brand Identification

According to Porter (1980) this dimension describes the
dedgree to which a company seeks brand identification rather
than competition based mainly on price or other wvariables.
Product or brand identification c¢an be achieved via provision
of specialised services, company’s imagde, packadging,
advertising, proprietorship amond others (Caves and Williamson,
1983).

The extent to which the small firms sought product or
brand identification was investigated directly with the
owner—-managders, by mReans of a setl of open—ended
questions described in the third part of appendix 1. The

majority of these questions were aimed at assessing:

a) Identification via tandible aspects of product: whether any

of these would influence customers’ purchase decisionj

b) Branding: whether products were market! throudh the company's

own brand or unbranded;

c) Identification via services: whether the company provided

any distinct, specialised services;

d) Identification via packagding: whether packading was
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perceived as part of company's selling effort

e) ldentification via advertisind: the relative importance of

advertising to the company’s selling effort.

Product Development

This dimension describes the typical frequency of changdes
in all or part of the company’s product lines (Anderson and
Z2eithaml,1984), It can be operationalised by means of 1two
criteria: new product introduction and modificatlion of old
product (Chadanti and Chadanti, 1983; Anderson and Zeithanal,
1984; Chadanti, 1987).

New product introduction was measured as the number of
new, modern products introduced into the company’s product
rande over the S-year period prior to the field work, based on
respondents’ report, Latter this variable was recoded into

none, few, about 1 a vear, and many over the 35 years.

Product modification was measured as the number of exiting
products that were renewed over the same period of time, based
on respondents’ report. This variable was also recoded into a
variable describing the frequency of product! modification as

never, rarely, nearly once a year, and often.

Product Quality

This dimension was measured by having the respondents rate
the overall quality of their products as compared to that of
their major competitors by means of a three point scale:
inferior, similar, and superior, This measure has been
frequently used in previous research (Wooc and Cooper, 1982;
Chadganti and Chagdanti, 1983, Anderson and 2Zeithanml, 1984;
Chadanti, 1987 and the PINS studies).
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A more elaborated measure based on Phillips et al (1983)
was tentatively used without! success. Owner-manaders did not
feel comfortable enough with it. This measure was also based on
the three-point scale above, along with a request that the
owner-manaders estimated the percentade of sales volume for
products that from the customers perspecltive were <classified
into each of the scale points as compared to products available

from major competitors.

Product Price

The small firm's relative price position was measured by
means of a S-point scales based on Chagdanti and Chagdanti
(1983). The scale varied from (1) much lower to (35) much
hidher. This wvariable was latter recoded into a three-point

scale from (1) lower to (3) higher.

To investidate the extent to which price was a stratedic
variable, owner-managders were asked to rate the importance of
Price tactics such as price discounts, special price promotion,
etc, to the company’s sellingd effort on 4-point scale from (1)

not at all to (4) very important,.

The foredoing described the major dimensions of
competitive stratedgy and their method of measurement and
collection through the semi-structured interview schedule. Many
other variables were oridinated from the interviewees report.

They are considered in detail in appendix 3.

As mentioned earlier, a structured, mailed-questionnaire
(appendix 2) was also used to collect information on
competitive strategy. Due to obvious reasons, the mailed
questionnaire did not permit the study of the competitive
strategy dimensions in the detailed manner outlined above. It
is important to note, thoudh, that both instruments of data
collection attempted to assess the same set of conmpetilive

stratedy dimensions, While the semi-structured interview



-116-

schedule permitted the assessment of each strategic dimension
by means of more than one measure, the mailed questionnaire was
desidned upon <concise and direct measures only. In many
occasions, the competitive stratedy dimensions were measured by
having the informant rate the importance of individual
dimensions to the company’s selling effort and success on a
4-point scale, from (1) not relevant/important to (4) very
relevant/inportant., The operationalisation of the dimensions
and the computation of all the variables oridinated from them

are commented in detail in appendix 4.

5.1.3 Performance

Small firms performance was measured by means of financial
measures obtained during the interviews with the owner-managders
or from financial reports collected with them and from
informants answers to the structured questionnaire. Financial
measures were preferred to perceptual measures for a number of
reasons. The literature failed to provide dguidance for the
design of reliable perceptual criteria. In this respect,
Dollingder (1984), who provides a review of literature on
measures of effectiveness in entrepreneurial orgdganisations,
examines and tests the wvalidity of a perceptual measure
composed of 10 catedories (or factors) which the owner-managers
were asked to rate on a scale from O to 100, accordind to their
perceived level of success. However, as Dollinder himself
concludes, the investidation provides limited support for the
use of this instrument as a measure of effectiveness
(Dollinder, 1984:17). On the other hand, many researchers

offered support to the use of financial measures.

Robinson, (1983) provides a review of literature on such
basic financial measures as return on investment, return on
sales, and chande (drowth) in sales. Among these measures,
return on sales and chande in sales are said to be the most

popular small firms performance measures. In three distinct
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investidations (Alves, 1978; Edmister, 1970 and Gru, 1973,
cited by Robinson, Jr. 1983), return on sales and change in
sales proved to be the most significant predictors of
successful versus unsuccessful small firms, amond a number of
predictors including return on investment. Davig (1986) used
drowth in sales and drowth in profits as measures of small

business performance.

Many are the arduments supporting the wuse of these
measures of performance, Robinson states that ‘'sales 1is a
figure closely monitored by small firm owner-managers
redardless of the sophistication of their accounting
systems’ and that "for small firm research, return on sales and
sales drowth offer readily available, reasonably accurate
effectiveness measures that also appear to be operationally
consistent with different frameworks for conceptualizing
ordanization effectiveness’ (Robinson, 1983:27-9). Other
arduments in favour of these measures of performance are the
facts that sales fidures are more easily obtained in small
firms databases and they provide greater accuracy and

standardisation than other fidures.

Robinson does not advise the use of investment figures as
measure of small firms performance. The ardument is that
investment figures are not ’consistently and meticulously
monitored” by, and do not 'come as immediately to mind * for
the owner-managders as sales fidures do (Robinson, 1983:27).
Davig states that "return on investment, althoudh a traditional
measure of performance, is difficult to measure accurately in
many small firms, and comparison across firms is highly suspect
as a measure of relative performance’ (David, 1986: 41).
Despite that, other research works have measured performance on
the basis of return on investment and return on asset wvalue
(Edmunds, 1979; Woo and Cooper, 1982; Chadanti and Chaganti,
1983; Chaganti, 1987).

As it can be concluded from the foredoind discussion, even
amond the small firms researchers there are conflicting views

about which financial measure of performance should be used.
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This, however, may be due to the fact that performance is a
multidimensional variable (0O’Neil and Duker, 1986). For this
reason, in this research, a composite measure of small firm
performance is used, This 1includes a number of financial
performance measures which were latter computed into one single
index of overall performance. This procedure 1is detailed in

appendices 3 and 4, and briefly commented below,

Data on sales volume, net profit and total assetl value
were dathered for the years 1983 to 1985. Annual sales drowth
rates were computed and then summarised into a 3-year averade
sales drowth index. In the same way indexes of 3-year average
return on sales, 3-year averagde investment! (asset) drowth, and
3-year averade return on investment were computed. These
indexes were then computed into one sindle index of overall
performance. Based on this, the small firms that fell within
the top 33 percent of the frequency distribution of the index
of overall performance were classified as successful small
firms and the remaining as less-successful smal firms. All
values were standardised by the procedure of 2 scores as
contained in SPSSX (SPSS, 1986) prior to computations. This was
done as an atteapt! to bring into one only scale values affected

by different rates of inflation along the years.

3.2, Field Work and Data Collection MNethodolodgy.

This section describes the strategy adopted for the
research. It discusses the issues behind the choice of research
sites and stratedy. It also examines the methods of sampling,
data collection and analysis. The research comprises in-depth
interviews with owner-manaders of small firms located in Zona

da Mata and a survey of firms located in the State of Parana,.

S5.2.1. Research sites

This research, and indeed the entire doctorate of the

researcher has been funded by a Brazilian Research Institution
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attached to the Brazilian Ministry of Education (CAPES). It was
the interest of this institution that the research outcomes
could directly benefit the Brazilian small firm sector. To meet
this interest, the decision was made to relate the research to

this country'’'s reality.

Given Brazil’s hugde deodraphical dimension and regdional
disparitlies regarding 1levels of socio-economic development,
and, naturally, constraints of time and resources, a
nation-wide data collection was out of the scope of this
research, The selection of research sites was, then, a
necessity, Zona da Mata of the State of Minas Gerais and the
State of Parana were chosen as the research sites. Both these

redions are described in detail in appendix 6.

Zona da Mata was chosen for a number of reasons. It
is a Redion of dreat importance to the State’s econonmy,
particularly in agricultural and manufacturing terms,
located near nmajor industrial and economic centlres of
the country such as the cities of Belo Horizonte, Rio de
Janeiro, Sao Paulo and Vitoria, and, yet, is a Region of
economic decline, The decline is historically rooted in the
crisis of the ''coffee economy’” since early 1900s and has been
exacerbated recently by losses in the agdricultural and
manufacturing industries, This has diven rise to a number of
problems from increased ©poverty, rural midgration towards the
Region’s urban areas and intense urbanisation and deterioration
of quality of urban life, to migration to nearby urban centres
of other Redions and losses in number and quality of working
population, to name but a few (Governo do Estado, 1978). Given
this, studies are needed which can provide possible solutions
to Zona da Mata's long-standing problems. In this redard, the
present research can make some contribution to institutions and
development! authorities seekind to boost Zona da Hata's
economic and social development by means of the Redion's small

firm sector.

In 2ona da Mata, small and medium-sized enterprises are

prevailing., These are concentrated in the traditional
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manufacturind industries such as textile, food processing,
leather doods, timber, furniture makindg and clothind and
footwear which are the sectors where losses have been dreater
(CEBRAE/IUPERJ, 1981; Governo do Estado, 1978). However, with
the notable exception of CEBRAE/IUPERJ (1981), studies of the
Redion’s small firms problems and other 1issues are nearly
nonexistent, Moreover, no investidgation has attempted to
address specifically the 1issue of small firm competitive
stratedgy. The little research done in this area of study
provided immense opportunity to make some contribution to the

Present body of knowledde.

CEBRAE/IUPERJ (1981) claimed that, diven the type of
product the Zona da Mata’s small firms manufactured, most of
these companies faced difficulty in dealing with
"uncontrollable environmental trends such as fashion and
seasonal changes'. These companies also lacked competitiveness
in relation to newly-established manufacturing centres of the
State, which benefited from modern technologdy and economies of
scale, and, diven the local markets decreasindg purchasing
power, they had problems sellingd their entire production and
operated with idle capacity. In addition, since the local
economy could not supply the type of raw material needed, this
had to be acquired outside the Regdion and was regdarded as a
major problem. All these conditions together certainly places
much pressure for planning flexibility, adaptation and, above
all, dynamic marketing and competitive strategies. For these
reasons, Zona da Mata presented a potentially significant scope

for the testindg of the hypotheses of the present research.

The other research site was the State of Parana. In the
event of the personal contacts with the Banco do Brasil,
which provided immense support to the field work of this
research (this will be commented in detail latter on), this
institution suggdested the extension of the research to the
State of Parana and offered to help with data collection in

this area.

A quick reference to the literature elicited that many of
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the circumstances prevailing 1in Zona da Mata did prevail in
Parana too. This refers to the State historical development
based on agdgricultural industry, the present role played by its
manufacturing small firm sector in the economy, Problems of
rural midgration to urban areas of the state and intense
urbanisation and the need to boost the manufacturing industiry
sector, although for a different reason to that of Zona da
Hata's. Above all, the dearth of studies of the Parana's small

firm's issues.

The inclusion of Parana into the survey presented an
opportunity for enlarding the scope and significance of the
research outcomes as well as for makind more substantial
contribution to the state of knowledgde of competitive
stratedies of small firms in Brazil (Which, as mentioned in

chapters I and Il, is very limited).

For these reasons, the decision was made to include Parana
in the research. In the event, it is important toc mention that
cost constraint always remained. Thus the Banco do Brasil's

effort redardind the field work and data collection was most

welconed.

Table 5.1 shows how the small and medium-sized firm sector
of the research sites compare to that of the country and of the

State of Xinas Gerais, of which, as stated earlier, Zona da

Mata is a part.

TABLE 3.1: Comparative table
Manufacturing and mineral extraction

SIZE ! SHALL | NEDIUM | LARGE

I | !
INDICES | EST ENP OP | EST ENP OP | EST ENP OP

| | |
BRAZIL 1 92,9 45,9 30,21 4,0 34,2 42,9105 19.8 24.9
BINAS GERAIS | 90,7 47.2 25,8 12,8 32.2 3%.710.3 20.6 36.3
PARANA 1 94,4 62,3 39,9126 30,2 51,7101 75 1.9

SOURCE: TIBGE, 1984a,b,c.

EST: NUMBER OF ESTABLISHMENTS; EMP: TOTAL EMPLOYMENT; OP: OUTPUT VALUE

Note: The differences to 100% are due to establishments for which
there were no information on size
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5.2.2. Sampling

Criteria for sample selection

In order to be selected, a small company needed to satisfy
a number of criteria. These criteria are commented in detail in
the followind paradraphs.

One of these criteria was the level of employment. As
stated in chapter 11, the most popular definition of small
firms in Brazil is based on the number of employees and a small
firm is denerally defined as one with 20 to 100 working people
(Dutra et al., 1984; Dutra and Guagliardi, 1984). These limits
were taken as duidance for the selection of the small firms but
in no occasion were they regdarded as strictly rigid, allowing
companies of slightly less than 20 employees and slightly nmore
than 100 1to enter the sample, provided they met the other
sampling requirements too. Later, after the selection of the
samnple, it was found that all the companies tended to employ

more people than the level recorded 1in the data bases used in
this research.

The other requirement an enterprise had to meet in order
to be selected was 1legdal independence. This means that the
companies had to be free-standing businesses, In other words,
they could not pertain to a group of companies or be part of a
complex enterprise system such as branches and subsidiaries, or
small divisions of largde enterprise. It also means that they
were managed by their owners and even in the case managdement
staff comprised hired, professional managders, owners had
ultimate authorily and effective control over their companies,
althougdh they might be constrained by financial oblidations.
Ledal independence and owner-manadement are two of the criteria

Carson (1985) ardues characterise a small firm., In his words,
small firms are

" denerally owned by one person or, at most,

a very few ©people. [Theyl tend to be managded
by their owner or owners. ... They are not part of a
complex enterprise system such as a small division
of a larde enterprise,. Independence also means that
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the firm’s owner-manaders have ultimate authority
and effective control over the business, even thoudh
their freedom may be constrained by oblidations to
financial institutions' (Carson, 1983: 7-8).

This was a much needed condition for this study since,
unlike single businesses, divisions of larde companies, first
of all, enjoy the support of a lardger pool of resources, and
secondly, have their strategies dgreatly determined by both
their parent companies and their relation to their sister

divisions.

Company vyvears of operation was another criteria of
sampling. It was decided that only companies operating for at
least 5 vyears would be eligible for selection. This was
considered necessary since firms operatind for less than 5
years were unlikely 1to have -evolved any clear patterns of
competitive behaviour. Host probably they would be experiencing
probleas and constraints particular to the start-up stage of
the business cycle which could not be gdeneralised for all

businesses.

To increase the probability that not all of the companies
selected pertained to the same sort of competitive environment,
the small enterprises had to meet a final requirement. To this
end, Tavares’ industry structure classification was used as a

duidance (Tavares, 1978).

Tavares has identified 5 differingd industry structures for
developing nations. These structures differ according to the
characteristics of competition in them. For each of these
industry structures, nanmely Pure Olidopoly,
Concentrated-Differentiated Oligopoly, Differentiated
Oligopoly, Competitive Olidopoly and Non-Olidopolistic Market,
she also identified the prevailing 1type of doods according to
their usage characteristics and the prevailing sectors of
manufacturing activities, These manufacturing secltors were used
as a duiding factor in the sample selection. In order to be
selected a company had to pertain to one of these sectors.

Tavares classification is included in appendix 7.
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The sample selection and the database

Based on the above mentioned requirements, the sample was
selected from ¢the database of Banco do Brasil, a major
Brazilian commercial and dovernmental development bank whose
role in the dJovernment small business promotion prodramme is
fundamental. As it will be recalled from chapter II, the Banco
do Brasil operates in the area of small firm assistance since
1963 and is by far one of the most important, if not the most
important, institution in the field, specially in remotle areas.
To illustrate this, the number of small and medium-scale firms
included in the banks database represented 90 percent of its
total number of <clients in 1982, including those small firas
that had joined the MIPEX prodramme, a prograime created in
1980 and designed to link financial assistance with managderial
assistance (Banco do Brasil, 1982; 1983).

Other characteristics of the Banco do Brasil database
should be noted. Firstly, it might not be the most <conmplete
existing Brazilian small firms redister. Rather it proved to be
the most <complete among the accessible and available small
firms redgisters, At the time of the research many institutions
and possible small firms registers were contacted but, in many
occasions, despite an immense effort, the researcher faced
insurmountable difficulties, if not barriers, to obtain access
to their database. In other occasions, the identitly of the
firms in the database could not be disclosed for reasons of
confidentiality and this would prevent the collection of
information directly with the owner-managders, In other
instances, still, the databases contained too small a number of

small firms to satisfy the requirements of the present study.

The Banco do Brasil not only welcomed the research butl
also offered to help. 1Its database included a substantial
number of small firms located in the research sites and
pProvided information over variables that were important for the
sample selection. These are the compPany's order number, the
owner-manaders’ name, the conmpany's name, address and telephone

nurber, the company'’s foundation year, level of employment and
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industry sector of activity,

Secondly, the Banco do Brasil database comprised both
small firms that were normal clients of the bank and those that
had joined the MIPEM prodramme., This means that the sample
selected midht include small firms that had had managderial
assistance by the Bank, Since this research is nol! interested
in the process of stratedy choice but aims at identifying
successful competitive stratedies, this fact |is believed

irrelevant and hence the assited small firms are not treated as

a separate droup.

Finally, as it can be noted in tables 5.7 and 5.12, the
Banco do Brasil database appears to present a significant bias.
This is a possible preference of the bank by small firms of
larder size, notably those of the size-rande of 30 to 99
enployees. This was only known after the sample was selected
and was then attributed to one or both of the following
reasons: most business of the bottom-end of the size-range
would not achieve the business volume required by the bank or
they are left outside the financial system for not beind able
to meet the bank requirements of collaterals and documentation,
a well known problem of small firms. In any case, this was not
thoudht to affect negatively the results of the study although
it can make it difficult to deneralize the resultls to small
firms pertaining to different size-rande. This is further

considered in section 5.3.

From the Bank of Brazil’s listings, 33 comapanies located
in the Zona da Mata were drawn for the in-depth interviews.
Then 330 companies located in the State of Parana were selected
for the survey. To this end, a number was randomly drawn from 1
to 10 to represent the first company of the survey sample, Then
this number was added to itself to represent the second company
and so on until the listings were ended. Each selected company
had to meet every sampling requirement and, when it did not, it
was excluded from the sample and the company next to it in the
listind was taken to replace it. The drawn number was then

added to the order number of the replacing company.
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5.2.3 The Access Issue, the Banco do Brasil Support?

and Problems Encountered

With regard to the interviews, the support diven to this
research by the Banco do Brasil was fundamental in facilitating
the access into the companies. The noticeably friendly npature
of the relationship between the Banco do Brasil’s officials and
the companies was certainly a wvaluable help. In Zona da HKata,
the owner-manaders of every selected company were contacted,
either by phone or personally, the researcher was introduced,
the nature and the importance of the research was explained,
and the entrepreneurs’ collaboration was asked. After such an
introduction, the researcher found it easy to build a dood
rapport with most of the owner—-manaders, who were constantly
reminded that the research had no linkagde with the Banco do
Brasil, that the purpose was purely academic and strict
confidentiality would be observed in not divulding individual
responses nor personal matters., This sort of relationship was
very much necessary diven that most of the aspects pertaining
to the interview schedule could have been viewed by the

owner—-managders as confidential to then.

Despite the Banco do Brasil’s support in Zona da Mata, the
field work posed many difficulties., The wide deodraphical area
of Zona da Mata, the poor conditions of roads, the lack of
infrastructure and services in deneral, all made travelling
from small town to small town to contact the companies very
time consuming and something of an endurance test. In addition
fittind in the owner-managers' agdenda was always hard to

achieve.

The support diven by the Banco do Brasil to the survey in
Parana was also tremendous, Letters were sent to the various
Bank of Brazil's NIPEM’s officials in Parana informing them to
which enterprises questionnaires had been mailed. These
officials were instructed by their State headquarters in
Curitiba to contact personally the companies’ owner-managders in

order to both ask their cooperation and help them understand
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the questionnaire, in case of any difficulty.

5.2.4 Instruments of Data Collection, the Field Work

and Reply Rates

As stated previously, data for the research were dathered
by means of a semi-structured interview schedule and a

hidhly-structured mailed questionnaire.

The in-depth interviews

The research interview schedule was carefully designed in
advance of the field work. Initially it comprised 3 largde
sections to collect information on the coapany’s background,
competitive environment, and competitive stratedy. It also

included a short section on company’'s financial performance.

During the preparation of the interview schedule, in order
to take into consideration as much as possible of the richness
of Porter’s competitive forces framework, a considerable large
number of questions were formulated to assess the company’s
competitive environment. However, this meant that the lendgth of
the data collection instrument would mitigate against the
success of the data collection task. After countless reviews

the larde number of questions were reduced to a more manageable

level.

Due to time and financial constraints, there was no
possibility to carry out a pilot study in the site of the
research to pre-test the interview schedule., To improve the
ability of the data collection instrument to capture the small
firms reality and to communicate with the owner-managders, the
research supervisor manaded to ordanise interviews wilh some
Engdlish entrepreneurs who were attendind training courses at
the Small Business Centre of Durham University Business School.
The sections of the interview schedule redarding competitive
environment and competitive stratedy were tested with these
cwner-managders and chandes and modifications were subsequently
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made., The instrument was believed ready for the field work
stade. However, data were to be dathered in Brazil with
Portuduese-speaking people. Landuade, culture, education and
business environment could all influence the effectiveness ot
the interview schedule. In view of this, the research
supervisor advised that the reactions of the first

owner—-managders interviewed were carefully monitored.

Durind the interviews, it was soon discovered that the
four~part interview schedule was still too lond to be <covered
and time consuming. It was also realised that the questions
on competitive environment proved to be all too complex before
the crude reality of the small companies in this saaple.
Therefore, this claimed for a complete reformulation of the
interview schedule for the conversation about the conmpany’s
environment, This was done throughout the interview phase by
addressing the many aspecls pertaining to the environmental
analysis, in a informal and exploratory way, after completing
the other sections of the interview schedule. The
owner—managers reactions to, and remarks on these sort of
questions were all recorded and later taken into consideration.
By the end of the interview phase a concise, simplified and
highly structured questionnaire on environment aspects had been
elaborated. Then such a questionnaire was posted to all the 33
entrepreneurs of which 28 replied. This yvyielded a final reply
rate of B84.8 vpercent. The final wversion of the interview
schedule includingd the structured questionnaire on competitive

environment mailed to the interviewees is filed at appendix 1.

The interviews were carried out from August to November of
1986. The duration of each 1individual interview varied from a
whole morning to a whole day. The time spend witlh each
interviewee depended much on the lendth of the interview
schedule, which, in turn, dependent! on the nature of the
aspects beingd investigated, and on the deneral level of
education of the interviewee. In addition, the interviews were
conducted solely by the researcher. Apart from financial
constraints, a number of other reasons pPrecluded the employment

of research assistants to help with interviews. Amond these,
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the complex nature of the research topics, the wunavailability
of manadement studentls prepared 1to travel to Zona da Hata at
that time of the year and the obvicus need to ensure
reliability of data <collected. These factls contributed to

reduce the pool of enterprises likely to be interviewed.

During the preparation of the fieldwork activities it was
decided that the interviews with the owner-managers would be
tape-recorded in order not to miss any of their remarks. This
method was used during the first interviews but not with
success., Althoudh permission to tape record the conversation
had been diven by the owner-manaders, such a method proved to
make them extremely uncomfortable, embarrassed and suspicious,
and was, for this reason, discarded. With no other alternative,
hand-written notes of the conversation were made by the
researcher throughout the interviews, Without doubt,
note-taking has its drawbacks, particularly the danger of
mRissing information whilst writind and the character of
formality added to the conversation. However, none of these
drawbacks proved important. At the end of each interview, all
the information collected would then be read again, a report
would be written and an interview schedule would be completed

by the researcher for the particular company.

The Survey

The feedback from the interviews was fundamental in the
formulation of the structured questionnaire used in the survey.
The questionnaire, filed in appendix 2, comprised 3 sections
redardingd the major research topics: competlitive environment,
competitive stratedy and financial performance. It was nmailed
to the other 330 small firms togdether with a number of letters
explaining the research motives and importance and asking for
the owner-managders collaboration. These letters, written by the
researcher, the Bank of Brazil, CAPES, who financed the bulk of
the research, and the research supervisor, are filed in
aprendix S. A stamped, self-addressed envelope for replies was
also send to the companies. Twenty days after that, a letter

of reminder was directed to each one of them. In addition,
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since during this time there had been a substantial increase in
the postade fares (by BOX to be precise), additional stamps
were sent to all the companies to complete the postage fare for
return of the questionnaire. Latter still, postcards were sent

to tardy respondents.

The response rate 1is 43,33 percent. Out of the returned
questionnaires, 15 were discarded since 5 of them were totally
blank and 10 were from companies with more than 200 enmployees,
one of these companies employed 520 people. The remaining 125
questionnaires are usable cases and comprised 37.88 percent of
the companies selected for the survey. This is certainly a dood
reply rate diving that previous experiences in Brazil obtained
only 20 to 25 percent response rate. It 1is important to note
that this hidh response rate might have been a result of the
support diven to the research by the Banco do Brasil, addressed
in the last section. It is also noticeable that the wusable

questionnaires contained a very small number of missing values,

5.3. The Composition of the Samples

As it will be recalled, this study draws from data
collected during in-depth interviews with owner-manaders of 28
small firms and from a survey of 125 companies. This section

describes in detail both samples.

The interview sample

All the 28 companies in this sample are located in the
Zona da Mata. For the purposes of the research, the research
sites were divided 1into three sub-areas. These are a) Major
centres, the major conurbation in the research sites including
towns situated within 30 kilometres from the citly; b) Secondary
centres, other industrially and economically relevant! areas
with an urban population of over 100 thousand people; c¢) Rural
areas, town and other settlement of less than 100,000 peoprle,
provided they are not industrial centres, comprisind rural

towns and smaller rural towns. In Zona da Mata, the major urban
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centre is the conurbation of Juiz de Fora. 13 companies in the
sample are located in the conurbation of Juiz de Fora and the

remainind in rural areas.

TABLE 5.2: Company’s Location -
Interview sample

LOCATION No. COMPANIES PERCENT
Major Centre 13 46.4
Rural Town 13 46.4
Smaller Town 2 7.1

Totals 28 100.0

The dreat majority of the companies has between 20 and 99
employees. The averade comnpany size 1is &3 employvyees, the
smallest company enmployes 20 people and the lardest 115. 4
companies employes more than 99 people; their size is 103, 105,

110 and 115 employees each.

TABLE 5.3: Company’s Size - interview sample

No. ENMPLOYEES No. CONPANIES PERCENT

20 to 49 10 35.7
50 to 99 14 30.0
100 AND OVER 4 14.3

Totals 28 100.0

82.1 percent of these companies are family businesses,
that is, they are companies which have been either founded or
boudht by a family and are managded by members of that family.

The remaining S5 companies are partnership.

The 28 companies are, on averade, owned by 4 persons. The
majority of them (60.7 percent) are owned by up to 3 people and
39.3 percent are owned by the couple. Every company is
owner-manaded and 60.7 percent of them are managed by their

founders, In some cases (39.3 percent) at most 2 vprofessionals
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have been hired to help manade the business, 63.6 percent of

these manaders have no family relation with the major owner.

TABLE 5.4: Top Manadement - Interview sample

HANAGEMENT No. COMPAXIES PERCENT
Founder 17 60.7
Heir (Son/Daudhter) 9 32.1
Successor 2 7.1

Totals 28 100.0

28.6 percent of the owner-manaders have hardly been to
formal schools. They have not concluded their first school
(comprisind the first 8 yvears of education) and some of these
have less than four years of schoolind. The remaining 71.4
percent have at least attended the first school. However, 10 of
the major owner-managders bear a University degree, two of thenm
in Economics, three in Manadement studies and the remaining in

areas not related to business administration.

The dreat majority of the owner-managders (67.9 percent)
have never attended a management trainindg prodramme and when

they did, the pProgdgrammes were few and of short duration (21.4

percent).

9 of the companies (32.1 percent) have an office known as
sales or marketling department. Most of these are purely
administrative offices, but the person in chargde also deal with
suppliers and clients, advertising and sales campaidn. The
salesforce of 75 percent of the companies are composed of only
sales representatives, most of whom would also work for other
companies. In the remaining companies the salesforce comprises

salesmen and representatives.

None of these companies are new businesses. They are on
averade 26.7 vyvears old, the youndgest company has been on

operation for nearly 7 yvears and the oldest for 73 years.
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All these companies are manufacturing firms. The
distribution of the manufacturing sectors is presented in table
5.6, It is important to note that the catedories of table 5.6
were derived from the researcher’'s best attempt to translate
into Endlish the catedories pertaining to the Brazilian
Industry Classification as devised by FIBGE (Fundacaoc Instituto

Brasileiro de Geodrafia e Estatistica), a Brazilian

TABLE S5.5: Company’s Age - Interview sample

AGE GROUP No. OF COMPANIES PERCENT

7 to 10 years S 17.9
11 to 30 years 12 42.9
31 to 40 years 8 28.6
Over 40 years 3 10.7
Totals 28 100.0
Governmental Institutions responsible for <collection and

divulgdence of census data. In addition, one of the <companies
pertaining to the interview sample could not be classified into
any of these <catedories diven the craftsmanship of its
production process and 1its products - artistic jewelry cases

and dift boxes.

TABLE 5.6: Distribution of Manufacturing

Industry Sectors - Interview Sample
MANUFACTURING COMPANIES

SECTORS NUMBER PERCENTAGE
Furniture making 3 17.9
Clothing & Footwear S 17.9
Hechanic endineering 4 14.3
Hetal manufacturing 3 10.7
Textiles 2 7.1
Pharmaceuticals & Vet. 2 7.1
Food processing 2 7.1
Electric endineering 1 3.6
Timber processingd 1 3.6
Chemicals & Fuels 1 3.6
Soaps and toiletry 1 3.6
Other 1 3.6
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Finally, tables 5.7 and 5.8 approach brieffly the question
of sample representativeness. Two points need to be noted in
this redard, Firstly, census data for Zona da Hata are not
readily available from published sources, and so the interview
sample data are compared to those of Minas Gerais, the
Brazilian state of which Zona da Hata is a part. Secondly,
table 5.7 includes only small firms of the industry sectors
pertaining to the sample. For example, since no small firm of
the sample operates in the tobacco industiry, the tobacco
industry firms are excluded from the census distribution of
firm size, Similarly, table 5.8 includes only small firms of
the size rangde pertaining to the sample. Hence, firms with less
than 20 employees and those with more than 115 employees are

excluded from the census data.

TABLE 5.7: Interview Sample Coamparison with
Census Data - No. of Employees.

No. of EMPLOYEES BRAZIL MNINAS GERAIS SANPLE

20 TO 49 66.5% 67.6 35.7
50 TO 99 27.0 25.2 50.0
100 TO 115 6.5 7.2 14.3

Totals 100.0 100.0 100.0

Source: FIBGE, 1984 a,b

TABLE 5.8: Interview Sample Comparison with

Census Data - Industry Sectors
SECTORS BRAZIL NINAS GERAIS SAMPLE

Furniture making 7.2 7.1 17.9
Clothing & Footwear 13.8 18.1 17.9
Hechanic endineering 15.2 12.6 14.3
Hetal manufacturing 13.5 15.3 10.7
Textiles 7.3 6.5 7.1
Pharmaceuticals & Vet. 0.8 1.0 7.1
Food processing 15.8 25.2 7.1
Electric engdineering 4.8 3.0 3.6
Timber processing 12.1 3.5 3.6
Chemicals & Fuels 4.9 4,2 3.6
Soaps and toiletry 0.8 0.9 3.6
Other 3.8 2.6 3.6

Totals 100.0 100.0 100.0

Source: FIBGE, 1984 a,b
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As discussed in the section on the database, the sample
firm-size distribution does not follow the census distribution
for this wvariable. This was attributed to a bias in the
database that would not influence nedatively the resulls of
the present study, rather would hamper the deneralisation of
the findinds. Firm size 1is a variable whose influence in the
process of stratedy makind has been noted (Hofer, 1976) perhaps
because it summarises the effects of other variables such as
resource level. However, firm size would not affect the
effectiveness of the <chosen stratedy, the primary concern oOf
the present study. On the other hand, it can be said that,
first of all, since the droup of small firms of the size rande
of 20 to 49 people is not well represented in the study, the
results should be seen with caution with redard to this size
group. Secondly, it might be ardued that the pool of realised
competitive strategies presently studied has been reduced by

the limited representativeness of the firm size rande 20 to 49.

With regard to table 5.8, the obtained sample industry
sector distribution is a result of the inclusion of Tavares'’
industry <classification as one of the sampling criteria,
already discussed previously., This was a needed resource 1o
assure the variation of the characteristics of the competitive

environment throudhout the sanple.

The Survey sample

This sample comprises 1235 small firms. These companies are
described with redgard to their location, number of employees
and manufacturing sectors in tables 5.9, 5.10 and 5.11,
respeclively, and compared with census data in tables 5.12 and
5.13.

S5 of the respondents did not inform the size of their
companies. In these cases, the number of employees as informed
by the Banco do Brasil was used instead. The survey companies
employ on averade 52 people and their size rangde varies from 16
to 123 employees. Of the enterprises wilh 100 employees or
more, 2 have 100 employees, 2 have 103 and another 2 have 106.



The remainindg &6 companies

123 people each.
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employ 102,

105, 110, 115, 117

TABLE 5.9: Company’'s Location - Survey sample

LOCATION No. COMPANIES PERCENT
Hajor Centre 40 32.0
Secondary Centre 32 235.6
Rural Town 30 24.0
Smaller Town 23 18.4

Totals 125 100.0

No. EMPLOYEES No. COMPANIES PERCENT
16 to 19 11.2
20 to 49 41.6
30 to 99 37.6
100 AXD OVER 9.6
Totals 100.0
TABLE 5.11: Distribution of Manufacturing
Industry Sectors — Survey Sample
HANUFACTURIXG COMPANIES
SECTORS NUMBER PERCENTAGE
Timber processing 16 12.8
Furniture making 16 12.8
Clothing & Footwear 14 11.2
Food processing 13 10.4
Metal manufacturing 11 8.8
Hechanic endineering 11 8.8
Chemicals & Fuels 7 5.6
Paper processing 7 3.6
Textiles 7 3.6
N-Netal mineral doods 6 4.8
Others 4q 3.2
Electric engineering 3 2.4
Drink 2 1.6
Mining & Quarrying 2 1.6
Pharmaceuticals & Vet. 2 1.6
Leather Goods 1 0.8
Soaps and toiletry 1 0.8
Plastics doods 1l 0.8
Transportation doods 1 0.8
Totals 125 100.0

and
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With redard to tables S.12 and 5.13, the same comments
pertain here as with tables 5.7 and S5.8. Note that the

relevant size rande here is 16 to 19 people.

TABLE 5.12: Sample Comparison with Census Data
No. of Employees - The Survey

No. of EMPLOYEES BRAZIL PARAXNA SAMPLE

16 TO 19 25.6 28.9 11.2
20 TO 49 47.5 49.2 41.6
50 TO 99 18.8 15.5 37.6
100 TO 1253 8.1 6.4 9.6
Totals 100.0 100.0 100.0

Source: FIBGE, 1984 a, c.

TABLE S5.13: Sample Comparison with Census Data
Industry Sectors - The Survey

Timber processing 9.4 31.1 12.8
Furniture making 5.5 7.3 12.8
Clothingd & Footwear 9.7 3.9 11.2
Food processing 19.9 12.1 10.4
Metal manufacturing 8.8 5.2 8.8
Hechanic endineering 8.2 7.9 8.8
Chemicals & Fuels 2.8 3.1 3.6
Paper processing 1.5 2.6 3.6
Textiles 4.7 2.3 5.6
N-Ketal mineral doods 14.1 13.0 4.8
Others 2.6 1.5 3.2
Electric endineering 2.8 1.3 2.4
Drink industries 1.2 1.0 1.6
Hining & @uarrying 1.9 1.8 1.6
Pharmaceuticals & Vet. 0.5 0.2 1.6
Leather Goods 0.7 0.5 0.8
Soaps and toiletry 0.6 0.3 0.8
Plastics doods 2.3 1.2 0.8
Transportation doods 2.8 4.1 0.8

Totals 100.0 100.0 100.0

Source: FIBGE, 1984 a, c.
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5.4, Methodolody of Data Analysis

The data analysis, explained in detail latter in this
section, followed the followindg scheme. Initially, the small
companies were dJrouped into clusters according to their
competitive environment characteristics,; by means of a
statistical technique called <cluster analysis. Then, within
each cluster, the companies were classified accordind to their
overall level of performance into successful companies and
less-successful companies. The competitive strategdies of these
sub-gdroups were then compared with a twofold objective.
Firstly, to verify whether these droups differed fundamentally
in terms of their competitive behaviour. Secondly, to wverify
whether the competitive behaviour of the successful firms

differed throudhout the clusters.

Althoudh data obtained with the interviews are highly
comparable with data from the survey, they were analysed
separately. The only reason for doing so was the fact that the
in-depth interview data could provide a richness of insight
that the survey data could not. As stated earlier in this
thesis, while the in-depth interview schedule permitted the
measuremnent of most of the competitive stratedy dimensions in
more than one manner, the mailed questionnaire, demanded that

only one measure was used for each dimension.

As mentioned, <cluster analysis was used to droup the
companies according to their competitive environment
characteristics. This statistical technique has wide usade in
all sciences., According to Anderberdg (1973), this technique has
been used in studies in life and medical sciences, behavioural
and social sciences, earth and engdineerind sciences. With
redards to the behavioural and social sciences the author

writes that they

""have provided the setting for an
extraordinary variety of cluster analysis
applications. The following entities have been
amnongd the many objects of analysis: training
methods, behaviour patterns, factors of human
performance, ordanizations, human Jjudgments,
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test items, drud users, families,
neighborhoods, clubs and other social
ordanizations, criminals and crimes, students,
courses in school, teaching techniques,
cultures, landuagdes, artifacts of ancient
people, and excavation sites.,”

(Anderberg, 1973: 5).

In the marketing area, cluster analysis 1is used to
identify, for instance, persons with similar buyind habits
(segmentation) in order 1o tardet marketing strategdies
(Norusis, 1985). It has also been used in similar research. For
instance, cluster analysis was used by Woo and Cooper (1982) to
classify companies according to their market! environments, and
by Prescott (1986) to <classify business units into categdories
according to characteristics of market structure. In this
research, the ''cluster analysis’ as contained in the Statistics

Packade for Social Science - (SPSSX, 1986) was used.

Cluster analysis is a technique which attemptls to soclve

the following problenm:

""Given a sample of N objects or individuals,

each of which 1is measured on each of P
variables, devise a classification scheme for
drouping the objects into g classes, The

number of classes and the characteristics of

classes to be determined.”
(Everitt, 1974:1).

That is, it is a technique wused to form droups of
relatively homodeneous objecls when it is not possible to
define *a priori’ neither the rule of classification <(droup
mepbership) nor the number of droups. This definition explains
why <cluster analysis was preferred to other statistic
techniques, such as discriminant analysis, which can also
classify objects or cases into catedories. To use discriminant
analysis, droup membership or the classification rule must be
known, Cases are assigned to droups whose number and
pPredominant characteristics are known (Norusis, 1985). In the

case of the present study, neither the characteristics of the
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competitive environment nor the number of environments were

known.

To obtain the clusters, measures of similarity or distance
between all pairs of objects are computed. Similarity measures
closeness and distance is a measure of how far apart twvo
objectls are. Then the similar objecls are grouped todether into
clusters according to selected methods of object combination
and of clusters formation., These similarity/distances measures
and clustering methods can be selected from the many options
provided by the SPSSX package.

All the measures of similarity and distance between cases
available in the SPSSX are applicable to wvariables that are
either continuous, ordinal or binary and not to a mixture of
variable types. Since the dreat majority of environﬁental
variables in this study are of the type *ves or no', that is
binary variables, variables that are not binary were
transformed into binary wvariables and the similarity/distance

measure was selected accordingly.

In this study, a measure of similarily was chosen. When
choosing the necessary similarity measure a "rule of
similaritly’” or, in other words, a statement that emphasises the
relevant aspects of the relationship between the binary values,
needs to be devised. That statement is then translated into a
formulae of similarity measure, Since the interest in this
research was to droup companies that shared similar patterns of
competitive environment, it was ultimately necessary to know
which companies answered similarly the questions posed to thenm.,
The "similarity rule’” was thus devised as the following

statement:

Two <companies share a similar competlitive
environment if both of them answer "yes” or
'"no’ to the same set of questions. The dreater
the number of times they answer similarly a
same set of questions, the more similar their
competitive environment is.

Based on the above rule, the similarity measure was
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selected from the many contained in SPSSX proximities. The
measure, entitled "simple matchindg similarity measure', is as

follows:

This is the ratio between the total number of matching
characteristics to the total number of characteristics in
analysis. The number of matches is measured by ""a + d', where
"3 js the number of times that both companies in the pair
under comparison have jointly answered 'yes' , and ""d" is the
number of times that both companies have jointly answered ‘''no”
to the set of questions. !b” and ¢’ are the other two
possibilities, that is, the number of times the first conmpany
in the pair answered ''vyes' and the second company answered ’no’”
and vice versa to the same set of questions. Thus, the dreater
this ratio, the greater the similarity between the pair of

companies under comparison.

By means of the SPSSX procedure ''proximities’ a matrix of
similarity was then produced and used as inputl for the cluster
analysis. The decision of which company should be combined at
each stade was made with the adoption of the method entitled
Yaverade linkade between droups’, which is one of the many
offered by the SPSSX package. Such a method 1is usually
preferred to other linkage methods because it uses information
about all pairs of objects while calculating the distances
between them, that 1is, the distance between clusters is the
averade of the distances between all pair of cases, in which
one member of the pair is from each of the clusters " (Norusis,
1985) so that 'the averade distance between all cases in the

resulting cluster is as small as possible’ (Everitt, 1974).

The next step in the process of cluster analysis is the
selection of a method for formind the actual clusters. Since
the SPSSX includes only hierarchical clustering methods, such

a decision was made easier., The selected method was entitled
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'*agdlomerative' throudh which cases are drouped into bigder and

bidder clusters until all cases are member of a singdle cluster.

The final step in cluster analysis is the actual selection
of the number of clusters. Each stage of the cluster analysis
9is a possible solution., The decision redardingd the stage to
stop clustering or the number of <clusters can only be done
somewhat arbitrarily by the analyst who has as duidance the
coefficients of similarity at which an extra case is included
in a particular cluster or two previous clusters are merded
into a sindle cluster and the shape of the clusters. Larde
coefficients indicate that fairly homodeneous clusters are
beind merded and small coefficients indicate that clusters
containing quite dissimilar members are being combined. As a
dJuide, clustering should be stopped as soon as the coefficient
decreases considerably from one step to the next (Norusis,
1985).

The variables wused in the <clusterindg and their labels
appear in appendices 3 and 4. The cluster results are filed at
appendix 8. These are the wvertical icicle vplot, the
adgdlomeration schedule and the dendrogram. The vertical icicle
Plot should be read from bottom to top. It shows all steps of
the cluster analysis. The agglomeration schedule contains the
number of cases of <clusters being combined at each stage and
the similarity coefficients, The dendrodram shows the clusters
being combined and the values of the coefficienls rescaled
between 0 to 25. Neither the vertical icicle plot nor its
alternative horizontal icicle plot representing the survey data

could be included in appendix 8, diven their sizes.

After the number of clusters was decided wupon, the
characteristics of each clusters were studied. This was carried
out by means of simple computing procedures such as
crosstabulations and frequencies of the many variables that

corresponded to the competitive environment characteristics.

Once the characteristics of the competitive environment in

each cluster have been identified, the second stade of the data
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analysis bedun. This entailed the study of the competitive
stratedy of small firms within their respective clusters with a
twofold objective., Firstly, to wverify whether in a diven
cluster the successful small firms differed fundamentally from
the 1less successful small firms with redard to their
compelitive stratedy. Secondly, to verify whether there was any
substantial difference in the pattern of the successful small
firms competitlive behaviour across the clusters. To this end,
the framework of competitive stratedy dimensions, derived fron
the review of the relevant literature and pictured in exhibit
5.1, was used as guideline, In addition, the companies in each
clusters were classified according to their relative overall
level of performance into two classes: successful small firms,
those whose overall level of performance fell within the top 33
percent of the frequency distribution of this variable, and
less-successful small firms, the remaining companies. The
computation of the overall level of performance is described in

detail in appendices 3 and 4.

By accomplishing the objectives mentioned in the above
paragraph it is believed that the overall aim of this research
is achieved, that 1is, to investigate the small companies
competitive stratedies which have proven to e effective or

successful within the various types of competitive environment.
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CHAPTER VI
FINDINGS AND ANALYSIS
THE SURVEY
The primary objective of the present exploratory study is
to investidate the competitive stratedy of small firms, To this

end, the task is to test two workindg hypotheses which read:

Hypothesis 1:

Within the sane competitive environment
the competitive stratedy of successful
small firms differes significantly from
that of less-successful small firms.

Hypothesis 2:

The competitive stratedy pPursued by
successful small firms differs in
different competitive environments,

These hypotheses are tested in two samples of Brazilian
small manufacturing firms with data collected during interviews

and also by means of mailed questionnaire.

The present! chapter presents and examines the results of
the analyses carried out on the survey data. Because the survey
sample is considerably larder than the interview data sanmple,
these results are assumed to be more significant than the
interview data results., For this reason alone they are

considered first. The interview data results are dealt with in

the next chapter.

The methodolody of analysis was discussed 1in chapter V.,
Briefly, this entails the droupind of small firms into clusters
on the basis of their competitive environment characteristics

by means of cluster analysis. Then the characteristics of the
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competitive environment in each cluster are identified. These

topics are dealt with in section 6.1,

Followindg that, the small firms in each droup are
classified into successful and less-successful companies
according to their relative overall level of performance, as
indicated in chapter V. Finally, the competitive strategies of
these companies are studied with the objective of verifying if
there is any difference between the competitive strategy of
successful and less-successful companies within droups and
among successful companies strategies across droups, thus
testing the hypotheses of this study. This 1is carried out in

section 6.2.

The chapter concludes with o discussion on the prominent
characteristics of each conpetitive environment and the

corresponding successful competitive stratedy.

6.1. The Competitive Environments.

SPSS-X cluster analysis was run with the conmpetitive
environment variables for the 123 small firms of the survey
sample, The 7-cluster solution was chosen as the solution of
the clusterindg of the survey small firms into similar
competlitive environments., This is represented by the line
number 118 of the agglomeration schedule filed at appendix 8
and means that 7 clusters were denerated. One of these clusters
comprises only one small firm (case number 1235). In fact, this
means that this company did not droup with any of the others
and, for this reason, it was excluded from the analysis. The
remaining clusters are named clusters SA, SB, SC, SD, SE, and
SF with 17, 11, 10, 17, 18 and 351 small firms each,

respectively, totalling 124 companies,

The six clusters, shown in table 6.1, do not describe all
the ©possible competitive environments but do include the
settings of the 124 small firms included in the survey. It is

important to be aware that the small firms within a cluster do
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not necessarily conpete with each other, rather they compete in

environments with common characteristics.

6.1.1, Clusters SA, SB, and SC.

These clusters consist of producers of industrial inpuls,
such as industrial supplies and raw materials, and capital
doods. Host of these firms compete in manufacturing sectlors
characterised by medium and 1larde scale of operation. This
means that larder competitors can benefit from advantagdes of
scale economies. The small firms in these clusters may be,
hence, at disadvantade redarding production efficiency, and
their unity costs might be relatively higher than largder

competitors’.

The importance placed by owner-managers on technolody of
production may be an indication of the dynamic nature of the
competitive environment in these clusters. Production
technology advancements can easily turn obsolete an entire
product line and this means that the rate of product! changde is
high. Apparently the competitive environment of cluster SA is
the most dynamic among the three, since 100 percent of the
respondent indicated that production technologdy is important to
competition. On the other hand, 73 percent! of the respondents
in cluster SB and 60 percent in cluster SC believe so, implying
that these clusters are of a less dynamic nature, and cluster
SC the least unstable of the three.

It was not possible to verify the level of product
standardisation in the market but diven that scale of
production tend to be largde it is conceivable that products are
highly standardised. This is explained by the fact that between
instances of technology advancements larde manufacturers must

standardise their products to benefit from economies of scale.

Selling prices are not! controlled by any dovernmental
authority in neither of these <clusters, but most certainly

larder firms are the price-leaders. However, rivalry among
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competitors is not believed to take the form of price batlles
since purchase decisions for industrial inputs and certain
capital doods are based lardely on performance and technical
specifications of products. Consistent with that, the 1trio
quality-price-technical specifications of products is the
fundamental base of competition, backed by warranties and
manufacturers tradition in both clusters SA and SB. In cluster
SC, product technical specification does not seem 10 be very

important (only for 20 percent of the respondents).

Small firms in cluster SA are well protected from
competition from new firms operating in the small scale rande,.
The high amount of initial capital requirement (94 percent of
the respondents) can certainly deter entry of many of these
firms. However, new entrants are likely to be larder, more
resourceful firms bringindg more threat to the small firams

currently competing in this environment.

Lack of access to raw material supplies or difficulty in
contracting raw materials supplies can also deter entry in
cluster SA (94 percent of the respondents). Agdain small
entrants are more likely to be affected by this than largder
entrants. It is not certain, however, the extent to which lack
of, or difficulty with, raw material access is a real barrijer
or a consequence of the Brazilian dJovernment! economic plan
being implemented during the time of the research field work.
This was the Cruzado Plan which, among other things, aimed at
curbind inflation rate. Most prices were rigorously determined
and controlled by dovernment authorities and this led 1o
recession and deneralised lack of raw materials in certain
industries, Hanufacturers of industrial components refused to
sell their products at dJovernment-dictated prices but would
sell them at black-market prices. While such an atypical effect
could be successfully contlrolled with redards to the interview
cases, the survey questionnaire did not allow the same
flexibility. Hence, there is a probability that answers to this
specific question might have been somewhat influenced by the

circumstances of the econoay.
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94 percent of the companies in cluster SA perceive
difficulty in hiring skilled, qualified labour as another entry
or drowth barrier. This 1is absolutely consistent with other
characteristics of the <cluster, The level of production
technolody and capital requirements migdht indeed mean that
specialised, trained and technically skilled labour is
necessary to manufacture the products. Since in developing
countries this is usually at shortage, the small firms must
compete with larder firms for this scarce resource and, in
order to obtain it, the small firms need to be prepared 1o
offer extra, competitive benefits. Not many small firas,
however, are likely to have the necessary amount of resource to

back such offering.

To exacerbate the uneasiness of the competitive
environment in cluster SA, the small firms must cope with
dovernment regdulations. This is also perceived as barrier 1o
entry, although at a lower level than the other barriers above
discussed (41 percent of the respondents only). Concluding,
diven the sort of entry barriers existing in this cluster,
threat of entry is low and new competitors are likely to be few

but larger and more resourceful.

The small firms in clusters ©SB and SC are less protected
by barriers to entry and threat of entry here is higher. This
means that the environment is these clusters are more
fragmented than that of cluster SA. Initial capital is nearly
a nonexistent barrier in cluster SB but a strong one in cluster
SC. For that reason, small firms in cluster SB appear to be
more likely to face competition from new small firms than the
firms in cluster SC. The most important barrier in SB, as
perceived by the respondents, is the level of difficulty in
manufacturing the products. In cluster SC the respondents also
pointed to difficulty with raw material supply as a barrier of
entry or small firm drowth., The comments made earlier also

appPly here,.

The purchase of industrial inputs is usually doverned by

contracts. Hence, most of the small firms in all these three
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clusters are likely to benefit from this sort of market
duarantee, The extent to which they can benefit from it, or
that the contracls resemble their desire and needs, vary among
the three clusters witlh the intensity of the bardaining power
of their major clients and major suppliers. Powerful <clients
can force down prices and demand higher qualily, services and
benefits which increase the sellers costs. Powerful suppliers
can threaten to raise prices, reduce the quality of their
products or the quantity of doods sold to each of their
clients, They can also refuse to meet small gquantity orders.
When a company face botlh powerful suppliers and powerful
clients, it has less freedom of action, faces enormous
stratedic problems and is very likely to have increased costs

and reduced revenues.

Of the three clusters, small firms in cluster SB are the
least benefited from purchase contracts. In this cluster the
dreat majority of the respondents indicated that their major
clients have moderate or dgreatl bargaining power. The uneasiness
of the competitive environment in cluster SB is increased with
the amount of bardaining power of major suppliers, 73 percent
of the respondents believe that the bardaining power of major
suppliers are moderate or dJdreat. This midht imply that small
firms in this cluster face increased purchasing costs and
reduced revenues. The small firms in Cluster SC benefit nmost
from the market duarantee obtained with purchase contracts
with clients whose bargaining power is nedgligible. Moreover,
with suppliers with lower bardaining power than those of the
previous clusters, the small firms in cluster SC should find it
easier than the others to operate in their competlitive
environment, Small firms of cluster ©SA are in an intermediary
position. While their clients do not have much bargaining power
their suppliers are powerful. This might imply that small firms
in this cluster face increased purchasing costls and problenms

with pricing,

6.1.2, Cluster SD

This clusters consist of small firms producing consumer
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nondurable doods and industrial inputs most of which used to
produce consumer doods. On the whole, these products do not
demand high technologdy since production technology is
rerceived as important! to selling effort in only about half of
the cases., MNoreover, these components do not need to be
produced in large scale for the sector is dominated by
medium-scale firms. They should be easy to be produced since
the small firms do not believe that difficulty in manufacturing
them or access to skilled labour are barriers of entry or
growlh in 1this competitive environment, unlike the previous
three.

Despite of the nature of the products, rivalry 1is not
likely to be based on price, since, unlike the other <clusters,
pPrices of most products are normally controlled by
dovernmental authorities. Consistent with that, product

price 1is not included amongdg the five most mentioned bases

of competition in this environment. More important than
price are product quality (100 percent of the respondents),
and branding and product make (88 percent), The

effectiveness of the delivery system, which can be taken as
service to customers, plays a more important role in this
cluster than in the previous ones, with 77 percent of the
respondents pointind to 1its importance in the compeltitive

effort of the companies.

Accepting that the respondents were influenced by the
temporary shortagde of raw materials during the time of the
survey, the most important barriers of entlry in this cluster,
and obstacles to the drowth of existing companies, are
requirements of initial capital (47 percent) and dovernment
redulations (41 percent). Having fewer barriers, the
competitive environment of this cluster is more fragmented than
the previous three. This is confirmed by the relatively low
bargaining power of suppliers and clients, which is also a
characteristic of fragmented environments. For that reason,
competition should be more intense here than in the previous

clusters,
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6.1.3. Clusters SE and SF

These are totally different competitive environments and
are more fradmented than Cluster SD. Cluster SE comprises small
producers of industrial inputs and cluster SF comprises mostly
producers of consumer doods bolh durable and nondurable, These
firms competle in environments exclusively dominated by small
firms, Selling prices are very much at the domain of the

market, beind a very important competitive weapon.

In cluster SE rivalry is more likely to be based on
product quality than price., It 1is still a sort of technical
conpetition based on tangdible aspects of the products, such as
nature of the raw materials. The tradition of the companies in

the business is also important.

In cluster SF, rivalry assumes a totally different nature.
The balance between quality and price is the most important
competitive weapon. Consistent with the nature of the products,
competition is heavily based on intangible aspecls of the
products, such as branding, make, and status (from fashionable
doods).

These competitive environments offer no obstacles to entry
of other firms, what is consistent with the nature of the
sector (small-firm dominated). However, the companies find
difficulties with raw materials and skilled labour, which can
impair the small firms’ d¢rowth. Suppliers and clients have the
least bardaining power ot all the clusters, These
characteristics make these environmentls the most! fradmented and

the most competitive of all.

6.2, Competitive Stratedy Within Clusters

The competitive stratedy of the successful small firms
(SSFs) is compared to that of the less-successful small firms

(LSSFs) in each cluster. The statistical resultls (frequencies)
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are displayed on table 6.2.

6.2.1. Cluster SA

The Findinds

Cluster SA comprises 5 successful and 10 less—-successful
small firms. 2 firms of this cluster did not provide sufficient
information on performance so the overall performance level

could not be calculated.

The successful small firms in cluster SA serve
middle-class markets, whereas the less-successful small firms
serve all the three types of markets, althougdgh a substantial
proportion of them concentrate on the middle-class market. In
terms of geodraphic nmarkets or distribution of sales through
the various deographic markets, the less-successful firms are
far more concentrated than the successful companies. They tend
to score the highest indexes of market! concentration as
calculated through the formula indicated in chapter V .and
detajled in appendices 3 and 4. As stated in the previous
chapter, these indexes vary from zero to 100. A company scoring
zero has no degree of market concentration and this means its
output is evenly distributed along the "n’ deographic marketls
the company serves. In the case of the survey, an index of
concentration of zero means the company sells 20 percent of its
output to each of the 5 possible markets namely, local, rest of
the State, rest of the Redgion, rest of the Nation and export.
An index of 100 implies that the scoring company makes the bulk
of its sales to a particular market. Taking an index of 40 as a
vyardstick of concentration, 50 percent of the less-successful
small firms and only 20 percent of the successful small firms
score more than 40. This means that the less-successful firms
tend to be more concentrated 1in terms of market than the
successful companies. Redgarding the distribution of sales, 30
percent of the less-successful firms and no successful firm
sell more than 30 percent of their output to local markets,
The less~-successful firms make far more sales to local marketls

than do the successful firms., These firms appear to be more
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interested in more distant markets such as the state and

redional markets.

The successful small firms in cluster SA are more
specialised than the less-successful firms, The successful
small firms product-line width tend to be smaller than, or at
most, similar to their major competitors’, while the
less-successful firms tend to offer similar or broader
product-line width. This implies that tlhe successful small
firms offer fewer products than do their major competlitors. To
compensate their clients for that, these firms adjust their
products to customers requirements which all of them believe is
important to the company's selling effort, and 80 percent of
them believe it is of dreat importance. On the other hand, it
appears that less—-successful small firms do not do product
customization very often and so their products would be more
standardised,

The successful firms provide more services to clients than
do the less-successful companies for 60 percent of them and
only 30 percent of the less-successful firms believe that the
provision of services is a very important instrument for the
success of the company’s business and selling effort, Neither
the successful firms nor the less-successful small firms
emphasise packagdingd, what is consistent with the 1type of

products they sell.

Product development or innovation (introduction of new
product), is thought to be another important instrument for the
success of the company by the majority of small firms in this
cluster, However it appears that this instrument is far more
emphasised by the successful firms amondg which only 20 percent
believe it is of no or small importance to the companies
success as agdgainst 50 percent of the less—-successful small
firms,

Companies in this cluster cannot be distinduished with

redard to relative product quality; all of them reported their
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products are of similar or superior quality to competitors’.

Al]l the successful companies have competitive prices,
their prices are never higher than competitors’, whereas 30
percent of the less-successful small firms have higher prices,
Moreover the dreat majority of the successful small firms (80
Percent) emphasise price tactics, such as price discounts, as
competitive tools. On the other hand the majority of the
less-successful small firms do not emphasise price tactics (60
percent),

Finally, no successful small firms place much importance
to advertising and promotion, whereas S0 percent of the
less-successful small firms do. These firms obviously spend

more on advertising and promotion than the successful small
firms.

The Successful Stratedy in Cluster SA

The competitive stratedy of successful small firms in
cluster SA is substantially different from that of the
less-successful small firms, The most distinduishing features of
their stratedies are presented in table 6.3. Comparing these
features with the characteristics of the competitive
environment in cluster SA it is evident that the competitive
stratedy of the successful small firms is very much consistent

with the dominant aspects of the environment (table 6.4).

As mentioned earlier, one cf the most important
characteristics of the competitive environment in this cluster
is that it is dominated by medium and larde businesses. This
implies that scale of production is an important factor for the
successful operation of businesses in this cluster. Scale of
production leads to reduced costs, competitive advantages and
to increasing profits. To compensate for their reduced scale of
Production, the successful small firms reduce costs by not
trying to do everything. They offer a relatively narrow line

or droup of productls and they do not spend on packadindg and
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advertising, They also concentrate on the needs of a particular
market sedment (middle <class) instead of 1trying to serve all

needs.

By reducindg costs, these firms work towards increasing
profits, Consistent with this stratedy they try to increase
sales volume; the middle-class market offers the best potential
for increased sales volume, They also attend larder markets

than the local community and tend to have competitive prices.

Consistent with the nature of the competitive environment,
where technolody is very important implyindg high rate of
product chande, the successful small firms emphasise product
innovation in a dreater degree than the less-successful firms,
The rate of product chande appears to be the highest in cluster
SA (Table 6.1). Consistent with that the successful small firms
here seem to be the ones that most emphasise product

development,

The successful small firms also try to defend <themselves
adainst the competitive forces by trying to differentiate their
products throudh customization and provision of services which,
in a competitive environment characterised by product
standardisation, might allow ¢them to achieve competitive
advantagde. On the other hand, the less-successful small firms
try to sell the same kind of products as their major
competitors’ with no or low effort to differentiate these

products.

The successful small firms have coapetitive prices. Prices
in their competitive environment tend to be influenced by
largder firms. Any attempt! to increase prices to larger firms
level would demand the firm to differentiate its offering,
througdh, for instance, provision of better services, better
quality and product customization. While the successful small
firms emphasise services and customization, not all of their
products are of superior quality. These firms prefer 1o
maintain competitive prices, and hence better value to their
customers, which can lead to hidgher volume of sales. On the
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other hand, the less—-successful small firms' prices are not as
competitive and these firms fail to provide substantial

additional benefit to their clients.

Finally, the stratedy of product customization discharded
by the successful small firms help them to defend themselves
adainst powerful <clients. By meetindg the specific needs of
their clients the successful small firms reduce their <client’'s
bardaining power turning them somewhat dependent on their
products, increasing clients switchind costs, Customization
certainly helps the successful small firms to develop strong

relationship with their clients,

In conclusion, the successful small firms of cluster SA
find a competitive position where they can defend themselves
adainst the major forces of their competitive environment. They
devise a stratedy that can reduce costs and increase sales
volume and compensate them for their disadvantades of scale,
Moreover, they spend on strategically important variables by
emphasising product development and customization. Product
development can place them in line with the level of product
change in their competitive environment. Customization allows
them to differentiate their productls by adjusting them to their
clients’ needs meeting their specific requirements. This can
lead them to an advantageous competitive position and help then
to reduce the bargaining power of their clients, brinding more

stability to their business.

The less-successful stratedy is not at all tuned to the
company’s competitive environment characteristics and, in some
respect, is likely to be similar to largder companies strategy.
That is, the less-ssuccessful companies strategy is
characterised by product line diversification, low level of
customization and customer services besides high emphasis on
advertisindg. In other aspects, their stratedy lacks reasonind.
While they apparently do only little effort to differentiate
their products either throudh customizatlion, provision of
services or product development, they discharge a higdgh-price

strategy.
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6.2.2., Cluster SB

The Findinds

Cluster SB comprises 4 successful small firms and 7
less-successful small firms. Both the successful and the
less-successful small firms serve middle-class and hidgh-incone
markets, but the less-successful small firms concentrate on
middle-class markets while more successful firms than
less-successful firms attend the hidgh-income markels. The
successful small firms are slightly more concentrated than the
less-successful firms for 50 percent of the successful small
firms and 43 percent of the less-successful small firms have an
index of market/sales concentration dreater than 40. The
less—-successful small firms have their sales more evenly spread
over local, state and redional markels but slightly
concentrated on 1local and regional markets. The successful
companies do not make much sales on local markets; they are
more concentrated on regional markets. 25 percent of the
successful small firms and 43 percent of the less-successful
companies make more than 30 percent of their sales in local
markets, 25 percent of the successful small firms and 14
percent of the less-successful small firms sell more than 30
percent of their output to the rest of the state,.

Both successful and less-successful small firms tend to
pursue product specialisation strategy, but the successful
companies appear to be slightly more specialised, with narrower
product line than their competitors. All the successful small
firms emphasise customization of productls and its importance to
the company’s selling effort and success, On the other hand
only 28 percent of the less-successful companies believe this
instrument is very relevant to the company's selling effort.
Services, as a competitive weapon, is emphasised by both types
of small firms but more successful small firms do so. Neither

of the companies emphasise packading .

Most of the successful small firms (75 percent) believe

that product innovation 1is not relevant to the company’'s
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success and selling effort, whereas 957 percent of the
less~successful small firms believe this instrument is either
moderately or very important for the company’s selling effort.
The product quality of the companies in cluster SB is either
similar or superior to that of their competitors’. However, the
stratedy of superior quality is pursued by far more
less-successful small firms than successful small firms (43

percent and 25 percent, respectively).

All the successful small firms have competitive pPrices and
most of them (75 percent) believe that tactics such as price
discounts, price promotion and credit, are important to the
company’s selling effort and success. On the other hand, while
a substantial proportion of the less-successful small firms (57
percent) also believe so, they tend to have higher prices than

their comapetitors (57 percent).

Finally, no successful small firms believe advertising is
an important competitive instrument in their compelitive
environment what might imply that they do not make much use of
such a stratedic dimension. On the other hand, 43 percent of
the less—-successful small firms do believe that advertising is

at least moderately important.

The Successful Stratedy in Cluster SB

The competitlive stratedy of the successful small firas
differ from that of the less-successful small firms of cluster
SB in a number of dimensions, althoudh the differences are not
as striking as in cluster SA, as shown in table 6.3. The most
distinduishing characteristics of the competitive stratedgy of
the successful small firms in cluster SB is that the strategdy
dimensions are highly consistent amond themselves and with

environmental characteristics.

The successful small firms appear to adopt a concentrated,
niche stratedy. They concentrate on serving the needs of only

few marketl segments with few, specialised products (they seenm
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to be the most specialised companies of the sample) and limited
expenditure in other areas. By dischardingd such a strategdy
these firms maintain undeyr control the 1level of total <costs,
one of the important keys to profitability in their competitive
environment, not only because of disadvantades of scale, which
should be lower here than in cluster SA, butl mainly because of
increased purchasing costs, which should be more pressing here
than elsewhere since bardainind power of suppliers appears to
be the greatest.

This specialised, concentrated stratedy 1is supported by
the successful small firms’ emphasis on product customization
and services to customers. In fact they seem to be amondg the
firms that most emphasise service and customization and this,
todether witlh competitive prices, substantially differentiate
their offer in the marketl, placing them in an advantageous
competitive position and helping them agdainst other major
competitive forces: technical rivalry, high threat of entlry and

very powerful clients.

Unlike the less-successful small firms, the successful
small firms do not emphasise product development <(introduction
of new, modern products). This is consistent with the less
dynamic nature of the competitive environment in cluster SB.
The successful small firms do not spend on packading and
advertising, probably an unnecessary effort in this kind of
competitive environment where industrial inputs are sold. By
not focusing on product development and also on advertising and
packaging, the successful small firms contribute even more to

keep costs down and, hence, increasing profitability.

The less-successful small firms also discharge a
concentration/niche strategy although less so than the
successful small firms, However this stratedy does not find the
needed support since the less-successful firms offer mostly
undifferentiated products (low levels of customization and
services) at prices that tend to be higher than competitors, It
is important to note that services and product customization

assume dreater importance in this environment as conmpetitive



-168-

weapon since product technical specification is a important
basis of competition (table 6.1). This means that success in
competitive battles is dependent on the companies’ ability teo
meet! clients specific pProduct requirements. Moreover, since
these firms fail to provide substantial 1level of product
customization and client services, they also fail to meelt the
major competitive forces, Finally, the less-successful firms do
not attempt to keep costs down in the way the successful small

firms do, and this may be another reason for their failure.

In conclusion, the successful firms in cluster SB pursue a
concentrated, low-cost, hidh return stratedgy offering few
specialised products to selected market segments where unit
selling-prices are high. In many instances;,; this stratedy is
similar to the successful stratedy of <cluster SA, specially
with respect to the cost-reduction aspects. In fact this is
expecled since the companies in both environaents face the
pressure to reduce costs in order to defend themselves adainst
the largder competitors’ advantages of scale economies. This
Pressure is far dgreater in cluster SA where competitors tend tlo
be larder, Hence, the successful firms in cluster SA also
attempt to increase sales income by serving potentially larder
markets. The successful firms in cluster SB, instead, serve
sedments where unit prices are higher,

Another distinduishing characteristic is the level of
emphasis on product development/innovation. The comnpetitive
environment in cluster SA is more dynamic than cluster SB,
hence the level of product chande is most probably greater in
cluster SA. This implies that the small firms in cluster SB

face less pressure to chande their productls.

6.2,3. Cluster SC

The Findings

Cluster SC comprises 6 less~successful and 3 successful

small firms. One of the companies clustered here did not
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provide sufficient information on performance so the overall
level of performance could not be calculated. Host of the
successful small firms in this cluster concentrate on serving
middle-class markets while the less-successful small firms try
to attend both low-income and middle-class markels. The
successful firms are very much concentrated with regdard to
eodraphic market. All of them showed concentration indexes
above 40 and they tend to concentrate their sales on local
markets where 33 percent of them make more than 50 (fifty)
percent of their total sales, On the other hand only 17 percent
of the less-successful small firms make more than 30 percent of
their sales on local markets and none of them make more than 50
percent of sales there, The less-successful small firms make

more sales to state and regional markets.

With redgard to product, it can be said that the successful
small firms tend to be more specialised than the
less~-successful small firms, although these last firms do not
show a clearly definite pattern. The product-line width of the
successful small firms is either narrower than or similar to
competitlors’, while the less-successful firms are evenly
distributed along the three classes of product-line width. Both
successful and less-successful small firms do emphasise product
customization but more less-successful small firms (80 percent)
than successful small firms (67 percent) believe customization
is a very important instrument for the success of the company’'s
sellind effort in this cluster, On the other hand, unlike the
less-successful companies, the successful small firms are
providers of services, which 67 percent of them see as a very
important tool. Packaging is considered to be of no importance
by the majority of firms in cluster SC; aboutl 66 percent of the
companies in each case. 60 percent! of the less-successful small
firms and only 34 percent of the successful small firms believe
that product innovation is an important competitive tool. While
the quality of the successful small firms' products vary evenly
from inferior to superior than that of competitors’, the
less-successful small firms concentrate on similar and superior

product quality.
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The majority of less-successful companies (83 percent)
have similar product price to competitors’ and 80 percent of
them do not believe that price tactics are relevant. While the
majority of the successful small firms (67 percent of them)
value price tactics as moderately important for the company'’s
success, they do not concentrate in any price-position in the
market, 33 percent! of them have lower prices, 33 percent have

similar prices and the other third have superior prices.

Finally, no successful small firms and 40 percent of the

less-successful small firms emphasise advertising.

The Successful Stratedy in Cluster SC

Along the lines of the successful small firms in cluster
SBy, the successful companies of cluster SC appear to discharge
a niche, low-cost, concentrated stratedy. What differ these two
strategdies are the local nature of the successful small firms
of cluster SC and their very low level of costs. In fact, these
are the most local-concentrated small firms in the entire
survey sample, They do nolt compete in many fronts, instead they
try to excel in providingd high level of services and product
customization to their local community and this is probably the

key to their success.

The competitive environment in cluster SC 1is the least
unstable and dynamic of the three clusters so far studied. This
allows the successful small firms to succeed with such a
"traditional and defensive’ stratedy. They protect themselves
adainst the competitive forces and mainly adainst competition
from larder competitors by focusindg on local, traditional
markets which seem to be too small to be considered by larger

manufacturers,

The less-successful small firms appear to attempt to
compete in many fronts: product diversification, product

innovation, product quality and advertising. This 1is a wvery
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expensive stratedy and, probably, could be a successful one 1if
pursued by larder firms in such a competitive environment. The
high-cost side of this stratedy Prevent! the less-successful

small firms to perform better because cost control is stratedic

in this environment.

6.2.4. Cluster SD

The Findings

12 companies in this cluster are classified as
less-successful small firms and only 3 as successful small
firms, The remaining two did not provide sufficient information
on performance. The successful small firms in cluster SD
concentrate on low-income markets while the the less-successful
companies serve both low-income and middle-class markets. The
sales of the successful firms are less concentrated than that
of the less-successful firms since 33 percent of the former
and 50 percent of the latter score more than 490 in the
market/sales concentration index <calculation., Neither of thena
make much sales to local marketls, instead they prefer more
distant markets either located in their own state, where no
successful small firms make less than 30 percent of their sales
and 67 percent of them and 34 percent! of the less-successful
small firms make more than 40 percent of sales, or in their
redion, where 33 percent of the successful small firms and 50

percent of the less—-successful small firms sell more than 30

percent of their output.

All the successful small firms and 75 percent of the
less—successful small firms have similar product-line width
than their major competitors’., Both types of firms perceive
customization as an important instrument for the company's
success with competition but this is far more emphasised by the
successful firms (100 percent of them). These firms are dreat
Providers of services to customers which 100 percent of thenm

believe to be important for the company’s selling effort and
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success. On the other hand, service is at most seen as
moderately important by the majority of the less-successful
small firms (55 percent). The majority of small firms in this
cluster believe that packaging is important to the «company's
selling effort, but this instrument too is more emphasised by
the successful firms whose majority (67 percent!) believe that
it is very important for the success of the company’ selling
effort. Product development/innovation is not! considered by the
majority of the successful small firms while a substantial
proportion of the less-successful companies believe that this
is an important instrument of the company’s selling effort and
success. The product quality of the majority of both successful

and less-successful small firms is similar to competitors’,

The majority of less-successful small firms' prices (75
percent) are similar to competitors’' and these firms do
emphasise price tactics. 28 percent of them consider that price
tactics are very important to the company’s selling effort and
success and 27 percent believe they are moderately important.
The price behaviour of the successful small firms do not follow

a clear pattern but these firms too emphasise price tactics.

Finally, all the successful small firms and 55 percent of
the less-successful small firms believe that their advertising
effort is important for the company’s success. This implies
that the successful small firms do more advertising then the

less-successful small firms,

The Successful Stratedy in Cluster SD

The most important force shaping competition in the
environment of cluster SD 1is probably the dovernment price
control which places a ceiling on the prices companies can
charde for their products. This kind of control also
influences product quality since any improvement in quality
would most probably lead to increased prices. Hence, both types
of companies tend to have similar product price and similar

product quality to competitors’.
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Unable to rely on these powerful competitive weapons the
successful small firms are distinduished by usindg other
stratedic wvariables to achieve competitive power and
Profitability. Their stratedy consists basically on emphasising
the instruments of service, customization, packagding and
advertising, They also emphasise sales promotion, diven the
importance they attach to price tactics, that 1is, price
promotion and discounts, 1If maximum sellingd prices are
determined by dJovernment <control, the use of price discounts
and promotion can be more strategic than simply having similar
Prices to competitors’., On the whole, the stratedy of tlhe
successful small firms is an agdgdressive marketing stratedy very
consistent with the type of product they manufacture and sell,

i.e., mostly nondurable consumer doods, and with the major

competitive forces. By discharging such a stratedy, the
successful small firms atteapt to achieve product
differentiation and, hence, customer loyalty, important

stratedic weapons since price 1is controlled by dovernament

authorities.

1t may be said, however, that this is a very expensive
stratedy, leading to higher costs than incurred by other small
firms in this cluster. To overcome such a shortcoming, the
successful small firms appear to focus their attention on the
needs of the 1low-income consumer in a wide deodraphic area.
This can lead to higdher volume of sales and reductions of
production and marketing costs per unit, Besides they do not
appear to spend on enlardement! of their product-line and do not

tend to spend on product innovation.

The less-successful small firms in cluster SD fail exactly
where the successful small firms succeed. They pursue a far
less agdgressive stratedy, doind the same thinds as their
competitors do. Besides they discharde a 1low cost strategy,
economising on such stratedic dimensions as advertising,
packaging, customization and innovation. This might imply that
instead of aiming at customer satisfaction, these firms look
for increased unit margdins, The distindguishing features of both

stratedies are presented in table 6.3.
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6.2.5. Cluster SE

The Findings

This cluster comprises 6 successful and 9 Jless-successful
companies, the remainingd 3 firms did not provide sufficient
information on performance, Bolth the less-successful small
firms and the successful small firms in cluster SE serve
low-income and middle-class markets. The successful firms are
highly-concentrated; 83 percent of them score more than 40 in
the calculation of the market/sales concentration index. Their
sales are very concentrated on 1local marketls where 67 percent
of them sell more than 30 percent of their output. The
less—-successful small firms are also concentrated on the local
market althoudh not as intensively as the successful small
firms, 56 percent of them score indexes of concentration
greater than 40 and 56 percent of them =make more than 30

rPercent of their sales to local markets.

The product-line width of all the less-successful small
firms is similar to competitors’ and the successful small firms
are distributed evenly along the narrower, similar and broader
product-line width positions. All the successful firms
emphasise the practice of customization of products and 67
percent of them perceive it as very important to the company'’'s

success.

Customization is also valued by the less-successful firms,
althoudh not as intensively, Neither service nor packading
appears to be used as compeltitive tools by the less—-successful
firms in this cluster, the majority of which believe these
instruments are of no relevance to the company's selling
effort, Packagdingd is not used by the successful firms either,
but service is much emphasised by half of the companies./ Only
low emphasis seems to be placed on product development or
innovation by small firms in cluster SE but apparently the
successful small firms spend more than the less-successful
companies on this competitive stratedy dimension; 66 percent of

successful companies and 33 percent of the less-successful
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firms believe product! innovation is of some importance to the
success of the company in the market, The majoritly of the
less—-successful small firms (78 percent) maintain the same
level of product quality than their major competitors’ while
the successful firms tend to have either similar (67 percent)
or higher (33 percent) levels of quality. This implies that the
product quality of the successful companies tend to be superior

than most of their competitors’.

Product price of thegreat majority (89 percent) of the
less~-successful small firms is similar to competitors’. On the
other hand, the majority of the successful small firms tend to
have more competitive product prices; 67 percent of theama have
lower prices than competitors’ and 33 percent of them have
similar prices to competitors’. On the whole, firms in cluster

SE do not tend to emphasise price tactics.

Finally, neither of these firms appear to make nmuch
advertisind which is seen as unimportant by 89 percent of the
less—-successful small firms and by 83 percent of the successful

small firms,.

The Successful Stratedy in Cluster SE

The competitive stratedy of the successful small firms in
cluster SE differ from that of the less-successful small firnms
in two important aspects. First, the level of concentration of
effoct. Second, the product quality and price position pursued.
The competitive stratedy of the successful small firms is more
focused or concentrated. These firms focus their attention on
the needs of their local markets. They also offer higher level
of service and customization than the 1less-successful small
firms, what certainly give them conmpetitive advantages.
Horeover the successful small firms tend to offer better wvalue
to their customers, that 1is, high quality doods at lower

Prices,

By focusing on the local markets, the successful small

firms also attempt to keep costls down. Besides they do not
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spend much on packadindg and advertising and product

innovations, This duarantees their longd-term profitability.

This is a neat stratedy that makes perfect sense in the
type of environment these firms compele. They compele with
small firms only, products are very standardised, prices are
determined by market forces, rivalry is mostly based on quality
and price and barriers of entry are nearly nonexistent. As
mentioned in the previous section, these characteristics imply
that the environment in cluster SE is more competitive and
fragmented than the previous ones. Consistent with that, the
successful small firms place theaselves in hidh-quality,
low-price positions., Their high-quality, low-price position is
also very jimportant diven the type of productls they manufacture
and sell. These are standardised, small industrial inputs whose
buyers would be very aware of market prices. In this way, the
successful small firms win competition and influence buyvers to

increase their quantity of purchase,.

The less-successful small firms dischardge a similar

stratedy, that is, they tend to cater for 1local markets and

attempt to keep costs down. However, they econonmise on
stratedically important aspectls such as customization,
services, and product qualitly. With similar prices than

competlitors’', these firms do not offer additional benefits to

their clients,

6.2.6. Cluster SF

The Findings

Cluster SF comprises 29 less-successful small firms and 14
successful small firms. The number of firms which did not
provide sufficient information on performance is 9. The
majority of the successful small firms in this cluster attend
low-income markets while the majority of the less-successful

firms are distributed alond low-income and middle-class
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markets. In terms of sales distribution alondg the wvarious
deodraprhic marketls, the less—-successful small firms tend to be
slidghtly more concentrated. 65 percent of them and 57 percent
of the successful small firms score concentration indexes
hidher than 40. Neither of these firms sell much to the local

markets, rather they attend more distant markets.

These firms do not differ much with regard to product
specialisation but it can be said that the successful small
firms tend to be more specialised than the less-successful
companies. Although a substantial percentade of both
less-successful and successful small firms have similar
product-line width than their competitors’, far more successful
small firms than less-successful small firms have narrower
product-line width (29 and 3 percent, respectively), and no

successful small firm has broader product-line.

Product customization does not seem to be related 1to
performance in this <cluster, However, if there |is any
relationship, it should be negative since customization is
slightly less emphasised by the successful small firms, On the
other hand, service is slightly more emphasised by the
successful small firms; 43 percent of them and only 28 percent
of the less-successful small firms believe that service is very
important to the company's selling effort. Interestingly,
neither of these companies appear to value much product
packading, despite the type of product they manufacture.
However, since the greal majority of the successful small
firms and just over a half of the less-successful small firms
do not emphasise packadingd, it can be said that the successful
small firms spend less than the less-successful small firms on
this strategic dimension, Companies in this cluster do not seem
to differ much with regard to product development either. Both
types of companies emphasise it!, althoudh this strategdic
dimension is slightly more emphasised by the successful small

firms.

The successful small firms in cluster SF tend to pursue

a low-quality, low-price position, and most of the
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less—-successful small firms rate their product quality and
pPrice as similar to competitors’'., This 1is certainly the most
important strategic difference between successful small firms

and less-successful small firms in this cluster,

Finally, advertising seems to be more emphasised by the
successful small firms, 86 percent of them and only 38 percent
of the less-successful companies believe that this instrument
is at least moderately important for the company'’s selling
effort, On the other hand, 62 percent of the less-successful
small firms and only 14 percent of the successful small firms

do not value advertising.

The Successful Stratedy in Cluster SF

The successful and less-successful small firms competitive
stratedies do not differ much in cluster SF. Both these
companies tend to cater for mass, popular marketls, spread over
a2 larde deodraphic area, They pursue product! specialisation and
emphasise product development. However, these strategdgies do
differ with redgard to very important stratedic dimensions - the
product price and quality position and the company posture

towards marketing communication.

The successful small firms are distindguished by their
low-quality, low-price position and by their relatively more
intense emphasis on advertising and promotion. Unlike the
less-successful small firms, the successful small firms do not
spend much on packading, what would not be expected since they
produce consumer doods, and do not emphasise customization.
However, they do emphasise service, Perhaps their dreater
emphasis on advertising and promotion compensates for their

shortcomindgs in other areas,

There is much consistency between the successful small
firms strategy and their competitive environment. These firms
operate under very competitive conditions where rivalry takes

the form of price and quality battles. Moreover they cater for
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mass, low-income markets. Under these conditions, low price and

high promotion midht be very efficient.

6.3. Summary and Final Conclusion on Survey Data Analysis

By means of cluster analysis, the competitive environment
of the 124 small firms comprising the survey sample were
drouped into &6 clusters. The prominent characteristics of each
of these clusters are displayed in table 6.1. Within each
cluster the competitive strategies of both successful
small firms and less-successful small firms were identified and
compared to one another with a view to investigdating their
distinduishing features, if any, and thus, testing the
hypothesis number 1 of the present study. As it will be

recalled, this hypothesis read

Within the same competitive environament,
the compelitive stratedy of successful
small firms differs significantly from
that of less—-successful small firas.

The successful small firms’ competitive stratedgy differ
fundamentally from the less-successful small firms’' strategy
along the stratedic dimensions in each of the 6 clusters. The
differences between these stratedies are most striking in
cluster SA and the least apparent in cluster SF, as shown in
tables 6.2 and 6.3. The successful small firms are
distinduished by their more-intensively-focused stratedies
whose dimensions are highly consistent with themselves and with
the dominant characteristics of their competitive environment,

These findinds support! the hypothesis number one above.

In order to test the hypothesis number 2, which read

The competitive stratedy pPursued by
successful small firms differs in
different competitive environments,

the characteristics of the successful small firms competitive

stratedgy can be compared across clusters. As the dominant
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characteristics of the competitive environment vary from
cluster to cluster, so does the competitive emphasis of ‘the
successful small firms. These findings support! hypothesis
number 2, Table 6.4 displays the competitive environment
dominant characteristics and the major features of the
competitive stratedy of the successful small firms 1in each

cluster.

The competitive environment in cluster SA appears to be
the least fradmented and the most dynamic of all, with high
rate of product chande. Small firms in this environment! compete
with powerful, larger competitors who benefit from advantagdes
of scale economies and can influence market prices. Rivalry is
lardely based on technical aspect!s and performance of products.
Barriers to entry are hidher than in any other cluster and this
implies that threat of entlry is low. However, new entrants are
likely to be largder and more resourceful. Finally, small firnms
in cluster SA face powerful suppliers what implies that they
might face increased purchasing costs and probleas with

pricing.

In cluster SA, the successful small firms are
distinguished by pursuing a competitive strategy which
effectively reduces unit costs and increase sales volume., With
their low cost, high sales volume focus these firms find a
position to defend themselves against two of the most pressing
forces of their competitive environment., These are high
economies of scale that benefit larder competitors, and
increased purchasing costs due to powerful suppliers. Their
competitive emphasis 1is concentrated on product innovation
(introduction of new, modern product) and customization. This
might also help them to defend themselves agdgainst other
dominant coapetitive forces: the level of product
standardisation, the rate of product changde and, adain,
powerful suppliers. In fact, the rate of product changde in
cluster SA should be higher than in any other cluster since a
100 percent of the small firms in this cluster pointed to the
importance of product/production technology in their

competitive environment (table 6.1) and in no other cluster is



-181-

: : : T SRITID j0 Jomod : votT}eSTe0)SN) ©
: : burjoytew < bututebJeq adnpay : UOT}PAOULT JDNPOJ4 ©
H : NISSIIBEY H SIDINIS tsTSeyde]
. . . +  pue vorjesieoysm) . A9T1VY1S
S3dINNAG 3 : votjosodd votTIesTROISN) | SIseydey @ uOT}1S0d 2012d MO
butstydenpy | : burstysenpy | pue Sadtndag | . Sjaytew | JNILI13dK0D
uo siseydey s1anpoad burbeyoeq ¢ sstseyduy @ Butstjdanpe :  Drydeboab Jabueq :
+  J0 uotyeST[eIDadS : ssIseydey : pue butbexyord : :AWATOA S3[eS YBTH ° 2455 IHL 40
Syonposd ¢ : : : Jco.%wgoo ‘poud :
30 UOT}BSI[PIdadG S)a)Jew [e307 sjaysen sjajuen U0 butpuads o butpuads I SIIISINTLIVNVHI
H U0 yoT}eJjuddUD] : Jeyndod ‘ssew JO VOTIRJIUIDIUC) DUOTIESTIRIdadS “poyd AJessadauun oy :
314d oY 3Jtad mo| U0 votTeauadwa) 3 spnpodd ¢ S)9)Jew :S5)aNJed SSP[D-a[ppIe YOIV
f4ytrenb moy 1500 M0 ; UOTIeSTI[RIIadS I  JO UOT}IESI[RIDAdg ¢  SAdTJd jrun ybry V0 uvoT}ejusmbag :
. fAyrrend ybty o /uOTiRTIUALIHHIG o ayoru/redo 2 U0 LOT}EJIUIDL0)  UOTIESITRIDAdS “podd :
1worytsod - tvoryisoy : 1wonyIsoq UOTIISO4 IUJNJAL YBTY-}SOD A0 §  1U0T}ISOd 350D AOT |
SuaT[d pue SJUaT[D pue SUaT(I pue : Sjuatrd pue SJUIID pue : SIUAT[D pue
SJ311ddns j0 Jomod I SJAT[ddNS JO Jomod I SJIAT[ddNS O JoAod T SJAT[ddNS JO JOAOd I  SJAT[ANS 40 Jonod I SJIT[dANS JO Jomod :
bututebleq o§ : bututebJeq o : ButureSJeq djeJepoy ¢ BuruTebJeq (317 o bututebseq Y6ty & Bututebaeq 9yedopoy &
9I1S [TeWS JO .  IITS [[rws JO0 ¢ aIls WNIpaw jo SWJT} Jobuey ¢ JI1S wWnipaw jo0 SEJ1} Jabaey :
3Q 0} A[T[ a8 1 3G 0} A[INT[ ade I 3q O} A[3NI[ 3Je :  3q O} A[INI[ a4 o  aq O} A[INT[ ade : aq 0} A[ay1] 3se
SIUBJIUS TRTIUIJ04 o SJURJIUD [RTIUSY04 I SIURJIUD [PIUY04 & SJUCLIUI [PTUJ04 o  SJURJIUD TRTU04 : SIUBJIUD [ETIUI04 &
s)oadse arqrbuejut ajureLodad T 1onpoad jo sydedse : :  ddurwlojted pur INTKHOMI AN
pue JduewsoyJad Ayrrenbsadtyd  : afqibuejur vo paseq ! PDULRI0JE T S)OAdSe TEOTWPI) I S)dadse [eITwyda] § TAILT1I4W0D
A}T[enb/adtad W0 1 ,S}ONpoJd LO PISeq I ST AJ[enty "[043L0) I ,S)ONPoJd U0 paseq ¢ ,S1Onpoud U0 paseq i ,S}ONpoJd uo peseq :
P3Seq ST AJTenTy 1 AT96Je[ ST AJTeATYy I 3D1J4d JUSNUISNOG © ATIBJe] ST AJTeATY o  A[36Je] ST LJenry i A[abuey St Aarenty HL J0
. . ¢ %ump npodd D buepd Pnpoud [ abuey wu:?.a . SILLSTYILIVEHD
anTirjadend anIjTadend Aqeys : J0 a1ed sem0 40 djed 4on07  :  ybly O} burpedy
4430 *a1qeyg A33n ‘31qeyg ‘arqeys awoy ‘arqes asoy dborowpay yeIy & Y0rw
: : uotyestpaepue}s o votjesipJepueys : UOTIBSTpJEpURYS UOTIBSTpJepue}S
aels jo : afess jo + 3O [an3] pue aTedS I JONpOJd pue 3[EIS I JONPOJd pUE A[EDS : JONPOJd pue  3Teds o
S31ROU0DI O : S3TR0U0DS ON < }0 S3TWOUODY JOAOT |  JO S3TWOLODI YGTH : JO SATWOUNDd JOMOT| © JO SITWOLOId UBTH &
[qednp Jomnsuod ¢ ¢ + S)Nndut fetJdysnput § @ Spoob [ejrded> pue * Spoob [eytded pue :
3[qeJnpuou JIWRSUO) ;  SINAUT TRTJISHPUT I [QPJNPUOU JWNSUD) § SINAUT TPTJISPPU] 3 SINAUT [eTJISAPU] : S)NdUT  [etJisnpul
45 331N : IS ¥31501 . @S 33157 . JS ¥31Sn . S ¥315n7) : ¥S ¥I1SN10 . S¥IISND

31151 HIVI NI SWII4 TTVNS WNJSSIAINS ATAMIS JHL JO ASTIVNLS JATLILIAWOD
JHL J0 OWY INIWNONIANT JATLILIANOD THL JO SOTLSI¥ILIVHVHD ONIHSINONILSIA ¥OLWH :¥°9 314Vl



-182-

that percentade as hidh. Consistent with that, the successful
small firms in cluster SA appear to be the ones which place the

dreatest emphasis on produc?t innovations (460 percent of then,
table 6.2),

Cluster SB 1is a more fradmented and less dynanmic
environment! than SA and, apparently, with regqular rates of
product changde. Major compelitors may also benefit from
economies of scale but this should not be a major threat to the
small firms since their major competitors are of medium size.
As in cluster SA, rivalry 1is based on technical aspects and
Performance of products. The small firms in cluster SB are not
as well protected from new competitors since barriers to entry
are low, Thus, high threat of entry is an important competitive
force is this environment. The small firms in cluster SB face
powerful suppliers and clients and this 1is another important
competitive force and implies that the small firms here might

face both increased costs and reduced revenues.

The successful small firms of cluster SB pursue a
low-cost, high-return position where unit selling prices should
be higher. In their less unstable and less dynamic environment,
they do not feel the pressure to invest in product innovation.
This todether with their hidh degdgree of product specialisation
(they appear to be the most specialised firms of the survey
sample) help them to keep <costs down. These firms concentrate
their effort on customization and services, 1two stratedic
competitive tools which help them to reduce the high bargdgainindg
power of clients in their competitive environment. Bargdaining

power of clients is the highest in cluster SB (table 6.1).

The doverning force in cluster SC is adain advantades of
economies of scale which appears to be more pressing here than
in cluster SA, since 90 percent of the respondentls compele in
sectors dominated by medium and larde firms. However, the
environment! in cluster SC is more stable than the previous two,
with lower level of product chande, high product
standardisation and low bargdaining power of Dbuyers and

suppliers. Rivalry is also based on products performance, as in
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the previous clusters., Small firms here face some threat of
entry since entry barriers are few. However, because most of
the respondents believe that requirements of initial capital is

an important entry barrier, new entrants should be of larger

size.

The successful small firms in cluster SC compete in local
niches where they can avoid competition from their larder
counterparts., These are the most concentrated small firms of
the entire survey sample, Their compelitive strendth is the
level of service and customization provided to clients, These

are the companies that apparently most emphasise service in the

survey sample.

The successful small firms in cluster SD compele on the
basis of an agdgdressive marketingd with much emphasis on product
cuslomization, services, packading, advertising and promotion.
By doind so these firms might achieve product differentiation
and, hence, customer lovalty., It is important to note that
these firms competle in markets of nondurable consumer doods and
inputs to manufacture nondurable consumer doods where price is
mostly controlled by dovernmental authorities. Quite
appropriately, their competitive strategy consist in

emphasising other stratedic variables and intangible aspects of

their products,

Cluster SE and SF are the most stable, fragmented and
competitive of all. They are small firms dominated sectors,
where major clients and suppliers have no bardaining power.
Besides, new entrants are likely to be many and small since
barriers to entry are nedlidible. The major differences between
these two environments lie 1in the type of product and in the
major features of <competitive action., Cluster SE <comprises
produces of small, standardised industrial inputs whose
purchase decisions are based on their price-qualily
performance. The successful small firms are distinguished by
their low-cost, low-price, hidh-quality position in the local
markets which they cater for by offering high level of

customization and services.
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Cluster SF comprises producers of consumer doods and
compeltitive action is based on price, quality and intangible
features of the products, hence a more competitive environment
than SE. The successful small firms in this cluster are
distinduished primarily by their low-quality, low-price
position in mass, low-income markets. Consistent with that and
witlh the type of product they manufacture and sell, they tend

to emphasise services, advertising and promotion,.

In conclusion, the results of the survey data analysis
support both hypotheses, that 1is, successful small firms
are distinguished from less~successful small firms with regdard
to their competitive stratedy and that successful competitive
stratedy emphasis vary across competitive environments. In
addition the results elicit that certain competitive strategy
dimensions are apparently more important in certain competitive
environments than others. This topic is resumed in the final

chapter of this thesis,



CHAPTER V11

FINDINGS AND ANALYSIS

THE INTERVIEWS

The present chapter continues with the task of data
analysis focusing now on data collected during the interviews
with owner-manaders of 28 small companies. The analyses follow
the same methodolody as in chapter VI. Thus, section 7.1 deals
with the droupind of small firms accordingd to their competitive
environment characteristics by means of <cluster analysis and
section 7,2 studies the competitive strategies of companies
within and across droups or competitive environments, Finally,

section 7.3 concludes the chaptler.

7.1, The Conmpetitive Environments

The clusteringd procedure for drouping the 28 small firms
cf the interviews into similar competitive environments
denerated 4 clusters. These are named clusters IA, 1B, IC, and
ID with 9, 5, 4 and 10 small firms each, respectively. The
results of the cluster analysis for the interview data are
presented in appendix 8. The major characteristics of each of

these clusters are presented in table 7.1.

As with the survey, the four clusters do not describe all
possible environments in which the 2Zona da Mata small firms
compete but do include the settings of the 28 small firms

interviewed, Again, the small firms within a cluster do not
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TABLE 7.1: COMPETITIVE ENVIROMMENT CHARACTERISTICS
OF INTERVIEW SMALL FIRNS

Clusters

i |
{ CLUSTER IA :

CLUSTER IB

CLUSTER IC

CLUSTER ID

No. of companies

10

!
(152 ): None/little

| | | |
} j ] |
] | | |
| | | |
Type of | Consumer nondurable | Industrial inputs | Industrial inputs | Consuser nondurable
Products : 4 consumer durable : and capital goods } 4 consumer durable : 4 consumer durable
- | | | |
Rivalry: I ) | | |
Sector | Seall fires | Large firas ! Small and medium | Medium and Large
domination = (782) = (807) { firas (731) || firas (802)
| i | ]
Price | ! i | ) 1
leadership/ | Larger firms tend tol Larger firws tend 1 MNarket prices | Larger firms tend
control I influence prices | to lead prices (801)I | to lead prices (601)
| (872) | | ]
| | | |
| : = |
Technology | Inportant for 401 | Important for 100X | Isportant for 251 1 Isportant for 90X
= of respondents = of respondents } of respondents = of respondents
| ! | |
Inportant | . | | ) | .
features of | Quality (1002)1 &lahtr (1002)1 Quality (1002)1 Quality (1001)
coapetitive { Price (7811 Price . (801)1 Price (1001)1 Price (1001)
action | Branding/make (&77)1 Tradxtxpn/uar (801) Delivery  (1001)| Delivery (902)
| Tradition/image{561)! Warranties/delivery/ | Raw naterial (1002)1 Raw nteruls {801)
| | Prod, tec.spec, (60Z)1 MNarranties  (S02)1 Branding/wake (401)
| | | | Tradition (401)
! ! | I
Barriers | Skilled labour (89Z)1 Large E, adv, (100I)1 Skilled labour (S01)1 Raw materials (1001)
entry/growth | Large E, adv, (22D)} Init, capital (1002)) Raw materials (S01)1 Init, capital ($01)
of fire | Init, capital (33D Clients loyalty (801)l 6ov, reul, (30L1)1 Client loyalty (901)
: Raw material (331): Rav naterial (&OZ): ‘ Large E, adv, (701)
| | | |
Hajor | | | |
Suppliers: | | ) | | .
Type | Hanufacturers (891) | Manuf, & Distr (1001)1 Manufacturers (751 I Manuf, 1 Dist (1001)
Size : SHEs (892) : Large firms (801){ SHEs (7152 : arge firms (1001)
| | I ]
Bargaining | ) | | . |
pover l None/little (781) : Moderate/great (1001): None/little (1001): Moderate/great (701)
| ] | |
Major | | | |
Clients: | _ . i | |
Trpe | Retail & Dist (100X)! Manuf, & Dister (1002)1 Retail & Dist,(1001)1 Retail d Dist, (701)
Size : SMEs (892): SHEs (801): SXEs (?SZ)I SHEs (1002)
| | | |
Barqaining ! . 1 |
pover : None/little (891): Little/moderatel 1002); None/little (100Y)
|
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necessarily compete with each other, rather they compele in

environments with common characteristics.

With the exception of cluster ID, the charactleristics of
the competitive environments in this sample are very similar to
those of certain environments in the survey sample., This is
not surprising since it would not be expected that small firms
would enter a wide wvariety of <competitive environments. For
that reason, these are not analysed at lendth in the present
chapter.

7.1.1, Cluster IA

Cluster IA comprises mostly manufacturers of consumer
doods, both durable and nondurable. The competitive environment
of cluster IA is very similar to that of cluster SF in many of
the dimensions studied., It is one of the most competitive and
fragmented environment of the interview sample, where srall
firms are prevailing. The small firms in this cluster buy from
and sell to only small and medium firms which have no
bardaining power,

As in cluster SF and consistent with the type of product
manufactured by these firms, the most important competitive
weapons are product quality and price. Competition 1is alseo
based on intandible aspects of the products, such as branding,

make, and company's imade.

Althoudh none of the companies in cluster 1A compete in
sectors characterised as larde-firm seclor, some of the
interviewees (67 percent) believe that they compete wilh larde
firms and that these companies tend to influence the level of
market price, These firms are also believed to have certain
competitive advantades which 22 percent of the interviewees
redard as barrier to entry and obstacle to their drowth. These

characteristics were not revealed by the survey.
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7.1.2, Cluster IB

This cluster consists of producers of industrial inputs
and capital dJoods whose competitive environment shares the
characteristics of the competitive environment of cluster SA of
the survey. It is a most dynarmic and adverse environment for
small firms to compete since il comprises manufacturing sectors
characterised by high rate of product changde and larde scale of
operation. This means that largder competitors can benefit from
advantages of scale economies and the small firms would be at
disadvantage redarding production efficiency and costs,
Moreover, these competitors benefit from strondg market power
and ability to increase the rate of product chande. In fact,
all the interviewees in this cluster pointed to the larde firms
advantades and their difficulty of obtaining clients?’ lovalty
as barrier of entrance into, and drowth in, the sector,
Horeover, price in this cluster is much influenced by the
larder competitors. These characteristics confirm what was

speculated about cluster SA.

Rivalry amond competitors 1is also lardely based on
performance and technical specifications of Products.
Consistent with that, quality, price, technical specifications,
tradition, and warranties are the bases of competition most

mentioned by the respondents.

The uneasiness of the competitive environment! in cluster
IB is exacerbated by two other characteristics: the diversity
of the competitors and the bargdaining power of suppliers., The
interviewees believe that their competitors are not only of
lardger size but also include multinational companies and some
statals. While it was possible to identify the multinational
companies as producers of mainly machinery and equipment!, the
respondents were not sure of which products the statals

produced. These are characteristics not revealed by the survey.

The small firms in cluster IB also face hidh bardaining

power of suppliers., These are mostly manufacturers and
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distributors of larde sizes., Durind the interviews, it was
evident that the respondents perceived that bardaining power of
suppliers (and also <clients’) increased with the suppliers
(clients) size. They also perceived manufacturers to be more
powerful than other members of the marketingdg channel. In fact,
this was a critical situation for most of the interviewees,
Buyingd from manufacturers meant the small firm would be able to
det better price. Bul, on the other hand, they would be more
exposed to the suppliers’ power and capability to demand, for
instances, the purchase of higher quantity than they would
otherwise and in increasingly shorter intervals. In addition,
this situation tended to be exacerbated in the case of sonme
suppliers which benefited from certain degdree of nmonopoly
leaving the small firms with no alternative source of
raw-materials and inputs., Given the type of inputs the small
firms need, they are forced to pPlace most of their orders with
one or two suppliers. In fact, all of the small firms in this
cluster purchase more than 35 percent of their industrial
inputls and raw materials from their major supplier, and &0
percent of them did more than half of their purchases with the

major supplier.

7.1.3. Cluster 1IC

This cluster comprises industrial inputs and consumer
durable goods manufacturers. The competitive environment of
cluster IC shares most of the characteristics of cluster SE of
the survey. As in cluster SE, the companies compete in sectors
where small firms are prevailing and, hence, competitors are
likely to be small., However, all the respondents believe they
do compete with some larde firms as well., Prices do not tend to
be influenced by larger firms or controlled by dJovernment
authorities and suppliers and clients have no bargdaining power.
Moreover, barriers to entry are nedlidible. For these reasons,
cluster IC can be characterised as a competitive and fragmented
environment which distinduishes from that of cluster IA in the

nature of the rivalry amond competitors and type of product.
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Rivalry in cluster IC most probably departs from the
intandible aspects of pProducts to more technical, tandible
features such as the product technical performance. The
respondents rate price, quality, nature of raw materials and
services (delivery and warranties) as the most important bases

of competitive action in their markets.

7.1.4, Cluster 1D

This cluster also comprises producers of consumer doods
but offers a unique competitive environment for small firms.
It combines the wuneasiness of the competitive environment of
cluster IB with the nature of the competitive action of cluster
IA.

Most of <these firms compete in medium and larde firms
manufacturind sectors and some of their competitors are also
multinational companies. Products tend to be standardised since
scale of production tend to be larde, and also underdo higdh
rates of chande, Thus, the same coaments pertain here as in
clusters IB and SA. That 1is, it is an uneasy and adverse
competitive environment for small firms to compete, where the
largder companies benefit from a nuamber of advantages due to

economies of scale, clients loyalty, and market leadership.

Rivalry amongd competitors turns to price and quality
competition where gquality is an extended concept to include
tandible factors, such as the nature and quality of the raw
materials that do into producing the products, and also
intandible factors such as the company’s tradition as a
manufacturer and the product make or brand. The respondents
also perceive the company’'s ability to readily meet <clients’
orders and delivery the doods as an important competitive

advantade,

Small firms in cluster ID perceive a number of barriers to
entry of new firms and dJrowth of the existing ones. These

barriers, which include largde firms advantagdes, requirements of
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initial capital, dovernment! regdgulations and difficulties with
raw material acquisition, are of such nature that they can
certainly deter entry of many new small firms. New entrants
are, hence, likely to be larder firms brindind more threat 1o

the small firms currently competing in this environment.

In addition, the small firms of cluster ID must cope with
powerful suppliers. They tend to have few suppliers and these
are always largde manufacturers and/or distributors, The
majority of the small firms in this cluster buy at least 30
percent of their raw-materials and inputs from their major
suppliers and 90 percent of the interviewees believe they
cannot easily contract with alternative suppliers. In case they
must do so they would face administrative and operational

problems, mainly redgardind their products.

7.2, Competitive Stratedy Within Clusters

7.2.1, Cluster IA

One of the companies drouped in cluster [A, despite much
effort of the researcher, refused to allow access to financial
reports and to comment on its financial performance, While
information on this particular company could be useful in the
competitive environment analysis, it does not help with the
identification of the best strategy in this cluster. Hence,
this cluster remains with 8 companies, 2 of which are
classified as successful small firms and &6 as less-successful

small firms,.

The stratedy of the successful small firms in this
cluster, whose dimensions are described in tables 7.2 and 7.3,
is very similar to that of cluster SF in many respects. These
firms also pursue a low-quality, low-price position, are less
concentrated and more specialised than the less-successful
small firms and tend to provide higher level of services to
their customers who they <classify as low-incomers. As in

cluster SF, these firms do not do product customization which
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TABLE 7.2: THE RESULTS OF THE COMPETITIVE STRATEGY ANALYSIS

COMPETITIVE STRATEGY

{ CLUSTER IA: CLUSTER IB: CLUSTER IC: CLUSTER ID
| LSSF SSF | LSSF SSF | LSSF SSF | LSSF SSF

DIMENSIONS
1, SCOPE (MARKETS): | | ] !
a) TYPE: LOW-INCOKE | S50 1001 0 331 0O 0t 57 &7
HIDDLE-CLASS | 50 01100 671100 1001 43 33
HIGH-INCOME : 0 0 = 0 0 = 0 0 = 0 0
b) CONCENTRATION/DIVERSIFICATION: | | 1 |
MORE THAN 301 OF SALES T0: ] | | ]
LOCAL MARKETS | 17 01 30 01 33 01 0 0
REST OF OWN STATE | 0 01 0 01 33 1001 43 33
REST OF OWM REGION | 33 1001 0 67 | 100 01 711 33
REST OF COUNTRY | 50 501 S0 471 0 01 14 47
COMCENTRATION INDEX ABOVE 37,5 | &7 501 0 331 33 1001 14 0
2, PRODUCT: | | | |
a) SPECIALISATION/DIVERSIFICATION: | | | [
RELATIVE PRODUCT LINE WIDTH: | | | ]
NARROWER | 50 501 50 471 0 1001 29 33
SIMILAR | 17 501 0 BI B 01 28 47
BROADER | 33 01 01 & 01 43 0
RELATIVE PRODUCT LINE DEPTH: | | l |
SWALLER 1 33 01 0 33110 1001 50 33
SIKILAR I 17 S01 0 471 0O 01 0 33
LARGER | 50 50 | 100 01 0 01 50 34
CONSISTENCY OF PRODUCTS: | | | 1
DEGREE ABOWE 3 | &7 1001100 471 &7 1001 43 &7
RAM MATERIAL COMSISTEMCY 1 100 1001 100 1001 100 100 | 57 47
LABOUR FORCE CONSISTENCY | 100 1001100 467 1100 1001 100 100
EQUIPHENT CORSISTEMCY | S50 1001 100 471 33 1001 43 47
DISTRIBUTION SYSTEM CORSISTEMCY | 83 1001100 1001 100 100 1 100 100
PRODUCT FINAL USAGE CONSISTENCY | 67 1001100 671 &7 1001 71 67
b) CUSTOMIZATION/STANDARDISATIONS | | | |
0-101 SALES ON CUSTOMISED PROD, 1 100 100 1 100 331 & 1001 85 100
NORE THAN 101 SALES | 0 01 LY I « 01 14 0
c) IDENTIFICATION: | | | !
ANY SORT OF BRAND/MAME IDENTIF, 1 33 501100 471 &1 1001 71 100
ONE GENERAL BRAMDNANE | 17 S0 1100 &7 1 &7 1001 ST 100
VARIOUS BRANDMANES 1| 14 01 0 01 0 01 14 0
SERVICES: | | | |
NONE | 50 01 50 0t 0t 711 33
COMMON SERVICES OMLY | S0 0 01 33 1001 14 0
SPECIAL SERVICES OMLY | 0 01 0 01 0 01 15 0
BOTH TYPES OF SERVICES | 0 1001 0 101 33 01 0 &
TYPE OF PACKAGING: | 1 | |
NONE/VERY SIMLE | 47 01100 1001100 1001 43 &7
AVERASE | 17 01 0 01 0 01 0
DISTINCTIVE | 16 01 0 01 0 01 28 33
PACXAGING AS SELLING INSTRUMENT | 33 01 0 01 0 01 &7 33
d) PRODUCT DEVELOPHENT: i | | |
NEW PRODUCT INTRODUCTION OVER | ! | |
LAST 5 YEARS: | ] | |
NOKE | 50 01100 01 33 1001 43 0
FEN (LESS THAN 1 PER YEAR) | 33 %01 0 331 & 01 14 33
ABOUT 1 PERYEAR | o S01 0 0l 0 01 43 33
NANY (MORE THAN 1 PER YEAR) | 17 ot 0 &1 0 0l 0 34
PRODUCT MODIFICATION OVER 1| | | |
LAST 5 YEARS: | | | |
NEVER | 33 01100 331 0 01 8 &7
RARELY | 17 0l 0 01 &7 1001 14 0
OFTEM (AT LEAST ONCE A YEAR) | 50 1001 0 471 33 I 0 33
3. PRODUCT PRICE. | | | 1
RELATIVE PRICE ] ] | |
LOWER | 17 1001 0 01 33 1001 14 0
SIAILAR | 50 01 0 1001 33 01 43 &
HIGHER | 33 01 100 01 4 01 43 33
INPORTAMCE OF PRICE TACTICS | | | 1
NONE OR LITTLE | 47 1001 0 671 3 01 43 33
NODERATE | 16 01 50 331 0 1001 14 47
GREAT | 17 01 0 0l & 01 43 0
4, ADVERTISING AND PROMOTION: | | | |
COMPANY DOES ADVERTISING | 33 1001 S0 31 33 0t 57 33
COMPANY DOES PROMOTION 1 50 1001 0 1001 0 0t 43 100

Note: SSF: Successful saall fires
LSSF: Less-successful small firms
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they think is only appropriate for micro-business (of between 1
and 10 employvyees). They tend to emphasise product development
and believe that price tactics are not important to their

selling effort.

The data collected during the interviews provide dreater
insidht into some of the dimensions of the competitive stratlegdy
of the successful small firms, These are, product
specialisation, product development and the price—-quality
position,

Two criteria help to wunderstand the higher degree of
product specialisation of the successful small firms in cluster
IA, These are the number of product-lines or droups of products
(product-line width), and the level of consistency of products
within a group., Althoudh both the successful small firms and
the less-successful small firms <tend to offer a larde nunmber
of items per line as compared to competitors’, the successful
small firms offer fewer product-lines and their products are
higdhly consistent amond themselves, This means that diversity
of products is low, Their products have a great dedree of
relationship with redard to the raw materials, type of labour
force, and production equipment! needed to produce them. They
also share the same distribution system and perform the sanme
droup of functions. In other words, these firms kXeep the level
of diversity of products at a minimum. On the other hand, the
less-successful small firms of cluster 1A are more diversified
with redard to product since their products are not entirely
related one another with regard to the above mentioned aspectls
and their product-line width tend to be broader than

competitors,

Product development was studied alondg both of its
dimensions: introduction of new products and modification of
old/existing products, Both the successful and the
less-successful small firms introduced new product into their
product mix over the S-year period prior to the data collection
in a somewhat similar rate. However, the successful small firms

also emphasised product modification what they did nearly once
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TABLE 7.3: DIMENSIONS OF COMPETITIVE STRATEGY WITHIN CLUSTERS

Relative Quality
Relative Price
Price Tactics
Advertising

Siailar
No definite pattern
Very inportant

Lov esphasis

Superior

Lover

Noderately important

No eaphasis

I Nearly no emphasis
:Sililar or inferior
{ Sisilar or higher

Very iaportant

Moderately important

Similar or superior

Siailar or higher

Nearly no emphasis

| CLUSTER 1A | CLUSTER 1B |
DIMERSIONS | i |
| LSSF | SSF | LSSF | SSF |
| | | ) | ] |
Market | Low-income and | Low-incowe |  Middleclass | Low-incose and |
: aiddle-class : l { piddle-class :
Market Concentration | Concentration | Less concentration | Diversification | Lower degree of |
x Diversification : : : : Diversification :
Product Specialisation] Lower degree of | Specialisation | Diversification | Specialisation |
% Diversification : specialisation { : : |
|
Product Customization : Low level : Lov level } Low level | High level |
. | i
Brand identification : Low esphasis : Low esphasis : Much eaphasis = Lov emphasis {
. |
Services = Low ewphasis : Huch esphasis : Lov emphasis : ¥uch emphasis |
. |
Packaging IHearly no esphasis : Much eaphasis : Kearly no esphasis : Nearly no emphasis |
|
Product development: | ) | { | ]
Introduction | Low ewphasis | Low emphasis |  No emphasis | Much emphasis |
Modification = Low esphasis } Much esphasis : Mo eaphasis : Buch emphasis }
Relative Quality : Sisilar : Inferior I Superior : Superior ]
|
Relative Price : Similar or higher { Lover = Higher : Sisilar :
Price tactics INearly not inportant{ Not isportant :Hoderately inportant} Slightly important }
Advertising : Low emphasis : Much eaphasis } Huch esphisis : Low esphasis :
Promsotion I Much esphasis |  Much emphasis | No eaphasis 1 Buch esphasis |
TABLE 7.3: DIMENSIONS OF COMPETITIVE STRATEGY WITHIN CLUSTERS (cont,)
| CLUSTER IC | CLUSTER 1D |
DIMENSIONS { | ) ! ]
| LSSF | SSF | LSSF | SSF ]
Market | Hiddle—class | Middle—class | (Low-income and | Low-incose and |
I : : niddle—class : piddle—class }
Market Concentration | Diversification | Hish ee of | Diversification | Higher degree of |
1 Diversification : I concentration : : diversification :
Product Specialisation! Diversification | High degree of | Diversification | Specialisation |
1 Diversification : : specialisation : = {
Product Custosization } Low level : Low level : High level : Lov level :
Brand identification : Lov esphasis : Huch emphasis : Lov esphasis : Much esphasis :
Services | Low esphasis : Very low esphasis : Mearly no esphasis { Buch emphasis :
| .
Packaging I No esphasis = No eaphasis ; Lov esphasis : Lov esphasis :
|
Pr development: | { | . | o
ot Introgt';ctmion |  Much esphasis |  No esphasis | Low esphasis |  Much esphasis |
Modification | Much emphasis : Low emphasis : Low emphasis :
|
| | | |
| | | |
| | | |
| i | |
| | | |
! ] | |
} | | |
| | | |
i ! | |

Prosotion

No eaphasis

No emphasis

|

l -

: Lov emphasis
|

Low esphasis

Much eaphasis
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a year or more often. Thus, this midht help te understand the
product development stratedy of the successful small firms of
cluster SF of the survey. As mentioned in the previous chapter,
the successful small firms and the less-successful small firms
did not differ much in terms of product development, as
measured by the rate of new product introduction, althoudh,
apparently, this had a positive influence on performance.
Product modification seems to contribute more than product
introduction to performance, The modification of existing
products, even if slightly, can bring about! product innovation
which helps these companies to follow market trends and changdes
in customers’ desire at lower costs.

The successful small firms of cluster 1A pursue
low-quality, low-price position, in the same way as the
successful companies of cluster SF. The interviews elicited
that the successful small firms pursue low-qualily, low-price
segments of the deneral market for their particular type of
product. The owner-manaders of these firms had clear idea of
who the market-share leaders were and avoided direct
competition with them. However, they believed that in their

particular sedgments their products were of superior quality.

Two other characteristics help distinduish the successful
small firms of cluster 1A, Firstly, like the successful small
firms of cluster SF, they do not sell much to their 1local
markets, However, unlike the companies in cluster SF, they do
not sell much to the rest of their own state either. These
firms prefer to sell to other states in their own redgion, These
are the neighbouring states of Rioc de Janeiroe and Sac Paulo

whose markets are within relatively short distance from Zona da
Mata.

Secondly, it can be said that product identification is
more emphasised by the successful small firms of cluster IA.
Product identification was studied alond three dimensions:
brandingd, that 1is, whether the company markets ils products
under its own brand or sell unmarked products, the kind of

services provided, if any, and the nature of the packadingd and
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its perceived importance as instrument of sellind. While most
of the less-successful small firms sell unbranded products, the
successful companies have their own brands, but only for one of
these companies, this can be redarded as a conscious effort to
help build product identification and brand acceptance. This
company has only one brand which is also its trademark with
which all its products are marketed. The successful small firms
also provide more services than the less-successful firms and
they can provide both common and special services. Special
services are those classified by the owner-manaders as
distinct, specialised services, which not all competitors
provide. Thus, these services can help the company achieve
product identification in its markets. Further, packagding is
more emphasised by the successful small firms which one of them

sees as an important instrument of selling.

The Successful Stratedy in Cluster IA

In conclusion, the successful small firms discharde a
concentrated stratedy, in a low quality, low price position.
They cater for low-inconme markets, and, unlike the
less-successful small firms, do not sell much to local marketls.
With redards to markets, they are less concentrated than the
less-successful small firms and with regard to product, they
are far more specialised. Their products are highly related to
one another and are modified very frequently. In addition, they
highly emphasise services, advertisindg and promotion and

dedicate some effort to packading and branding.

7.2,2, Cluster IB

Cluster IB comprises 3 successful and 2 less-successful
small firms. Adain in this cluster the competitive stratedies
of the successful small firms and less-successful small firms
differ substantially in most of the dimensions (tables 7.2 and

7.3). They differ in terms of the market segment the companies
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attend, the level of deodraphical market concentration/
diversification or sales distribution, level of customization,
product development, Price/quality position and
advertising/promotion effort. Less substantial differences are
diven by the companies’ emphasis on product identification
(including branding, packading and services) and produc?t

specialisation,

The successful small firms attend both low-income and
middle-class markets, whereas the less-successful small firnms
focus their effort on the middle-incone marketls, The
less-successful firms are more diversified than the successful
ones in terms of deodraphical markets or sales distribution.
None of these firms score more than 37.5 in the concentration
index, but half of them make substantial proportion of their
sales to local markets. On the other hand, the successful small
firms are more concentrated on distant markets such as the rest
of the region and the rest of the country and none of them make

much sales to their local markets.

Both successful small firms and less-successful small
firms do product customization butl the successful companies
emphasise it slightly more, Product development! is not at all
pursued by the less-successful small firms and is much
emphasised by the successful firms., 34 percent of them
introduced many new products (more than one a year) over the
past 5 years and 67 percent of them have often done product
modification. As to product pPrice, whereas all the
less-successful small firms have higher pPrices than
competitors’, the successful companies have similar ©prices.
Price tactics are slightly more emphasised by the
less-successful companies. All the less-successful firms and 67
percent of the successful small firms reported that their

Product quality are superior than competitors’.

These companies also differ in terms of the emphasis on
advertising and promotion. Advertising is more emphasised by the

less—successful small firms and promotion is only emphasised by

the successful companies.
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In terms of product specialisation/diversification,
although the pattern of these firms are not very clear, it can
be concluded that the successful companies are more specialised
than the less-successful ones. With regard to product-line
width (number of product! droups) as compared to competitors’,
the successful small firms are clearly more specialised than
the less—-successful firms since 50 percent of the
less-successful companies and none of the successful small
firms reported havingd broader product-lines, and 67 percent of
the successful small firms have narrower product-line. With
redard to product-line depth the successful small firms are
also believed to be more specialised than the less-successful
small firms since they offer fewer number of discrete items as
compared to competlitors’. This conclusion is based on the fact
that, althoudh 67 percent of the successful small firms
reported having similar product-line depth to competitors’,
none of them has broader product-line depth while all the
less-successful small firms do. On the other hand, the
less-successful companies’ products are more related one
another in terms of the 5 factors considered (raw material,
labour force, production equipment, distribution system and
product final usage). This dgives these firms a higher dedree of
product consistency than the successful small firms, and hence,
they are more specialised than the successful firms according
to this criteriunm, On the whole, since the dimension of
product specialisation or diversification is measured alond the
three criteria just mentioned, it can be concluded that the
successful small firms are more specialised than the

less-successful firms with regard to products,

These companies also differ slightly in terms of the
stratedy with which product identification is soudht. The
less-successful companies sell only branded products but 33
percent of the successful firms <sell unmarked products.,
Packaging is not emphasised by either of them, and neither are
its selling functions perceived by these companies. However,
services are far more emphasised by the successful small firms.
All of them and only S0 percent of the successful small firms

pProvide customer services. Moreover, the successful small firms
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provide both common and special services and the
less-successful firms provide only common services, that is,
services that, in the juddement of the interviewee, any other
competitor would provide. Hence, since identification can be
soudht! through either of these means (branding, packading,
services) and since they are not weighted, it is not possible
to conclude which of the two types of companies place dreater
emphasis on identification. Rather, the successful small firms
seek identification through services and the less-successful

small firms throudh branding,.

The successful Stratedy in Cluster IB

As it has been stated, the competitive environment of
cluster IB shares most of the characteristics of cluster SA of
the survey, as it could be expected, the competitive strategdy
of the successful small firms of cluster IB, just described,
resembles the successful stratedy of cluster SA in most of ‘the
strategic dimensions. It will be recalled that the successful
small firms of cluster SA pursued a low-cost position, which
was characterised by product specialisation, sedgmentation on
mniddle-class markets and reduction of spending on matters such
as packaging and advertising. These companies also pursued a
high-sales volume position implied by their focus on largder
deodgraphical markets (deographical diversification) and low
prices. In addition they emphasised product innovation and
customization and services to customers. Accordindg to the
discussion in the previous section of this chapter, with the
exception of sedgmentation on one type of marketl, these are the
characteristics of the competitive stratedy dischardged by the

successful small firms of cluster IB as well.

Unlike the less-successful small firms of cluster IB, the
successful companies tend to emphasise product customization,
service to customers, including special, differentiated
services, and product development in both its dimensions, that

is, introduction of new product and modification of old
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products. They also have competitive pPrices, These
characteristics todether help them to defend themselves adainst
major competitlive forces in their environment, viz, hidh rate
of product chande, product standardisation and larde
enterprises influenced prices, By attendind potentially larder
marketlts (low-income and middle-class markets, redgional and

national), they try to increase sales volume and hence reduce

unit costs.

As stated earlier, cost is an important stratedic issue in
this environment. With their level of product specialisation,
attemnpt to increase sales volume and savinds on packadindg
brandind and advertising, the successful small firms pursue a
low-cost position in the lines of the successful small firms of

cluster SA.

7.2.3. Cluster IC

This cluster comprises 4 companies, only one of which is
classified as successful small firm. This company’'s competitive
strategy differ from the less-successful small firms strategy

along the following dimensions.

Both the successful company and less-successful small
firms cater for middle-income markets., The SSF is Hhighly
concentrated in terms of deodraphical market; it makes the bulk
of its sales to state market, not including its local marketls.
On the contrary, the less-successful small firms are much
diversified with redards to its deodraprhical market: 33 percent
of them make more than 30 percent of their sales to local
markets, 33 percent of them to the rest of the state markets
and all of them sell more than 30 percent of their output to

the rest of their redgion.

The SSF is also higdhly specialised with regards to its
products. Its product-line width 1s narrower than, and the
number of products per line is smaller than, major

competitor’s. In addition, products are highly related to each
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other and this leads to a high dedree of consistency of
products. On the other hand, the less-~successful small firms'®
products are not as consistent and their product-line width

tend to be broader than competitors’.

The successful firm does not emphasise customization and
sell only branded products. On the other hand, not all
less-successful small firms sell branded dJoods and some of lhem
tend to emphasise customization. Service is not much emphasised
by these firms since the successful company provides only
common services and only 33 percent of the less—-successful
small firms provide both special and common services. The
remaining either provide only common services or no service at

all, Packaging is not emphasised by companies in this cluster.

Product development is slightly more emphasised by the
less-successful small firms. Over the S-year period under
consideration, only 67 percent of the less-successful small
firms introduced new products (less than one product per vyear)
but all of them did product modifications. On the other hand,
the successful small firm did not introduce any new product and

only rarely did product modifications,

The successful company has lower product price and
superior product quality than competitors’. The price—-quality
position of the less—-successful small firms are not very
definite, One of them has lower price, the other one has
similar price and the third one has higdher prices., Two of them
rate their product quality as similar to and one of them rate

as superior than competitors’.
Finally, these companies do not emphasise packaging or
advertisindg and promotion. Only one of 1the less—-successful

small firms claim to do advertising.

Tha Successful Stratedy in Cluster IC

It will be recalled that the competitive environment of

Cluster IC shares some of the characteristics of the
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competitive environment of cluster SE of the survey.
Accordingdly, the successful company competitive stratedy
of cluster IC appears to resemble the successful strategy
of cluster SE. In that cluster, the characteristics that
most distingduished the successful small firms from the
less-successful ones were their level of concentration of
effort and their product quality and price position. In
cluster [IC, the successful small firm is distinduished from
the less-successful companies for its higher dedree of
concentration, in terms of deodraphical market or
distribution of sales, and also for its product quality
and price position, that 1is, this company offers better
value to their customers with high-quality products and lower
Prices,

While the level of product specialisation of the
successful firnms of cluster SE was not very clear, in
cluster IC the successful company is clearly more
specialised than the less-successful firms., This company

has both narrower product-line width and smaller nunmber
of products per line than its major competitors. In addition,
itls products are very related one another. This indicates
that the successful firm in cluster IC definitely
dischardes a more focused stratedgy than the less-successful
small firms,

The successful small firms of cluster SE attempted
to keep costs down, In the same vein, the successful
company of cluster IC dischardes a low cost stratedy.
Besides pursuing a highly concentrated, focused strategy,
this firm does not spend in product development, packagding

and advertising and promotion. Unlike the successful small

firms of SE, it also does not emphasise customization
and service. While this helps to reduce costs, thus
ensuring long-term profitability, it midht prevent the
companies from achieving the competitive advantades which
the successful small firms of cluster SE are likely 1o

achieve,
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7.2.4, Cluster ID

This cluster comprises three successful small firms and 7
less—-successful small firms all of which attend both low-income
and middle-class markets. Neither of them sell much to their
local markets, instead, they cater for more distant marketls
such as the redional markets (excluding the state market) in
the case of the less-successful small firms, and the national
markets (excluding the redional market), in the case of the
successful small firms, All of them are very diversified with
redards to deodraphical markets, but the successful small firms
tend to be more diversified than the less-successful small

firms.

With regdgards to product, the successful small firms are
more specialised than the less-successful small firms. This 1is
clearly indicated by two of the three criteria used to measure
specialisation: the relative product-line width and the degdree
of consistency of products. 43 percent of the less—-successful
smrall firms and none of the successful small firms have broader
product-line width than competitors’. In addition, the
successful small firms’ products are more related to each other
than the less-successful small firms’. As to the third
criterium, that is, relative product-line depth, the pattern of
the successful small firms is not very clear, However, since 50
percent of the less-successful small firms and only 34 percent
of the successful companies have largdger number of productls per
line than competitors, it can be inferred that the successful
small firms are more specialised than the less-successful ones

with redgards to the third criterium as well.

On the whole, product customization is more emphasised by
the less-successful small firms, 14 percent of them indicated
that the sellind of customised productls account for more than
10 percent of sales value. Branding is more emphasised by the
successful small firms, all of which sell only branded
products., They have only one, deneral brandname, which is also

a trade mark. Unlike the less-successful small firms, the
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successful companies also emphasise service. 67 percent of the
successful small firms provide both special and common services
to clients while 71 percent of the less-successful small firnms
provide no services at all. Packading is not much emPhasised by
the companies in this cluster. 57 percent of the
less-successful small firms and 33 percent of the successful

small firms value packading as a selling instrument,

Product development is more emphasised by the successful
small firms which concentrated on product introduction rather
than product modification, All the successful small firms and
57 percent of the less-successful small firms introduced new
products over the S-year period before the data collection. On
the other hand, 67 percent of the successful small firms and 86
percent of the less-successful <small firms did no product

modification or innovation over the same period of time.

The successful small firms rate their product gquality
as similar or superior than competitors’', and their product
prices as similar or hidher than competitors’. On the other
hand, the less-successful small firms rate their product
qualitly as similar or inferior than competitors’ and yet the
majority of them have similar or higher pPrices than
competitors’., Only 14 percent of the less-successful small
firms rate their prices as lower than competitors., The
interviews elicited that all the companies in this cluster
faced dJreat difficulties with raw material supplies and the
majority of them had hidher production costs than most
competitors diven at least two major factors: hidher raw
material costs and hidher production equipmen! maintenance
costs. Since, amondg small businesses, price decisions are
usually based on cost-plus approach, this might explain the

hidher sellind prices of the companies in this cluster.

Finally, the successful small firms believe that  price
tactics are at most moderately important to selling effort (67
percent), they do not emphasise advertising but do emphasise
sales promotion. 57 percent of the less-successful small firms

value price tactics, and 43 percent of them believe that
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these tactics are of dreat importance to the company'’'s
selling effort. Advertisind and promotion is not overwhelmingly
emphasised by them, only 357 of them do advertising and 43

percent of them do sales promotion.

The successful stratedy in cluster ID

The successful small firms of cluster ID discharde an
expensive, adgdressive compeltitive stratedy, probably the most
adgdressive of all the sample. These companies clearly pursue a
hidh quality, high price position, distributing a specialised,
narrow product-line to a potentially 1larde market-area. This
stratedy is backed by an agdressive marketind diven the
successful small firms’' emphasis on branding, services, product

developanent (introduction of new products?) and sales promotion.

7.3, Summary and Final Conclusions on Interview Data Analysis

4 clusters were denerated from the interview data on
competitive environment., The specific characteristics of these
clusters are shown in table 7.1, Within each <cluster, as in
chapter V1, the characteristics of the successful small firms
competitive stratedy were compared to those of the
less-successful small firms. The results also appear to support
the hypothesis number one of this exploratory study, that 1is,
within competitive environment subgroups (clusters) the
competitive stratedy of the successful small firms differs from
that of the less—-successful small firms’', The characteristics
of both successful and less-successful strategies 1in each
cluster are shown in tables 7.2 and 7.3. The differences are
striking in all clusters but in cluster IA where the
competlitive stratedies of the companies differ alond only few

dimensions (table 7.3).
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Table 7.4 summarises the major characteristics of the
compeltitive environment and the successful stratedies in each
cluster. This table provides a means to help test the
hypothesis number two of this research which states that the
nature of the competitive stratedy discharded by the successful
small firms varies across competitive environments. It is
evident from this table that the interview data also appear to
support this hypothesis., As the major or dominant
characteristics of the competitive environment chande from

cluster to cluster, so does the competitive emphasis of the

successful small firms,

Cluster IA and IC are two fradgmented, very competitive
environments. The companies competle mainly with small firms and
in sectors where SHEs are prevailing, hence, economies of scale
are not an important competitive force, In addition, bargaining
power of suppliers and clients are nedlidgible. However, rivalry
can be intense and take the form of price competition. In
cluster 1A, which comprises producers of consumer doods,
rivalry is based on the product! price/quality performance and
intangible features. The successful small firms are
distingduished by tlheir low price, 1low quality position and
their highly focused stratedy. They are very concentrated with
redards to markets and specialised with redards to product. In
addition, they focus their efforts on the needs of the
low-income market! and emphasise service, product modification

and packaging,

In cluster IC, which comprises producers of industrial
inputs and consumer-durable doods, rivalry is also based on
product price/quality performance. The concept of quality
includes not only intangible but also technical features of the
product such as nature of raw material, product specifications
and the amount of product service such as warranties and
delivery facilities.

Hidh quality, low price is the competitive emphasis of the
successful firm of cluster IC. This company offers extremely

dood value to its customers, who, diven the type of product
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they buy, are very aware of product price chandes and

differences. To compensate for jts higher <costs with product
quality and for its lower margin, this company discharde a
low-cost, hidhly focused, concentrated stratedy, characterised
by market concentration, sedgmentation and product
specialisation. In fact, this appears 1o be the most
specialised successful small firm of all the sample. In
addition, this company does not spend on product developnment,
advertising and promotion, services and customization. this

helps to keep costs down.

TABLE 7,42 MAJOR DISTINGUISHING CHARACTERISTICS OF THE COMPETITIVE
EXVIRONNENT AND COMPETITIVE STRATEGY OF THE INTERVIEWS
SUCCESSFUL SHALL FIRMS IN EACH CLUSTER

CLUSTERS | CLUSTER 1A | CLUSTER IB | CLUSTER IC | CLUSTER ID
| Consuser durable 3 | Industrial inputs | Industrial inputs and | Consuwer nondurable
l non-durable goods : and capital goods } consuwer durables = & consumer durable
| No econcmies | High econoaies of | No econoaies | Econosies of scale
| of scale | scale and product | of scale | and standardised
: : standardisation : = products
HAJOR ! Stable, very | High technolg?y I Very stable and I Hish rate of
| competitive | and rate | cospetitive I product changes
FEATURES = } product change ; l
OF THE | Rivalry is based on |  Rivalry is largely | Rivalry is based on | Rivalry is based on
| price/quality | based on products’ | product quality/price | product price/quality
COMPETITIVE]  performance and | technical aspects an |  perforsance and |  perforsance and
I intangible features | quality perforsance | technical features | intangible features
ENVIRONNENT | ! | 1
I Potential entrants 1 Potential entrants | Potential entrants | Potential entrants
| are likely to be | are likely tobe | are likely tobe | are likely to be
: small fires : larger companies { saall firms : larger companies
| No bargaining power | Moderate bargainin | No bargaining | High bargaining pover
|  of suppliers and | power of suppliers | power of suppliers | of suppliers and
: clients : and clients { and clients } none of clients
| | o t
| Position: | Position: | Position: | Position:
I Lov quality, I High vilue, I Low price, I High price,
: Low price I High sales volume: : High quality : High quality
I | Conmpetitive prices | .| HMarket diversification
55Fs I Market concentration | High quality | wmarket concentration | Prod, specialisation
| Prod, specialisation | Larger market-area | Prod, specialisation | .
COMPETITIVEI | | | Emphasis:
| | Low cost: | | Low cost: | ]
STRATEGY | ) I Low/no_spending on | . 1 Branding,
| Enphasis: | packaging, brandin, | Mo spending on: I Services
| .| advertising | Prod, development, | Prod, introduction
| Product sodification | | Services, | Sales promotion
I Advertising | Esphasis: | Custosization, |
1 Services | Product development |  Advertising and | Aggressive marketing
: Packaging = customization, : Prosotion :

services
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The competitive environment of cluster IB 1is one of the
most hostile for small firms to compete. Economies of scale,
product standardisation, high rate of product changes and high
bargaining power of suppliers and clients are the most
important forces shaping competition in this environment. To
defend themselves adainst these forces, the successful small
firms find a competitive position characterised by hidh wvalue,

higdh sales volume and reduced costs,

These firms offer hidh value to their customers since they
provide high quality products at similar/competitive prices.
They cater for a diversified deodraphical market which is
potentially larde and this, coupledwith the hidgh value offered,
can lead to increased sales volume, and, in turn, reduced costs
per unit, Cost are also kept down by means of their policy of
product specialisation and savinds on packagdging, branding and
advertising. Reduced <costs help these firms to defend

themselves adainst larder firms advantades of scale economies,

The successful small firms of cluster 1IB alsoc emphasise
product development. These firms are amond those that most
frequently do product introduction and modification. This helps
these companies to counteract the force of hidgh product changde.
In addition, the successful small firms are alsoc among those
that most! emphasise customization and services which help then
to differentiate their products and defend themselves agdainst
the forces of product standardisation and bargaining power of

clients.

Cluster ID offers a wunique environment. It comprises
characteristics of both cluster IB and IA and is characterised
by presence of economies of scale, high rate of product change,
high level of entry barriers. The small firms of this cluster
are producers of consumer doods and competle in medium and largde
firm sectors where new entrants are likely to be of larder
size, Rivalry, however, can be intense since the major features
of the competitive action includes quality, price and
intangible and tandible aspects of the products such as

services, brandingd, make and tradition (which can be seen as
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company imade) and raw material nature,

The successful small firms in cluster ID are distinduished
by their emphasis on product quality, product introduction and
marketind (branding, services and sales promotion). This might
well be an expensive stratedy and midht explain the hidher
Prices charded by these companies., Moreover, this 1is an
addgressive stratedy not wusually dischardged successfully by
small firms since it midght imply that these successful small
firms are competind head-on with largder, more resourceful

companies.

These results should be seen with caution, however, diven
the very small number of cases per clusters and, within these,
the rather small number of successful small firms, mainly in

cluster IC where only one successful small firm was identified,.

Despite the above limitations, the interview data can be
useful to clarify some issues. For instance, extrapolating fron
cluster IC, which 1is a similar comrpetitive environment to
cluster SE, it is possible to ardue that the successful small
firms of Cluster SE are more specialised than the
less~successful companies with regard to products. Moreover,
the product specialisation and product development policies of
the successful small firms of cluster SA can be made clearer by
extrapolating from IA, a similar competitive environment to SF,
where successful small firms are more specialised than the
less-successful companies and emphasise product modification

instead of product introduction,

In conclusion, the results of the interview data analysis
also appear to <contribute to support! the hypotheses of this
research. It was found that the competitive stratedgy discharded
by the successful small firms differed from that pursued by the
less-successful small firms along many dimensions in each of
the 4 clusters oridinated by the interview data. The successful
small firms stratedy 1is frequently distindguished from the
less-successful small firms stratedy by its focused,

concentrated nature. In addition, they create definite
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competitive emphasis which varies across clusters and are

consistent with the type of environment they compete.



CHAPTER V111

COXCLUSIONS

8.1 Discussion of findingds

This exploratory study has been carried out to test two
hypotheses., Hypothesis | was concerned with whether the
conpetitive stratedgy of successful small firms differed from
that of less-successful small firms’ when these firms operated
within the same competitive environment. Hypothesis 1] was
concerned with whether the successful small firms’ competitive
stratedy differed across groups of competitive environment. The
testing of these hypotheses entailed the identification of
groups of competitive environment by means of cluster analysis
and the study and comparison of the contents of these
companies’ competitive strategies within and across these
groups. This was carried out with data collected by means of
mailed questionnaires (123 companies) and interviews (28

companies).

Six clusters were origdinated from the survey data and four
clusters from the interview data. These yielded seven distinct
coapetitive environment groups (clusters) since three clusters
oridinated from the interview data were considered very similar
to other three of the survey data. This is not surprising since
it can be expected that small firms would not enter a wide
variety of competitive environments, diven their intlrinsic

resource limitation and stratedic constraints.

The competitive environment groups identified in this
study varied from more unstable, less competitive and adverse
environments for small firms to compete, to more stable,
fragmented, and competitive ones, In all droups strong
difference emergdged between the less—-successful and the
successful small firms’' competitive strategies. The differences

were more striking in the more unstable, less competlitive and
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adverse environments such as SA, IB, SB and SC, and less so in
the more stable, fradmented environments such as SE, 1C, SF and
IA. Perhaps, as ardued by Prescott (1986), fragmented
environments lend themselves to fewer stratedgic options than

other environments.

This study concludes that the competitive strategies of
successful small firms and 1less successful companies differ
with redard to the competitive emphasis which, in the case of
the successful firms, is always consistent with the prominent
competitive forces or characteristics of their competitive
environment, Hence, responsiveness to major competitive
environment! characteristics marks successful small firms in
this study. These results help to support! the hypotheses and
are consistent with theory and other studies (Porter, 1980; Woo
and Cooper, 1981; Chaganti, 1987).

In the more unstable, dynamic, 1less competitive and
adverse environments the successful small firms atteamapt to
reduce costs by limiting their expenditures on less important
stratedic variables, and this most probably helps them to
compensate for disadvantagdes of scale. They also emphasise
relevant stratedgic dimensions and this can help them defend
themselves adainst powerful competitive forces in their
environment. For instance, in droups (clusters) SA and IB which
are industrial environments dominated by larde firms and
apparently the most unstable, dynamic, less competitive and
adverse environments in this study, the successful small firnms
pursue a stratedy that can lead to reduced costls and increased
sales volume which can minimize disadvantages of reduced scale
and increased purchasing costs. This stratedy is complemented
by emphasis on product development and product customization
which also help them adainst other competilive environment
threats: hidh rate of product change and bardaining power of

clients.

The successful small firms of cluster SB also feel the
pressure to reduce <costs in an environment where the most

Pressing competitive forces are bargdgaining power of clients and
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suppliers and technical rivalry. Consistently they seem to be
the most specialised firms and are amond the ones that most

emphasise customization and service.

Cluster SC is also a dynamic and industrial environment
dominated by larde firms. Apparently it is a less dynanmic
environment than SA but small firms may face dreater
disadvantades of scale. Small firms operating under these
conditions seem to succeed by discharding a concentrated, niche
stratedy. They cater for nearby marketls, offerind relatively
narrow product line, with traditional, standardized products
and limiting their spending on packading, product development,

advertising and promotion.

In mRore fragmented, competitive environments the
competitive stratedy of the successful small firamas is centred
on the product price and quality dimension. In clusters SE and
IC, also industrial clusters, successful small firms look for a
hidh-quality, low or competitive-price position in their nearby
markets, In clusters SF and 1A, where firms manufacture
consumer doods, successful small firms focus their efforts on
low-quality, low-price complemented by emphasis on advertising
and promotion, targdeting their efforts to low income markets.

Finally, cluster SD can be placed mid way between the
dynamic, unstable environments and the fragmented, competitive
ones. This cluster comprises producers of nondurable consumer
doods and industrial inputs and is distinguished from the
others by strict pPrice control. The successful small firms in
this group competle in many fronts: customization, service,

packadingd, quality, advertising and promotion,

This study also sudggdests that generalisations regdarding
the best stratedgies for small firms should be interpreted with
caution, at least with redgard to small firms operating in the
area of the study or in Brazil. Table 8.1 provides a comparison
of the specific findinds of this study with the ‘''success
factors” identified in the literature and discussed in chapter

111. For instance, it has been widely suddested that small
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TABLE 8,12 Specific Findings of the Study

Theory Recosmendations | Findings of the Study

(Heasured as sales distribution

« SSTs are sore concentrated thas LSSPs in clusters SB, SC, SE, IC,
. S5Fs are less concentrated than LSSFs im clusters SF, 1A,

. 5SF's are very diversified in clusters SA, IB, SB, ID,

¢ Concentrated, niche strateqy:
~ Geoaraphic concentration

. Dnly the SSFs of clusters SC & 5D definitely cater for local aarkets,
. Other clusters: LSSPs tend to sell more to local sarkets,

~ Local markets

(Measured in terns of income distribution)
. Only the SSFs of cluster SB cater for non mass markets
. Other clusters: SSTs attend low income or aid class markets,

- Hoa-sass, linited narkets

¢ Product specialisation:
(specialised, narrow
prodect-line)

. SSTs of nearly all clusters pursue product specialisation, but as
a distinguishing strategic dimeasion only in clusters SA and IB,

. In clusters SA, IB, SB 8 SE it is sore eaphasised by SSTFs,
. In cluster SC it is sore emphasised by LSSFs,
. In clusters ST 1 IA both SSTs and LSSTs place low emphasis on it,

8 Product customization

§ High level of services . Services are pore esphasised by SSFs in all clusters,

. Clusters SE § IC: SSPs pursue high—quality, low-price position,

. Clusters SF 1 1A: SSFs pursue low—quality, low-price position,

, Clusters SA 1 IB: SSTs tead to purswe high—quality, competitive-
price position,

. Other clusters: the majority of companies clain sinilar-quality,
sinilar-price position

§ Righ—quality, low-price

. Clusters SB, SF § IA: Advertising is more esphasised by SSFs,
. Clusters SA, IB, SB 1 SC: advertising is less emphisis by SSPs,
. Clusters SE, IC 3 ID: neither SSTs noe 1LSSTs firas esphasise it,

$ Lov idvertising

(Mew product introduction)

. Clusters SA, 1B 1 ID: prodect introd, is more esphasised by SSFs,
. Cluster SF: Both SSPs § LSSTs emphasise it,

., Clusters 3B, SC, SB, SE 1 IA: neither SSFSs nor LSSFs do it,

. Cluster IC: product introduction is more esphasised by LSSFs,

¢ Product developwent

(Product sodification)

. Clusters IA § IB: Product sodification is more esphasised by SSFs,
. Cluster IC: Product modification is more esphasised by LSSFs,

« Cluster 1D neither SSF's nor LSSFs eaphasise it,
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firms should follow a concentrated, niche stratedy, catering
for local, non-mass, limited markets (Xotler, 1980; Finley,
1980; Richers et al, 1967; Davis and Kelly, 1972; Brannen,
1978). Accordingd to the results of this study, this stratedy is
not always the one adopted by the successful small firms,.
Firstly, market concentration, measured in terms of deodraphic
sales distribution, does not always mark successful srall
firms. In clusters SA, IB, SD and ID the successful small firms
tend to pursue market diversification and this can be redarded
as an attempt! to reduce unit <costs by increasindg market
coverade and hence sales volume, and this midht well lead to
conpensation for disadvantagdes of scale. In other clusters, the
majority of small firms, both successful and less-successful
small firms, seem to pursue market concentration, so this, by
itself, does not appear to mark the successful firms in these
clusters. It can be ardued, however, that the intensity with
which this stratedy is pursued marks the difference since,
except in cluster SF (and IA which 1is similar to SF),
successful small firms tend to be consistently more
concentrated than less-performing small firms, This argumen?t is
based on the fact that the percentage of successful small firms
whose market concentration index is above 40 is dreater than
the less-successful small firms’ in these clusters (see table
6.2 of chapter V1), Thus the successful small firms of clusters
SC and SE (and 1its similar environment IC) are the most

concentrated of the sanmple.

Secondly, amond the successful small firms the only ones
to cater for local markets are those of clusters SC and SE. In
other clusters, the less-successful small firms tend to sell
more to local markets than do the successful companies. These
firms, instead, seem to prefer more distant markets. The small
firms preference for distant markets and for market
diversification has been documented by previous research in

Brazil (Figdgueiredo, 1979; Dutra et. al., 1986).

Thirdly, the majority of companies in this study appear to
serve mass markets rather than non-mass markets. The only

exception to that appear to be the successful small firms of
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cluster SB which seem to concentrate on hidh-income markets.
This and the ardument of the last two paragraphs lead to the
conclusion that only the successful small firms of clusters SB,

SC and SE adopt a concentrated, niche strategdy.

It is also frequently mentioned that small firms benefit
from the provision of customised product (e.g¢g. Allen, 1983:
Brannen, 1978) and specialised narrow product-line (e.d.
Woodward, 1976; Xotler, 19803 Franklin and Franklin, 1982). The
results of this study do not sugdgest that such a generalisation
can be made. Product customization can help to distinguish the
successful small firms from the less-successful ones only in
certain environments (SA, IB, SB, SD and SE) where il appears
to be an important stratedic dimension to reduce the bargaining
power of powerful «clients or to complement a focus, niche
stratedy. In other environments the small firms cannot be
distinguished with redard to product customization (SC, SF and
IA) where it is a strategic option of both types of firm.
Chaganti and Chadanti (1983) have documented that both
profitable and wunprofitable firms offered mostly customised

products.

In most of the competitive environment groups (SA, IB, 8B,
6C, IC, SF, 1A and ID) the successful small firas do pursue
product specialisation but only in few occasions (SA, 1B, 1IC
and ID) it can be said that this is a strategic distinction
between successful and less-successful small firms, In other
occasions, either both successful and less-successful small
firas pursue product specialisation (SB, SF and IA) or a

definite comparison cannot be made (SC, SD and SE).

With regard to the price-quality position, it is commonly
suddested, and sometimes empirically verified, that small firms
should provide high quality goods (e.d. Brannen, 1978; Cezario,
1979; etc.) and compete on the basis of 1low price (e.d,
Brannen, 1978). In this study the behaviour and importance of
such strategdic dimensions appear to differ as the environment
varies from unstable, dynamic, less competitive to stable, more
conpetitive., On the whole, the quality-price position of
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companies in the less competitive environments does not vary
much. These <companies 1tend to be positlioned in similar or
superior quality and similar or higher price positions, the
majority of which is pPlaced on a similar-quality, similar-price
position., This «can be explained by the argument that these
companies sell mostly industrial inputs and purchase decisions
for this type of products are based on product performance,
services and cost, as well as past experience (Woo and Cooper,
1982)., Thus the price-qualily position should be equally
important for every company butl would not be as strategdically
important as other variables such as services, customization or
product developaent. Specifically, it appears that the
successful small firms of clusters SA and IA tend to pursue a
high-quality, competitive-price position as a matter of
stratedy. In cluster SB the dgeneral situation applies; in
cluster SC a definite comparison cannot be made and in cluster
SD, due to Jovernment control, price is not a strategic

variable.

In the more competitive environment the quality-price
position seem to have a totally different character since it is
among the most important strategic dimensions. The successful
small firms of clusters SE and IC are distinguished by their
low-price, high-quality position and in clusters SF and 1A,
successful small firms pursue a low-price, low-quality
position. SE and 1IC comprise producers of industrial inputs
whose buyers are obviously aware of market price and quality
levels, so these firms 1try to increase product value to
customers, SF and IA comprise producers of consumer gdoods and

attend low income, mass markets.

Brannen (1978) sugdgdests that small firms should atteapt to
emphasise personal sellindg rather than advertising. This study
did not investigate personal selling but concludes that
advertising can sometimes be an important stratedic dimension.
The results appear to indicate that advertisindg can aid
performance in consumer goods markets such as clusters SD, SF
and IA where successful small firms are distinguished by their

dreater emphasis on advertising. In industrial clusters
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advertising might either be irrelevant (SE and IC) or indeed
work adainst performance (SA, IB, SB, and SC) by increasing
total expenditure. Obviously, end-consumer purchasing decisions
can be easier influenced by advertising than industrial
buyers’', In the latter case, as mentioned earlier in this
thesis, purchases are gdoverned by contracls and purchasing
decisions are based on technical criteria and so, as suggested
by Woo and Cooper (1981) advertising in this case might be less
inportant. Cluster 1D, which also comprises consumer doods
Producers, appears to be an exception to that. Here successful
small firms limit their spending on advertising althougdh they

emphasise promotion.

Both high and low product change and innovation have been
found to be positively associated with performance (Figueiredo,
1979; Chadanti and Chaganti, 1983; Woo and Cooper, 1982;
Chaganti, 1987). In the present study, product chande and
innovation was measured as rate of new product introduction and
rate of old product modification and denominated product
developaent., Emphasis on product development is apparently an
important strategio dimensjion in unstable and dynanmic
environments, with high rate of product change, and in consumer
dgoods markets. The successful small firms of clusters 5A, 1B,
IA, ID and SF all emphasise product development., SA, IB and ID
are very dynamic environment and the successful small firms’
eaphasis on product development is not only strategic but a
distinduishing factor. In cluster SF both less-successful and
successful small firms do emphasise product development, as
measured by the rate of new product introduction. Based on the
results from <cluster 1A, which is similar to SF, the
distinduishing factor might be the rate of modification of old

products, which was not investigated in SF.

In clusters SB, SC and SD product development might be
irrelevant, These are less dynamic and unstable environments
where neither successful firms nor less-successful firms
emphasise product development. In clusters SE and its similar
1C, very stable environments, expenditure on Product

development might either be irrelevant or indeed work adainst
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performance, since the less-successful small firms of cluster
I1C tend to place dJreater emphasis on both new product

introduction and old product modification.

Unfortunately, the results about product developament
are not easily directly compared to those of previous research.
Fidueiredo (1979) and Chaganti and Chaganti (1983), who found
that product change and innovation could be positively related
to performance in small firms, did not consider the competitive
environsent circumstances, Chaganti (1987) found that the
relationship was nedative in dgrowth industries. The present
study does not take into consideration the market growtlh rate,.
However, it is possible to conclude that drowth industries can
be very dynamic and turbulent environments with hidh rate of
product and process chandes followed by intense fight for
market share (Woo and Cooper, 1982). In this case, the results
of the present study do not confirm Chagdanti’s. On the other
hand, Woo and Cooper (1982) found a negative relationship in
environaents with low product and process chande, These results
appear to be confirmed by the results of the present study
since they indicate that in stable environments product change
and innovation might be either irrelevant or negatively related

to performance.

Finally, this study also concludes that certain strategic
dimensions appear to be more relevant in certain environments
than others. This is a conclusion which follows from the
previous two. For instance, in most of the clusters, successful
small firms are distinguished by their higher emphasis on
product customization and this seems to lead to the conclusion
that customization aids performance in these clusters, But it
can also be said that customization is more relevant where a
greater percentage of successful small firms tend to emphasise
it (see table 6.2 of chapter VI). Thus customization |is
apparently the most needed in clusters SD and SB, and the least
in SF. In the same vein, services to customers appear to be the
most relevant in clusters SD and SA, and the least in clusters
SF and SE. Table 8.2 in the following page complements the

argument.



TABLE 8,2: Relative importance of certain
Strategic Dimensions

Strategic dinensions | HMost needed |  Least needed
| i
Product specislisation | Cluster SB {  Cluster SF
Harket concentration | SC, SE, SF l
Product customization 1 5B, 5P, SA | SF
Services to customers | SC, SB, SA } SF
Packaging ! SD | SB
Product developwent | 54, SF | SB, SC
High quality | SE, SA 1 SF
Low price | SF, SE | 5B, SA
Advertising | SD, SF ] SA, SB, SC

In summary, the major conclusions of the present study
are: a) The competitive strategy of successful small firms
differs from that of the less-successful small firms; b) the
successful small firms develop compelitive stlrategies whose
emphasis are consistent with prominent competitive environment
characteristics and this distinguishes then from
less-successful small firms; c¢) deneralisations and previous
recoanendations regarding successful small firms competitive
stratedy should be interpreted with cautionj and,d) certain
stratedic dimensions appear to be more relevant in certain
competitive environments than others. Certainly this study has
many limitations and further research is needed to improve the

accuracy of these results, These topicsare addressed next.

8.2, Further considerations on, and limitation of the study.

It is important to note that the major objective of this
research work was to carry out an exploratory investigdgation on
small firms competitive stratedy. The research, thus, has dealt
with the content rather than the process of stratedy formation,
focusing on dimensions of competitive stratedy, and
consequently, the competitive emphasis, that could be related
to small firms success within some types of competlitive

environment.
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Hence, this study 1is different from earlier research in
the small firms field in some important aspects. It nmoves
beyond the case studies and very small sample analysis, it
looks at businesses clustered into dJroups on the basis of
similar competitive environment, it considers a comprehensive
set of stratedic wvariables, and it takes into account the

differences in rPerformance of companies,

The dJrouring of companies into similar competitive
environment! was carried out, as mentioned, by means of <cluster
analysis, This powerful statistics technique has been used
and validated by previous research ( Prescott, 1986; Thietar?
and Vivas, 1984; Woo and Cooper, 1981) and is considered much
adequate for research problems such as the present one because

it improves the accuracy of pooling procedures.

This study used mainly and foremost perceptual data to
measure both the competitive environment and competitive
strategy. While this can be acceptable with redards to
competitive stratedy, it can be regarded as a weakness of the
study with redard to competitive environment. However, lack of
a standardized database, for instance comparable to that of the
PINS database, was one of the reasons for reliance on
perceplual data. Besides it was felt that published industry
data would not be relevant or would not apply to the reality of
the small firms studied. This ardument is supported by a
nuaber of researchers and has been detailed in the methodologdy
chapter (Chaganti, 1987; Gripsrud and Gronhaug, 1985; Brown,
1985). Hence, the competitive environment conditions described
for each of the clusters encountered refer to conditions in the
Particular market served by the responding firms, as perceived

by then.

Companies’ performance in this study was not calculated by
the more conventional way, that is, as an index of drowth
either of sales, assets or profits durindg the time period
considered., Rather, these indexes were joined todether to make
up one index only, that of overall performance level. On the
basis of this level the small firms of the study were
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classified into successfull or less-successful small firms as
they fell or not! within the top 33 percent of the frequency
distribution of the overall performance level, Some reasons for
doingd so were the fact that previous research did not adree as
to which index would vyield the dreatest statistical benefits,
the fact that performance 1is clearly a multidimensional issue
(0O'Neil and Duker, 1986) and the absence of a yvardstick of
performance that could be used throughout! the sample. This
procedure ensures that the successful strategy identified in
each cluster does represent the successful companies
conpetitive stratedy. On the other hand, one could argue that
this is too ridorous a criterium. As Porter (1980) ardues,
performance potential vary from industry to industry. Since the
overall performance level was derived from mean calculations,
the firms located in industry with high-performance potential
might have distorted the various means upwards and the
classification of successful small firms might have left out
firms that migdht be performing well accordindg to their own

industry standards.

The biggdest limitation of the study lies in the somewhat
modest sample size and this means that some caution should be
used in interpretindg the results, With a largder sample, the
size of the clusters would be largdger and this would certainly
favour the use of more powerful statistics techniques, such as
simple or multiple redression and discriminant analysis, that
would yield clearer, more reliable results with redard to the
successful competitive stratedy and its dimensions within each
cluster, Thoudh the methodolody employed is adequate for an
initial investidation such as this, it can only capture a very
simplistic representation of the contingent nature of
competitive stratedy in specific environments, and fails to
recogdnise any influence of a diven competlitive strategy
variable over another within a same competitive environment. On
the contrary, these wvariables are treated as totally
independent factors. By using more powerful techniques it will
be possible to capture the relationship amond a larder number
of variables and explicitly address the relationship between

these variables and performance within competitive
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environments, For instance, Chaganti (1987) wused simple
redression with 11 stratedic independent wvariables in 3
subdroups of 138, 31 and 23 small firms. Anderson and Zeithanml
(1984) used multiple redgression with 23 stratedic independent
variables in 4 subdroups of 323, 857, 54 and 23. Woo and Cooper
(1981) used discriminant analysis with 13 independent variables
in 3 subgroups of 42, 36 and 19 companies (these researchers
identified a larder number of subdroups butl these are the more
relevant ones). Thietart and Vivas (1984) used redression
analysis with 20 stratedic independent variables in 9 subdroups

whose size varied from 36 to 187 companies.

Another limitation is that the analysis undertaken does
not take 1into consideration the time lag that it would be
expected to observe between the implementation of a strategic
action and its impact on performance. Nevertheless, the author
believes that the observations made 1in the research reveal
deneral stratedic tendencies based on past actions which were
successful and, consequently, already reflect the dynamics of
the relationship (See the conceptual definition of competitive

stratedy in chapter 1[V),.

Finally, this exploratory study has focused on
manufacturing small firms. 1[It should be noted that a similar
investidation of service ordanizations might yield different
results, Besides, the study was carried ocut in a developing

country area and any interpretation should take this into

consideration.

8.3 Implications of the study and further research

Research in the field of small firms stratedic management
has tended to nedlect the role of the competitive environment
in the effectiveness of a competitive stratedy. Thus, the
results of this exploratory study have important implications
for future research and theory in small firm stratedy since,
despite its limitations, the study does provide support for the

inclusion of competitive environment! variables as important
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contingency factors in strategy formulation. The results of
this study can also be used to improve decision making in, and
to help developing stratedy Prescriptions for, small firms., In
other words, knowledde of these findings will be of value to

owner-manaders seeking to enhance performance of their

companies.

Some avenues of future research need to be pursued.
Specifically, future research could search for answer to a
number of questions raised by this study. For instance, why
should successful small firms opt for market concentration in
both competitive and less competitive environments? Does the
intensity with which firms pursue market concentration really
help to predict performance in small firms? Would product
customization and product specialisation be only intrinsic
characteristics of small firms rather than predictors of
performance? Would any structural or macroeconomics variable
explain why a largde number of small firms chose to serve
non-local, larger markets? And, consequently, would these
macroeconomics variables be responsible for the differing
results of research works carried out in developed and
developing nations? Answers to these and other questions opened
by this study can certainly increase knowledde on competitive

strategies of small firms,

In deneral, the most important of the avenues to be
pursued by future research is a better identification of
success strategdies taking into consideration a nore
comprehensive number of contindent variables since, as argdgued
by Chaganti (1987), the effectiveness and appropriateness of
specific strategies depend on a number of contingencies. Thus,
future research should include other contingency variables such
as the PLC (product life cycle), industry dJdrowth rate, type and
size of firm, and the firm’s strengths and weaknesses, within
each cluster, since all of these have been reported to
influence stratedy. A number of contingent wvariables is
sugdested by Hofer (1973)., The outcomnes of such a research line
would represent a more conprehensive approach to small firm
competitive stratedgy studies and facilitate the development of
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valid stratedic prescriptions.

Future research should also consider a method to include
more small firms into the clusters identified by this study and
should use methods that explicitly analyse the relationship
between competitive stratedy dimensions and performance within
and across these clusters to 1improve the accuracy of resultls,
Discriminant analysis should be employed to distinduish

successful small firms and less-successful small firms

stratedies.

Further investidation should be carried out into the
relative importance of certain competitive stratedy dimensions
in each individual competitive environment. Outcomes from such
studies should help immensely the owner-manaders of companies
with pressing resource constraints since they would be

important guides to resource allocation,

Other questions should be addressed as well. For exanmple,
it should be investidated whether the results of the present
study would be any different had the performance criteriuma not
being a composite one, This is important because research into
large corporations has found that different strategdic
dimensions have differing impact on differind indicators of
performance, For instance, Thietart and Vivas (1984) used two
performance criteria as dependent variables (market share and
cash flow) in a study of PLC strategies for larde corporations
and found that stratedic action took divergdent orientation
dependingd on which performance criterium was considered. This
imply that for larde corporation company’s objective is a major
contindent variable on stratedic decision making . It should be

interestind to verify if this is valid for small firms as well.

It should also be considered the chandes that occcur in
competitive stratedy within a particular firm when the
competitive environment chandes. That 1is, which dimensions of
the competitive stratedy of a small firm would changde, and also
their relation to performance, when the competitive forces

chande so that the environment becomes, for instance, more or
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legs competitive, fragmented, stable, dynanmic,
dovernment-controlled, or the bardaining power of suppliers and
clients increase or decrease, Due to time and data
restrictions, this study presents only a static view of
successful small firms competitive stratedgy within each
cluster, An enquiry of a dynamic nature would be particularly
welcomed in countries with unstable economies which can suffer
drastic changdes in any directions depending on the philosophy

of new dJovernmentis.

Finally, comparative studies should be carried out with
service and retailing small firms as well as with companies of
more modern, economically developed economies. This would

certainly improve stratedic manadement theory in small firms,
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APPENDIX 1

I NTERVIERW SCHEDULE

1ST PART: INTRODUCTION

I.1. GENERAL INFORHATION ON THE COHMPANY

COMPANY'S IDENTIFIER: ....c0c0

ACTIVITY: ......

AGE= e ® 8 & F 5 0 0 0 @ P O O 80 e P B BB S0
HAJOR PRODUCTS' ® @ ¢ 08 00 88808 000

HAJOR RAH'KATERIALS: s e c s 0 s

TOTAL NUMBER OF ENPLOYEES INCLUDING OWNER-MANAGERS:

1.2, OWNERS/MANAGERS GROUP:

HOW MANY ALTOGETHER : «.scceee

MAJOR OWNER-MANAGERS EDUCATION LEVEL ...ccocevascenas

MAJOR OWNER MANAGERS FORMAL TRAINING ...ccicccecesse

® @ 0 06 00 ¢ 0 PN 0B GO R O F S P S e PSS SR S AR S S BSOS OSSN AaSE TSP

HAJOR OWNER MANAGERS PRACTICAL EXPERIENCE .....i00a

1.3. MARKETING AREA CHARACTERISTICS:

FORHAL OR lerRnAL? € e 8 3 68 6 8 g e 00 2 s g 080 B0t seE
NUHBER OP PERSONS l‘voLvED ® a8 25 5 66 569 038080938838
THEIR POSITION IN THE COMPANY ....cicivrennncennnenn

THEIR EDUCATION LEVEL.lll.lllIlllll'....l"'llllll.l

THEIR FORHAL TRAIKIHG @ 8 5 €@ &4 6 8 20050 8 s s Sss S0 A eEEe D

T}{EIR pRACTICAL EXPERIE“CE ® 8 8 8 @8 0 280 08 0 0 ¢ 00333 a0 a0

1.4. NATURE OF THE COMPANXNY:

(FAMILY BUSINESS, NON-FANILY BUSINESS, PARTNERSHIP)

SECTOR:..IIIQCII
LOCATION:. ... e

HOW MAXY WORKING: .
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2ND PART: COMPETITIVE ENVIRONMENT CHARACTERISTICS

r Entrepreneur, pPlease answer the following questions
bearing in mind your BUSINESS SECTOR characteristics.

I1.1. RIVALRY:

I1.1.1.In your business sector,

a) Can the majority of the companies be classified

as SMALL AND MEDIUN-SCALE BUSINESSES?

b) Are 1

here any LARGE enterprise?

c) Are there any multinational?

d) Are the prices usually DETERMINED and

CONTROLLED by the Government?

e) Do the larde companies make any influence

in th

£) Is th

e overall level of prices?

e production/product technology

considered to be VERY HUCH important

for c

11.1.2.

I1. BARR

onpetitive action?

YES ___ NO ____
YES ___ NO ____
YES____ NXNXO ____
YES ___ NO ____
YES ___ NO ____
YES NC

Which of the following do you consider to be the 3 MOST

IMPORTANT product characteristics for a company to win
competition in your business sector?

PRICE —
QUALITY ————
TECKNICAL ASSISTANCE -——
OTHER SERVICES —_—
TRADITION —_———

FASHION (STYLE,COLOUR) -

IERS OF ENTRY:

11.2.1.

FAST DELIVERY

RAW NATERIAL NATURE
MAXE/BRANDING
WARRANTIES

SHAPE OR DIMENSIONS

PRODUCT TECHNICAL
SPECIFICATIONS

Which of the following factors would you consider to be
able to pPrevent either the ENTRANCE of a new competitor
into your business sector or the drowtlh of the existing

companies?

- LARGE FIRNS ADVANTAGES

-~ REQUIREMENT OF LARGE SUNS OF INITIAL CAPITAL

- DIFFICULTY IN OBTAINING RAW MATERIAL

LABOUR FORCE

THE DEGREE OF DIFFICULTY IN OBTAINING SKXILLED
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- THE DEGREE OF DIFFICULTY IN PRODUCT MANUFACTURING
- THE AMOUNT AND NATURE OF GOVERNMENT REQUIREMENTS
- DIFFICULTY FINDING PROPER LOCATION

-~ DIFFICULTY BREAKING CUSTOMERS LOYALTY TO OTHER
COMPANIES

11.3. SUPPLIERS’ BARGAINING POWER:

11.3.1.

11.3.2.

Ilc3!3'

11.3.4.

11.3.5.

ll.3l6l

11.3.7.

In relation to the principal material used by vyour
company to manufacture your leading products, how much
was purchased from your major supplier duringd 19835 as a
percentade of the total purchase value? ......%

In the event your present major supplier cannotl meet
vour orders anymore, would you face difficulty finding
an alternative supplier? Please expPlain. ..cevecsvecaca

Having to changde suppliers would cause any major
problem to your company? Please explain. ..cecs0sssess

How likely are your MAJOR SUPPLIERS to take any action
that would result in problems for vyour OWN company?
(E.d.: delay delivery, refuse to sell, chargde higher
prices, demand you to purchase more than you would etc)

_ NO AT ALL SLIGHTLY _ MODERATELY __ VERY NUCH

How do you <classify your major suppliers in terms of
size as compared to your company sizZze? ...ccccecccccnaa

Do you believe your major suppliers are all National
co-panies? & 8 ¢ » 8 0 & 8 @ 9 & 2 &6 8 9 P PSS U o8 S P S B S 8P S B PSS 8O 2 8P E S 8 v

How do you <classify them according to their major
activity? (See below).

— RETAILERS DISTRIBUTORS NANUFACTURERS

11.4. CLIENTS' BARGAINING POWER:

11.4.1.

Il.4.2.

In relation to the principal product manufactured by
your company, how much was purchased by your major
client duringdg 1985 as a percentade of YOUR total sales

value? cssscsesasck

In the event your company’s major client decides not to
buy from your company anymore, how difficult would it
be to find another client to substitute the former?
Please expPlaiN., .ccvicecnssncsnncsanscscassassasscoscessna



-232-

I1.4.3. What is the probability of chandes in your company’'s
production process or major products being necessary in
order to fully meet the orders of the new client? (Eg.
chandes in product specification, labour force skill,
production process, raw nmaterial, etc)

_ NONE AT ALL  __ SLIGHT HODERATE __ HIGH

11.4.4. How likely are vyour present MAJOR CLIENTS to do
anything to influence the decisions you make redarding
vyour product, price, quality, delivery policies and
Oother decisions?

NOT AT ALL SLIGHTLY __ HODERATELY __ VERY NUCH

I1.4.5. How do you classify your XAJOR CLIENTS in terms of size
as compared to your CORPanyYy $izZe@€? ..ceeeseescosassncses

I1.3.6. Do you believe your HAJOR CLIENTS are all National
co.PanieS? 4 € 5 8 9 3 8 8 08 0 0 ¢ 5 a9 00 8 OB S B B S S e % S 8 e e 0 89S S E S o2

I11.3.7. How do vyou classify them according to their major
activity? (See below).

_ RETAILERS - DISTRIBUTORS MAXUFACTURERS

3RD PART: COMPETITIVE STRATEGY DIMENSIONS

111.1. SCOPE OF THE BUSINESS:

111.1.1. Type of markets: (Ask the respondent to qualify his
company'’'s major markets within their business sector.
In case of producers of industrial {nputs, assess
the market of the final product)

—-- MASS/POPULAR --- MIDDLE-CLASS -== HIGH-INCOXE
AVERAGE SOPHISTICATED

111.2. MARXET/SALES DIVERSIFICATION OR CONCENTRATION
(Percentage of sales in the following markets):

LOCAL --—-—--- REST OF STATE ------ REST OF REGION -—---—-

REST OF COUNTRY ------ INTERNATIONAL MARKET ------

NOTE: Before questions below are placed to the respondent, he
should be asked to:

. Think of his conmnpany’s major competitors

. Identify how many they are and where they are located

. Refer to his company's situation in relation to these
major competlitors
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111.3, SPECIALISATION X DIVERSIFICATION OF PRODUCTS:

Description of company’'s product! randge (major products):

111.3.1. Comparison of product line width (number of lines) to

that of MAJOR COMPETITORS:
-=—=- NARROWER ---- SINILAR -=-~-— BROADER

111.3.1. Comparison of product 1line depth (averagde number of
products/items per line) to that of MAJOR COMPETITORS:

_____ SMALLER —-—— SINILAR  —--—— LARGER

I11.3.1. PRODUCT CONSISTENCY: (Whether all products share
similar raw materials, labour skills, manufacturing

process and equipment, distribution systema and product
final usade):

------- B B oo R B B EE ey

SAME / 1 I I I I I I
SIMILARI 1 1 I I 1 1
------- e Bt G EESE) EEREEEs PR
DIFF. 1 1 I 1 I I 1
——————— e e B e e e EE e

111.4, PRODUCT CUSTOMIZATION X STANDARDISATION:

111.4.1, Sales of products made to customers’ specific orders
as a percentage of total sales ...ccesces

111.4.2. Comparison of company’s situation with that of leading
competitors redarding PRODUCT CUSTOMIZATION: (write in

Obse!‘vationS) ® 6 5 20 6400064082200 808802 EEE S " ee BB

II1l.5. PRODUCT IDENTIFICATION:

I111.5.1. Can vyour olients recognise your products in the
market? If so, how do you think they can do it?
(EG. label, packading, imade, name, Make) .eseeoveesees

IT1.5.2. What can make a client decide to purchase any of your
products instead of your leadind competitors’?........

111.5.3. Does your company need to offer any service to your
customers? Which type? (Common, sales and/or technical
SerVices) ..lll.ll..lll...ll......lll.ll"..ll.ll-llll
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I11.5.1,

I11.5.1,
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Are these services chargded for in a separate bill?

Do your company's pProducts need any sort of packagding?
“hy do yo“ t}\ink So? Illlllllli'lllllllll.llIll.'lll'.

(Write in observations on packading): Nature of the
PACKAGING used regdarding material, shape, quality,
amount of written information on it, uniqueness)......

I1.6. ADVERTISING AND PROMOTION EFFORT:

I11.6.1.,

I111.6.2,

111.7.1,

Iir.7z.1,

111.7.2.

Does your company do ADVERTISING and PROMOTION? What
type? How often? Tell me about it,..i.ocsvveascnneares

(¥Write in observations on sales force): Are SALESNEN
TRAINED to deal with vyour particular product? Which
sort of SALES FORCE does your company have? ..ccevcss..

PRODUCT DEVELOPMENT:

PRODUCT INTRODUCTION: Indicate how m=many NEW, MODERN
PRODUCTS have been introduced into your PRODUCT MIX
during the Pasl S YearS.ceeescssssccsnssscsssnsasssssscss

NODIFICATIONX OF OLD PRODUCTS: How many of vyour
EXISTING PRODUCTS been MODIFIED or RENEWED over the
PastsyearS? R EEEEEENEEENFIEE I I A A S N N N I I I A B R Y Y N ]

111.8. PRICE

111.8.1,

111.8.2.,

111.8.,3.

PRICING POLICY: Does your company make use of PRICING
TACTICS (e.d: PRICE DISCOUNTS, SPECIAL PRICE PROMOTIOX
OR CREDIT)»?

How IMPORTANT the above TACTICS are to your company’s
SALES EFFORT?

—==—= NOT AT ALL INMPORTANT ———-— SLIGHTLY IMPORTANT
-~~~ NODERATELY INMPORTANT --—— VERY IMPORTANT
RELATIVE PRICE: How does the AVERAGE SELLING PRICE of
your company's PRODUCTS compare to vyour LEADING
COMPETITORS'?

-—--- NUCK LOWER -—-=- SLIGHTLY LOWER -—--- SANE

—--- SLIGHTLY HIGHER —=—--— MUCH HIGHER
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IT1.9. PRODUCT QUALITY:

111.9.1. How do your company’'s PRODUCTS' QUALITY, on the whole,
compare to that of your LEADING COMPETITORS in the

following scale?

----- INFERIOR -====—=- SIHILAR -==~--- SUPERIOR

I11.10. DISTRIBUTION:

I11.10.1. Tell me how your company’s PRODUCTS are DISTRIBUTED
focusing on CHANNEL, TRANSPORT SYSTEX AND ENPLOYEES.

I11.11. GENERAL ASPECTS:

I11.13.1. Please COXNMENT on your company (or product) STRENGTH
AND WEAXNESSES in relation to your MAJOR COMPETITORS

4TH PART: COMPANY'S FINANCIAL PERFORMANCE

IV.1, Please complete the following table:

o ———— — D D — - D D - D D D D - D D — ———— - —— —— - - ——— - - - - ———————— —
- ——— —— - ———— — —— ———— —— ————— ——— - - — - — — —— - - ——— ——— - ——— —— = -
- — - - ——— - D — D - — D - - P - —————— - — - . ———————— ——— —— - — - ——

THANK YOU
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APPENDIX 2

SURVEY QUESTIONNAILIRE

QVOO1: CASE NUMBER QV003: INDUSTRY SECTOR
QV002: LOCAL POSTCODE QU004: BUSINESS ACTIVITY
QV005: HAJOR PRODUCTS
1ST PART

COMPETITIVE ENVIRONMENT CHARACTERISTICS

Dear Entrepreneur, please answer the following questions
bearing in mind your BUSINESS SECTOR characteristics.

1. In your business sector:

Are the majoritly of companies SMALL and XEDIUX
enterprises?

YES NO

Is there any LARGE enterprise?

YES NO

Are the prices USUALLY CONTROLLED by Government
Authorities?

YES ____ NO ____
Is the production technologdy considered to be VERY
HUCH important for competitive action?

YES XO

I1. Which of the followingd do you consider to be the 5
MOST INMPORTANT product characteristics for a company
to win competition in your business sector?

QU010 _ PRICE QU016 __ FAST DELIVERY

QUO11  __ QUALITY QU017 __ RAW MATERIAL NATURE
QU012  __ TECHNICAL ASSISTANCE QU018 __ MAKE & BRANDING
QU013  __ OTHER SERVICES QU019 __ WARRANTIES

QU014 __ TRADITION QU020 __ SHAPE OR DINENSIONS
@VO1S  __ FASHION, STYLE, QV021 PRODUCT TECHNICAL

COLOUR, ETC TT SPECIFICATIONS
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111, Which of the following factors would you consider to
be able to prevent! either the entrance of a new
competitor into your business sector or the drowth
of companies already in business?

QU022 __ LARGE FIRMS ADVANTAGES, IF ANY.

QU023 __ THE NEEDED AMOUNT OF CAPITAL TO START A BUSINESS
Vo024 __ DIFFICULTY IN OBTAINING RAW MATERIAL

QU023 __ DIFFICULTY IN HIRING SKILLED LABOUR FORCE

QU026 __ THE DEGREE OF DIFFICULTY IN MANUFACTURING THE PRODUCT
QU027 __ THE AMOUNT AND NATURE OF GOVERNMENT REQUIREMENTS
QU028 __ NOXE OF THESE

QVo029 NOTHING CAN PREVENT THE ENTRANCE OF OTHER CONPANIES

IV. How likely are your MAJOR SUPPLIERS to take any action
that would lead to problems for your OWN company? E.4.
delay delivery, refuse to sell, charge hidher prices,
demand you to purchase more than you would, etc).

QVo30 __ NOT AT ALL ___ SLIGHTLY ___ MODERATELY __ VERY NUCH

V. How likely are your XAJOR CLIENTS to influence the
decisions vyou make redarding YOUR product, price,
quality and delivery policies?

QVo31 NOT ALL ALL SLIGHTLY

MODERATELY VERY NUCH

Vl., Please answer the following:

V032 THE GREATEST PART OF YOUR COMPANY'S OUTPUT IS SOLD TO:

___THE FINAL COXSUMER ____DISTRIBUTORS OR MIDDLEXEN

___RETAILERS NANUFACTURES

Vo33 NO. OF ENMPLOYEES AND OWNER-MANAGERS:
] QIPlOYQQS AND ..-....--.O'ner-ﬂanaﬁers
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2ND PART

COHPANY'S CURRENT COMPETITIVE STRATEGY

Dear Entrepreneur please answer the following questions
bearing in mind the type of market your company
serves WITHIN your business sector.

VIil. Which TYPE OF MARXET does your company serve?
(1f you are producer of 1industrial inputs, consider
the Market of the product yours help to manufacture.)

QU035 ____ LOW-INCOME ___ MIDDLE-CLASS _ H1GH-1NCOHE

POPULAR AVERAGE SOPHISTICATED

VIIlI. Please, coaplete the statements below using the
following scale:

1 = INFERIOR OR SMALLER 2 = SIKILAR
3 = SUPERIOR OR GREATER

QU036 IN CONPARISON WITH YOUR XAJOR COMPETITORS, THE NUMBER
OF DIFFERENT PRODUCTS YOUR COMPANY MANUFACTURERS 1IS:
(Write in the number of your choice)

QU037 IN COMPARISOX WITH YOUR MAJOR COMPETITORS, THE QUALITY
OF THE PRODUCTS MANUFACTURED BY VYOUR CONPANY OX
AVERAGE 1IS:

QU038 IN COMPARISON WITH YOUR MAJOR COMPETITORS, THE AVERAGE
SELLING PRICE OF YOUR CONPAXNY'S HAJOR PRODUCTS IS:

IX., Within your market, how IMPORTANT or RELEVANT are the

the items below for the success of your company’s

businesses and/or selling effort? Please answer this
question according to the scale below:

1 = NOT AT ALL 2 = SLIGHTLY 3 = MODERATELY 4 = VERY
QV039 __ _SERVICES TO CLIENTS QU042  ___PRODUCT PACKAGING
QU040 ___PRICE REDUCTIONS QU043 ___ADVERT & PROMOTION

QV041 ___PRODUCT CUSTOMIZATION QU044 ___PRODUCT INNOVATION
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X. What percentade of your company’s SALES are made to the
following markets?

QU045 ____ LOCAL MARKET QU048 ___ REST OF THE COUNTRY
QU046 ____ REST OF THE STATE QV049 ___ EXPORT MARKET
QU047 ____ REST OF THE REGION

3RD PART

COMPANY'S FINANCIAL PERFORMANCE

I. Please complete the following table:

1983 1984 1985
total sales  Qvoso Quosy Quosz
profit Quosa evosa QUoS5
total asset  Qvoss Quos? Quoss

THANK YOU.
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APPENDIX 3

INTERVIEWS VARIABLES:
THEIR NAMES AND OPERATIONALISATION

1.General Variables

V001 Case Identifier

V002 Company Location 1
V200 Company Location 11

V003 Industry sector
V004 Business activity
V0o0S Type of product I

V201 Type of product 11

V201b Type of product I11

V048 Company ade 1

V202 Company agde 1I1

V049 Employment level |

V203 Employment level 11

V030 Total number of
owners

V204 Total number of
owners 1[I

V052 Major owner-manader
education level

V037 Owner-managder
training

V064 Hired manaders

V063 Hired-manader
education level

Local postcodes of companies
Derived by 4drouping V002
according to city size into

1 "major centre', 2 '"secondary
centre’, 3 "rural town, 4
"smaller rural town', See note 1
at the end of the appendix.

FIBGE classification (2 digits).
FIBGE classification (4 digits).
Classificatlion ot company’s major
products according to usagdge into
1 capital doods', 2 "industrial
inputs to produce capital doods',
3 "industrial inputs to produce
consumer doods’, 4 durable
consumer doods', 35 “Non-durable
consumer goods',

Derived by drouping V00S into

1 ""non-consumer doods',

2 "consumer goods',
Derived by regdgrouping VOOS into

1 ""capital doods', 2 industrial
inputs’, 3'consumer doods’.
Number of years since foundation
of company.

Derived by drouping V048 as 1 "up
to 10 years’, 2 "10 to 30 years',
3 30 and over'.

Number of emplovees as informed
by interviewee.

Derived by drouping V049 as 1 '""up
to 49, 2 30 to 99”7, 3 '"100 and
over'.

Total number of owners as
informed by interviewee.

Derived by drouping V050 as:

1 ” up to 3", 2 "4 to 6",

3 7?7 and over’.

The level of education as
informed by interviewee.

Whether the major owner-manader
has attended any training course
or Prodramme on business
manadement, as informed by
interviewee.

Number of hired-managders, if any,
as informed by interviewee,

The level of education of the
major hired-manader.
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vogq

Hired~manader
training

Company nature
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Whether the major hired-manader
has attended any trainind course
or Prodramme on business
management, as informed by
interviewee,.

Whether the company is a family
business or not.

2. Competitive Environment Variables

Rivalry

Voo6

Voov

voos8

Voo9

Vo110

V208

V209

Vol1

Vo12

Vo1l3

Voia

V0135

V211

Vo1lé

Vo17

Size of major
competitors I

Size of major
competitors I1
Nature of

competitors 1|

Xature of
competitors 11

Price leader

Government price-
control

Larde-firm price
control

Importance of
production technology

Price competition

Quality competition

Technical assistance

Service competition

Type of service

Company’s tradition
and image

Fashion competition

Whether the majority of
competitors are small firms, as
informed by respondents,
Whether the responding company
compete with larde firms,
Whether any of the competitors
are dJovernment-owned companies,
as informed by the interviewee,
Whether any of the competitors
are multinational companies, as
informed by the interviewee.
Whether in the small firm market,
prices are 1 ""controlled by
government’, 2 "influenced by
large firms', 3 ""neither”,.
Derived by drouping V010 into:
1 "nO"; 2 "YQS"-

Derived as above.

Whether production technolody is
a very important feature in the
business sector, as informed by
interviewee.

Whether competition in the market
is based on price, accordind to
interviewee. 1 "No', 2 ""Yes'.
Whether competition in the market
is based on quality according to
interviewee. 1 "No', 2 "Yes'.
Whether technical assistance is a
basis of competition according to
interviewee, 1 no’”, 2 "yves'.
Whether service is a basis of
competition according to
interviewee, 1 no’, 2 '"yvyes'.

1 ""no service’”, 2 "common
services’”, 3 "technical,
services, 4 "both types”.
Whether company’'s tradition or
imade is a basis of competition
according to interviewee, 1 '"'no",
2 “YES".

Whether competition is based on
fashion aspects of the product
including style, colour, etc,
according to interviewee, 1 ''no",
2 "yes'".

special
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V018 Delivery Whether delivery is a basis of
competition, according to
to interviewee, 1 "no', 2 "yes',

V019 Raw material nature Whether the nature of raw
materials is a basis of
competition, according to
interviewee, 1 'no'", 2 ’’ves'.

V020 Branding or make Whether branding or product make
is a basis of competition,
according to interviewee, 1 ’'no’,
2 "YES".

V021 Warranties competition Whether warranties are bases of
competition, according to
interviewee, 1 no", 2 ''yes'.

V022 Product shape and Whether product shape/dimension

dimensions is a basis of competition,
according to interviewee, 1 ’"no',
2 ”" Y.S”-
V023 Product technical Whether product technical
specifications specification is a basis of
competition, according to
interviewee, 1 "no', 2 '"yves’.

Perceived Entry and Growth Barriers

V024 Large firms advantagdes Whether larde firms advantages,
if any, are perceived as barrier

to entry or to company drowth,
according to interviewee, 1 *no",
2 "YQS" R

V023 Initial capital Whether the needed amount of
initial capital to start
into business can be a barrier,
accordind to interviewee, 1 "no",
2 "YQS".

V026 Location of premisses Whether difficulty, if any, in
finding proper/stratedic location
for the Premisses can be a
barrier, according to
interviewee, 1 “no", 2 ''ves'.

V027 Skilled labour Whether difficulty in obtaining
skilled labour be a barrier to
entry or to company drowth,
accordingdg to interviewee, 1 "no”

2 "YESH.
V028 Acquisition of raw Whether difficulty in obtaining
material raw material can be a barrier to

entry or to company 4drowth,
according to interviewee, 1 "no",
2 l'yesll.

V029 Product manufacturing Whether the dedree of difficult
manufacturing the product can be
a barrier to entry or to company
dgrowth, according to interviewee,
1 Dlnoll, 2 "YES".

V030 Clients loyalty Whether clients loyvalty to
established competitors can be a
barrier to entry or impair firm
development, 1 '"no'", 2 ‘'yes'.
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V031 Government redulations Whether the amount! and nature of
dovernment regulations can be a
barrier to entry or to company
drowtlh, according to interviewee,
1 llnoll, 2 “YES"-

V212 None of these Whether none of these barriers
apply, according to interviewee,
1 ”some/all apply”

2 ""'none apply".

V213 No perceived barrier Whether the interviewee perceives

no barriers, 1 "no', 2 '"yves',

Perceived Bargdaining Power of Suppliers

V032 Type of major suppliers Whether major suppliers are large
or SME, national or multinational
companies, as informed by
interviewee.

V216 Hajor suppliers size Derived by drouping V032 into,

1 ""SME’’, 2 "Larde firms',

V216B Hajor suppliers nature Derived by redrouping V032 into
1 "national companies",

2 "multinational companies'’,.

V033 Hajor suppliers Whether they are manufacturers,
activities 1 distributors, retailers, etc, zas
informed by interviewee.
V217 Major suppliers Derived by grouping V033 into
activities 11 1 "only manufacturer’

2 "manufacturers and/or others”,
V034 Percentagde of purchase Percentade of total purchasing
from major supplier 1 expenditure as informed by
interviewee.
V218A Percentagde of purchase Derived by grouping V034 into
from major supplier Il 1 "less than 50X, 2 "S0X or
Aore’’,
V218B Percentade of purchase Derived by drouping V034 into
from major supplier IIlI 1 10X or less’”™, 2 '"more than

10x",
V218C Percentade of purchase Derived by drouping V034 into
from major supplier IV 1 20X or less', 2 "more than
20X%X".
V037 Finding alternative Whether it is difficult or not to
suppliers to find alternative suppliers, as
informed by interviewee.
V038 Consequences from Whether changding suppliers would
changding suppliers lead the small firm to face any

problem or the need to adjust
product/production. 1 'no’, 2

”YQS"-
V039 Measure of bargaining The probability of the major
power of major supplier's action resulting in
supplier I problems for the small firm, as

informed by the respondents along
the following scale: 1 "not at
all”, 2 "slightly",
3 "moderately', 4 "very much’.
V219 Measure of bardaining Derived by recoding QV030 into:
power of major 1 "none or little"”, 2 "moderate
supplier 11 or high".
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Perceived Bardainingd Power of Clients

V040 Type of major clients I

V220 Size of major
clients

V041 Type of clients 1

V214 Type of major
clients 11

V042 Percentage of sales
to major client 1

V222A Proportion of sales
to major client 11

V222B Proportion of sales
to major client 111

V222C Proportion of sales
to major client 1V

V043 Finding alternative

clients

V046 Consequence fron
chanding clients

V223 Product change
probability

V047 Heasure of bardaining
power of major
client 1|

V224 Yeasure of bardaining
power of major
client 11

Whether the dreatest amocunt of
the small firm’s output is sold
to final customers, SMEs, large
coapanies or combinations,
according to interviewee.

Derived from V040 as:

1 ”mainly SHEs', 2 "mainly large
firms"”

Whether the dgreatest amount of
the small firm’'s output is sold
to final customers, retailers,
distributors, etc., according to
interviewee,

Derived from V041 as:

1 "retailers'", 2"”distributors’”,
3"”manufacturers’, 4 **distributors
and retailers’”, 3 "distributors &
manufacturers’,.

Percentade of total sales made to
bigdest client, as informed by
interviewvee.

Derived by 4drouping V042 into:

1 ”less than 50X, 230X or more"
Derived by redrouping V042 into:
110X or less’, 2 ""More than 10X"
Derived by regrouping V042 into:
120X or less*, 2 ""More than 20X"
Whether it is difficult or not to
to find alternative clients, as
informed by interviewee.

The probability to underdo
Product or process chandes to
neet new clients orders, as
informed by interviewee along the
scale: 1 "none*”, 2 "slight",

3 ”moderate’, 4 "high'.

Derived by dgrouping V046 into:

1 none or small",

2 "moderate or high'.

The probability of the major
client’s action will influence
the small firm decisions on
product, price, quality and
delivery policies, as informed by
the respondents alongd the scale:
1 "not at all”, 2 "slightly”,

3 ""moderately’, 4 "very much”.
Derived by recoding V047 into:

1 "none or little'”, 2 "moderate
or high”.

3. Competitive Stratedy Variables

Scope
V083 Type of market

The type of market attend by the
small firm viz, 1 "low-income or
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popular’, 2 "averade or
middle-class', 3 "sophisticated
or high-income', as informed by
interviewee.

V100 Local sales 1 Percentade of total sales made to
local market, as informed by
interviewee.

V238 Local sales 11 Derived by drouping V100 into:
1 up to 10X, 2 10 to 49%",

3 ""S0X or more'.

LOCAL Local sales 111 Derived by redrouping V100 into
1 "up to 9%'", 2 "9 to 30X',

3 30 to 50X, 4 "50 to 80X',
5 80X and over'.

V101 Sales to rest of the Percentade of total sales made to
State 1 the state market, excluding local
area, as informed by interviewee.
RESTSTAT Sales to rest of Derived by redrouping V101l into:
State 11 1 "up to 9%, 2 "9 to 30X',

3 "30 to 50%', 4 "S50 to 80X,
S '""80X and over’”.
V102 Sales to rest of the Percentade of total sales made to
Region 1 the redional market, excluding
own State marketl, as inforaed by
interviewee.
RESTREGI Sales to rest of Derived by redrouping V102 into:
the Redion 11 1 up to 9%, 2 "9 to 30X%X',
3 30 to 50X'", 4 30 to 80X",
S 80X and over"” .,
U103 Sales to rest of the Percentade of total sales made to
Country 1 the national market, excluding
own redgion, as inforamaed by
interviewee,
RESTCOUN Sales to rest of Derived by redrouping V103 into:
the Country 11 1 ”ap to 9X', 2 "9 to 30X',
3 "30 to 50X, 4 30 to 80X',
S 80X and over'.

V104 Export! sales | Percentagde of total sales made to
export markets, as informed by
interviewee.

EXPORT Export sales 11 Derived by redrouping V104 into:
1 up to 9X'', 2 "9 to 30X",

3 30 to S50X'', 4 "50 to 8OX",
S 80X and over'.
V244 Market! concentration Computed as ((((V100%¥2 + V101x%2
index + Vi02%2 + V103%2) X 4) -
10000) 7 (100 X (4 - 1))). This
formula is explained in detail in
note 2, at end of the appendix.

V245 Relative concentration Splitting the sample into two
classes of concentration: 1
"helow averagde', 2 'on or above

averagde',
V246 Grouped concentration Derived by drouping V244 into:
index I 1 “up to 25', 2 25 to 30X,

3 50 to 75, 4 73 to highest'.
V247 Grouped concentration Derived by drouping V244 into:
index 11 1 "up to 12.5, 2 '"12.5 to 25X,
3 25 to 37.5", 4 '"37.35 to 50",
5 "%0 to 62.5, & '""62.5 to 75,



Product

V090 Relative product-line
width

V092 Relative product-line
depth

V094 General degdree of

V093 Raw material consistency

V096 Labour force consistency

V097 Production equipment
consistency

V098 Distribution systenm
consistency

V099 Production function
consistency

V10S Degdree of product
customization

V108 Identification I

V256 Branding

V109 Identification 11

V257 Services

V112 Identification 111

V254 Percelived packagding
functions
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7 "73 to 87.5", 8 "87.5 to 100",

Whether the small firms?®
product-line width (averade
number of product-lines) is

1 "narrower’”, 2 "similar’,

3 "broader’, relatively to major
competitors, according to
interviewee,

Whether the small firms?®
Product-line depth (averagde
number of products per line) is

1 "narrower’”, 2 similar’,

3 "broader', relatively to major
competitors, according to
interviewee.

The arithmetic sum of the scores
of variables V095 to V099. Note
3, at the end of the appendix.
See not 3.

1 “the company scores -1, no',

2 ""the company scores +1, vyes”
See not 3.

1 "the company scores -1, ng'’,

2 "the company scores +1, vyes”
See not 3.

1 ”the company scores -1, no’,

2 "the company scores +1, vyes"
See not 3.

1 ""the company scores -1, no",

2 "the coapany scores +1, yes”
See not 3.

1 ”the company scores -1, no”,

2 "the company scores +1, vyes®
Percentade of sales of product
made to customer’s orders, as
informed by interviewee,.

The kind of identification, if
any, sought by the company, with
redards to branding, services,
packagding

Derived from V108 as: O "none",

1 "gdeneral brandname’, 2 "various
brandnames’

the types of services Provided by
the company to its customers,
Whether they are common to
all/most competitors or special,
specialised and distinct.

Derived from V109: 1 '"none*,

2 "only coamon’, 3 ''special,
distinct”, 4 "both’”.

Whether packading is prperceived as
part of identification stratedy
and the functions perceived,
Derived from V112: 0 "none",

1 "protection, container,
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hydgiene’, 2 "protection plus
transport’, 3 '"selling aid",
4 "all these functions’

V113 Type of packagdging Description of the type of
packagding as informed by
interviewee.

V258 Packading The type of packagding, derive
from Vi13: 1 "none’, 2 "simple',
3 "common to all competitors'’,

4 '*distinct’”.

V116 Product introduction I Nuaber of new products introduced
durindg a S-year period before
interview, as informed by
interviewee.

V240 Product introduction Il Derived from V116: O "none',

1 "tew'”, 2 "aboutl one a year',
3 "many over the 5 years'.

V117 Product modification 1 Number of times old productls were
modified over the S-year period.

V241 Product modification Il Derived from V117: O “never’,

1 "rarely’, 2 "'once a yvear',
3 "often”.

Price

V118 Relative price 1 Product selling price relative to
major competitors:
1 "very much lower",
2 a little lower”, 3 "similar',
4 a little higher”,
S "very much higher',
V242 Relative price 11 Derived by drouping V118 as:
1 "lower’, 2 "similar”,
3 "higher".,

V119 Importance of price The importance of tactics such as
tactics to selling price discounts, special prices,
effort 1 credit, etc, to selling effort,

as perceived by interviewee.

V243 Importance of price Derived from V119: 1 "none’,

2 "little”, 3 "moderate'”, 4
4 "'much’.

Advertisindg and Promotion Effort

Vil0 Type of advertising The types of advertisind done by
the coapany as informed by
interviewee.

V248 Advertising Whether the company does any type
of advertisingdg at all:

1 "none, 2 “'some'.

Vi1l Type of promotion The types of promotion done by
the company as informed by
interviewee.

V249 Promotion Whether the company does any type
of promotion at all:

1 ""none’”, 2 "some’.
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4, Performance variables

V124 1983 total sales Total sales made in 1983 as
shown in coapany’s balance
sheetl or informed by interviewee.

V125 1984 total sales Total sales made in 1984 as
cshown in company’s balance
csheet or informed by interviewee.

V126 19835 total sales Total sales made in 19835 as
shown in company’s balance
sheet or informed by interviewee.

V127 1983 net profit Total net profit made in 1983 as
shown in company’s balance
sheet or informed by interviewee.

Vi28 1984 net profit Total net profit made in 1984 as
shown in company’s balance
sheet or informed by interviewee.

Vi29 1985 net profit Total net profit made in 1985 as
shown in company’s balance
sheet or informed by interviewee,

V130 1983 total assels Total assets value as at the end
of 1983, as shown in company'’'s
balance sheetl or informed by
interviewee.

V131 1984 total assels Total assets value as at the end
of 1984, as shown in company’'s
balance sheet or informed by
interviewee,

V132 1983 total assetls Total assets value as at the end
of 1985, as shown in company’'s
balance sheet! or informed by
interviewee.

V225A 83/84 Sales growth Computed as :

((V125-V124) / V124) X 100
V225B 84/85 Sales drowth Computed as:

((V126-V125) / V125) X 100
v225C 83/83 Sales drowth Computed as:

(((SQRT(V126/V124)) - 1) X 100
V231 3 year averade sales Computed as the mean of the

drowth V223A, V225B and V225C, after

standardising their values by
the procedure of Z-scores as
contained in SPSSX. One of the
reasons for doing so was the
attempt to bring to one only
scale values affected by
different rates of inflation
along the years. Computed as:
Mean.1 (2V225A to 2V225C).
V226A 1983 return on sales Computed as 100 X (V127/Vi24)

V226B 1984 return on sales Computed as 100 X (V128/V123)
V226C 1985 return on sales Computed as 100 X (V129/V126)
V227 3 year averagde ROS Computed as the mean of the
above three variables,

V228A 83/84 investment Computed as:

dgrowth ((V131 - V130)/V130) X 100
V228B 84/85 investment Computed as:

drowth ((V132 - V131)/V131) X 100
v228C 83/85 investment Computed as:

drowth ((SQRT (V132/V130))-1) X 100
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V232 3 year averade Computed as the mean of the
investment above three variables after
dgrowth standardising their values by

the SPSSX Z-score procedure,
Computed as:
Hean.l (2V228A to V228C)

V229A 1983 ROl Computed as:
100 X (V127/V130)
V229B 1984 ROI Computed as:
100 X (Vv128/V1i31)
Uy229C 1985 ROIl Computed as:
100 X (V129/V132)
V230 3 year averadge ROI Computed as the mean of the
above three variables.
V235 Averade overall Computed as the mean of V227,
performance V230, V231, and V232, after

standardising the values of
V227 and V230 by the SPSSX
2-score procedure.

V236 Relative overall Splitting the sample intc two

performance performance classes; the

successful companies, those
located within the top
33 percent of the frequency
distribution of V233, and
less—-successful companies, the
remaining.

Note 1:
V200 Company location II:

Major centre: the major urban centre of Zona da Mata (Juiz de
Fora) and nearby towns.

Secondary centre: all cities/towns with more than 100,00 people
in their urban areas, and villades small towns within a 195
kilometres radius.

Rural towns: small towns of between 15,000 to 100,000
reople in their urban areas.

Smaller rural towns: towns with less than 15,000 people in
their urban areas.

Note 2:

V244 Concentration index

The concentration indices were calculated through the
following formulae:

2 2 2
(N+H+ ... +H)n-10,000
. 1 2 n

100 {n - 1)
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Where:

a) I = Index of concentration d) ﬁl + "2 +...tH =100
n
b) I varies from 0 to 100
c) N‘, Hz, ..ar B = Proportion of total sales which  e) n = Kumber of markets vhich are

n goes to markets 1, 2, ... , 0, catered for by the small fires
respectively in the sanple,

Thus,
£) 1 =0, that is total sarket diversification or 9) I = 100, that is, total market

lack of concentration, when cgg:entratlon or no diversification,

100 v
N =H=,..=H= — N =100 and any other K = 0
| 2 n n i

Note 3:

V094 Degdree of consistency:

A company deneral degree of product consistency was
calculated as follows:

a) Raw material consistency: When the raw materials used to
manufacture the company’s products are the same of very
similar, the company scores +1. If not, the score will be -1.

b) Labour force consistency: When the coapany’'s products
require the same or similar kind of labour force with regards
to skill and training, the company scores +1, if not, -1,

¢) Production equipment consistency: When all <the company’s
products are processed throudh the same equipaent, the company
scores +1, if not, -1.

d) Channel of distribution consistency: When all the company'’s
products are distributed throudh the same marketing channel,
the company scores +1, if not, -1.

e) Final usade consistency: When all the company’s products
Pperform the same or closely related functions, the company
scores +1, if not, -1.

All the S individual scores are, then, added up to obtain the
company's d9eneral dedree of consistency amongd products.,
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APPENDIX 4

SURVEY VARIABLES:
THEIR NAMES AND OPERATIONALISATION

List of Oridinal and Created Variables,

Their Origdins,

1. General Variables

QVoo1l
QVoo02
QVO062

QUoo3
QUoo4
QVo03

QU063

QVos4

QVo33
QVo34

Qvo94

Case ldentifier
Company’'s location I

Company’'s location 11

Industry sector
Business activity
Type of product 1

Type of product 11

Type of product 111

Employment level I
EmrPloyment level 11

Grouped employment
Level

Operationalisation,

Labels and Values.

001 to 125.

Local postcodes of companies.
Derived by drouping QU002
according to city size into

1 "major centre’, 2 secondary
centlre’, 3 "rural town, 4
"smaller rural town’ (Note 1).
FIBGE classification (2 digits).
FIBGE classification (4 diditls).
Classification of company’s major
Products according to usade into
1 "capital doods’”, 2 "industrial
doods to produce capital doods’,
3 "industrial doods to produce
consumer doods’', 4 '"durable
consumer doods', 35 "Non-durable
consumer doods',.

Derived by drouping QUVOOS into 1
"capital doods', 2 "Industrial
inputs’”, 3 "Durable consumer
doods, 4 "non-durable consumer
doods'.

Derived by redgrouping QVOOS5S into
1 "capital doods', 2 "industrial
inputs’’, 3'"consumer doods",
Number of employees as informed
by respondents.

Number of employees as informed
by Data Source.

Derived by drouping QV033 into

1 up to and including 19, 2 *
20 to 49', 3 50 to 99", 4 "100
and over'.

2. Competitive Environment Variables.

Rivalry

QU006

QU007

QVo7e

Size of major
competitors 1

Size of major
competitors 11
Industry sector 11

Whether the majority of
competitors are small firms, as
informed by respondents,

Whether the responding company
conpete with larde firms,

Derived by drouping QUOO3 into 1
"SHE sector’, 2 "larde firm
sector’, based on the literature.
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QUO77 Industry sector Il Derived by redroupind QU003 into
1 "only small firms sector', 2
"medium and largde firm sector”,
based on the literature.

QV008 Government authorities Whether prices are controlled by

price—-control any dovernment! authority, as
informed by respondent.
QU009 Importance of Whether production technolody is

production technology a very important feature in the
business sector, as informed by
respondents.

QV010 Price competition Whether compelition in the market
is based on price, according to
informant. 1 ’No’*, 2 "Yes'.

QU011 Quality competition Whether competition in the market
is based on quality according to
informant. 1 'No'", 2 "Yes'.

QU012 Technical assistance Whether technical assistance is a
basis of competition according to
informant, 1 "no", 2 "yes'.

QV013 Service competition Whether service is a basis of
competition according to
informant, 1 "no"”, 2 "yes®,

QU014 Company’'s tradition Whether company’s tradition or
and image imagde is a basis of competition
accordingd to informant, 1 no", 2
llyesll .
QV01S Fashion competition Whether competition is based on

fashion aspects of the product
including style, colour, ete,
according to informant, 1 ’no*, 2
"YQS" .

QU016 Delivery Whether delivery is a basis of
competition, according to
to informaant, 1 "no", 2 "yves'.

QU017 Raw material nature Whether the nature of raw
materials is a basis of
competition, according to
informant, 1 no*, 2 yes'.

QU018 Branding or make Whether branding or product make
is a basis of competition,
according to informant, 1 "no’, 2
"YES" .

QU019 Warranties competition Whether warranties are bases of
competition, according to
informant, 1 "no’, 2 "yes'.

V020 Product shape and Whether product shape/dimension
dimensions is a basis of competition,
according to informant, 1 "”no'", 2
llyesll .
QV021 Product technical Whether product technical
specifications specification is a basis of

copnpetition, according to
informant, 1 'no', 2 "yes'.

Perceived Entry and Growth Barriers

QU022 Larde firms advantades Whether larde firms advantadges,
if any, are perceived as barrier
to entry or to company drowth,
according to respondents, 1 '"no’,



QVo23

QVo24

Qvo25

QVo26

QVo27

QvVo28

QVo29

Perceived Bargaining Power of

Initial capital

Acquisition of raw

material

Skilled labour

Product manufacturing

Government! regulations

Mone of these

No perceived barrier
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2 l'yesli.

Whether the needed amount of
initial capital to start

into business can be a barrier,
according to respondents, 1 'no”,
2 Ilyesll.

Whether difficulty in obtaining
raw material can be a barrier to
entry or to company drowtlh,
according to respondents, 1 "no",
2 "YES".

Whether difficulty in obtaining
skilled labour be a barrier to
entry or to company drowth,
according to respondents, 1 ‘no',
2 "ves".

Whether the dedree of difficult
manufacturing the product can be
a barrier to entry or to company
growth, according to respondents,
1 "no", 2 "YES".

Whether the amount and nature of
government redulations can be a
barrier to entlry or to company
drowth, according to respondents,
1 llnoll’ 2 llYesl.-

Whether none of thege barriers
aprply, according to respondents,
1 "some/all apply” 2 *none
aprly”.

Whether the respondents perceive
no barriers at all, 1 "no", 2
"yes',

Suppliers

QU030 Measure of bardaining

power of major
supplier 1}

QU074 Measure of bardaining

Perceived Bargaining Power of

power of major
supplier 11

The probabilitly of the major
supplier’s action resgulting in
problems for the spall firm, as
informed by the respondents along
the following scale; 1 ”not at
all*”, 2 "slightly”, 3
"moderately’”; 4 "very much'’”.
Derived by recoding QU030 into 1
none or little', 2 wgoderate or
high'.

Clients

QU031 Measure of bargdaining

power of major
client 1

QUO7S Measure of bardaining

The probability o the major
client’'s action wi]l] influence
the small firm decjgjons on
product, price, Qualjty and
delivery policies, ;¢ informed by
the respondents algpg the scale:
1 "not at all”, 2 ng)ightly”, 3
“moderately”, 4 "vepry much"”.
Derived by recoding guo31 into 1
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Power of major "none or little’”, 2 ""moderate or
client I1 high'.
V032 Type of clients 1 Whether the greatest amount of

the small firm’s output is sold
to final customers, retailers,
distributors, etc., according to
respondents.
V066 Type of major Derived from QU032 as:
clients 11 1 "consumers', 2 "retailers’,
3 *distributors”,
4 "manufacturers’,
5 "distributors and retailers',
6 "distributors & manufacturers'’,
7 "other combinations'.
QVO66b Type of major Derived from QV0&6 as
clients I11 1 "consumers', 2”intermediaries’,
3 '"'manufacturers’”; 4 "other
combinations’.

3. Competitive Strateqy Variables

Scope

QU035 Type of market 1| The type of market attend by the
small firm viz, 1 "low-income or
popular’’, 2 '"averagde or
middle-class”, 3 "sophisticated
or high-income’”, as informed by
respondents.

QU045 Local sales | Percentage of total sales made to
local market, as informed by
respondents.

V068 Local sales 11 Derived by d9rouping QU045 into 1
ap to 10X', 2 10 to 20X', 3 20
to 40X'", 4 40 to 60X, S "0 to
80X', & ""80X and over",

QV092 Local sales 111 Derived by redrouping QV04S into
1 "up to 10X, 2 ""10 to S0X",

3 50X and over',

LOCAL Local sales 1V Derived by redrouping QU045 into
1 "up to 10X', 2 10 to 30X,

3 "30 to 50X, 4 "350 to 8BOX'",
3 80X and over’.

QU046 Sales to rest of the Percentage of total sales made to
State 1| the state market, excluding local
area, as informed by respondents.
QU070 Sales to rest of the Derived by drouping QV046 into
State 11 1 "up to 10X, 2 '"10 to 20X",

3 20 to 40X, 4 "40 to 6OX",
5 60 to 80X, & 80X and over'.
RESTSTAT Sales to rest of Derived by redrouping QU046 into
State 111 1 "up to 10X'", 2 '"10 to 30X',
3 "30 to 50X, 4 30 to 8OX',
5 80X and over'.
QV047 Sales to rest of the Percentage of total sales made to
Region 1 the redional market, excluding
own State market, as informed by
respondents.



QU072 Sales to rest of the
Redion I1

RESTREGI Sales to rest of
the Region [11

QV048 Sales to rest of the
Country 1

Sales to rest of
the Country 11

RESTCOUNX

QU049 Export sales 1

EXPORT Export sales 1]

QV093 Market concentration
index

V097 Grouped concentration
index 1

V098 Grouped concentration
index 11

Product

QU036 Relative product-line
width

QV037 Relative product
quality

RV039 Importance of services

to firm selling effort

V041 Importance of product
customization to
company's

selling effort
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Derived by drouping QU047 into

1 "up to 10X", 2 10 to 20%’’,

3 20 to 40X, 4 M40 to 60X",

S 60 to 80X, & "80X and over'".
Derived by redgrouping QV047 into
1 up to 10X, 2 '"10 to 30X",

3 30 to S50X'", 4 50 to BOXY,

S ""80X and over'” .

Percentade of total sales made to
the national market, excluding
own redion, as informed by
respondents.

Derived by redrouping QU048 into
1 up to 10X, 2 10 to 30X",

3 "30 to 50X, 4 "50 to 80X",

S "80X and over’,

Percentade of total sales made to
export marketls, as informed by
respondents.

Derived by regrouping QU049 into
1 "up to 10X, 2 '"10 to 30X,

3 30 to 30X', 4 V30 to 80X,

S5 80X and over’,

Computed as ((((QUO4SX2 + QUO46L%2
+ QVU0O48%2 + QU0O49%2) X 35) -
10000) 7 (100 X (5 - 1))). This
formula is explained in detail at
the end of appendix 3.
Derived by d9rouping QU093 into:
1 "up to 25*, 2 "23 to 50X",

3 "50 to 73", 4 75 to highest',
Derived by drouping QU093 into:
1 "up to 20", 2 20 to 40X",

3 40 to 60, 4 60 to 80,

S 80 to highest'.

Whether the small firms’
product-line width (average
number of product-lines) is

1 "narrower’, 2 "similar’,

3 "broader’, relatively to major
competitors, according to
respondents,
The relative
rated by the
1 "inferior",
""superior'’.
Whether service to clients is
perceived as 1 "not important”,
2 "slightly important”,

3 ""moderately important’,

4 "very important”, to selling
effort, as informed by
respondents.

Whether product! customization is
perceived as 1 "not important®,
2 ""slightly important’,

3 ""moderately important’,

product quality
respondents as
2 "similar'", 3



QU042

QVoa4

Price

QVo3s

QU040
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4 '"very important’, to selling
effort, as informed by
respondents,

Importance of packading Whether packaging is perceived
to company as 1 ”not important’,
selling effort 2 "slightly important’,
3 "moderately important’”,
4 "very important'”, to selling
effort, as informed by
respondents.
Importance of product Whether product innovation is
innovation to perceived as 1 "not important’’,

company selling effort 2 "slightly important”,
3 "moderately important',
4 "very important’, to selling
effort, as informed by
respondents,

Relative price The relative product price rated
by the respondents as
1 "inferior', 2 "similar’,
3 "superior’.
Importance of price Whether price tactics and policy
tactics and policy are perceived as
to company 1 "not important”, 2 “slightly
selling effort important’, 3 moderately

important’, 4 '"very important”,
to selling effort, as
informed by respondents,

Advertising

QU043

Importance of Whether advertising is perceived
advertising as 1 "not important’,

to company's 2 "slightly important’”,

selling effort 3 ""moderately important’,

4 "very important’”, to selling
effort, as informed by the
respondents.

4, Performance variables

QVoS0
QVo51
QU032

QVosS3
EVO054
QVO035S

QU036
QVO57
QVos8

1983 total sales Total sales made in 1983, 1984
1984 total sales and 1985, respectively, as

1985 total sales informed by respondents

1983 net profit Total net profit made in 1983,
1984 net profit 1984 and 1985, respectively, as
1985 net profit informed by respondents.

1983 total assets Total assets value as at the end
1984 total assetls of 1983, 1984 and 1985,

1983 total assetls respectively, as informed by

respondents.



QV100A 83/84 Sales drowth
QV100B 84/85 Sales drowth
QUV100C B83/83 Sales drowth

QU106 3 year averade sales
drowth

QU101A 1983 return on sales
BV101B 1984 return on sales
QUV101C 1985 return on sales
QU102 3 year average ROS

QV103A 83/84 investament
drowth
QV103B 84/85 investment
growlh
YV103C 83/83 investment
drowth
AV108 3 year averagde
investiaent
growth

QV104A 1983 RO!
QV104B 1984 ROI
QV104C 19835 ROI
QU103 3 year averagde ROI

QV110 Averagde overall
performance

V111 Relative overall
Performance
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Computed as :
((QVO051-QU0S0) / QUO0S0) X 100
Computed as:
((QUO52-QVU051) / QVUOS1) X 100
Computed as:
(((SERT(QVOS52/QV050)) - 1) X 100
Computed as the mean of the
RV100A, QV100B and QV100C, after
standardising their values by
the procedure of Z-scores as
contained in SPSSX. One of the
reasons for doingd so was the
atteapt to bring to one only
scale values affected by
different rates of inflation
alond the years. Computed as:
Hean.1l (2QV100a to 2QV100C).
Computed as 100 X (QVOS3/QV050)
Computed as 100 X (QUOS4/QV051)
Computed as 100 X (QVOS5/QV052)
Comnputed as the mean of the
above three variables as:
Hean. 1 (QV101A to QV10O1B)
Computed as:
((QVOS7 - QU0O36)/QVU036) X 100
Computed as:
((QUO38 - QUO37)/QVOS7) X 100
Computed as:
(({SQRT (QVOSB8/QV036))-1) X 100
Computed as the mean of the
above three variables after
standardising their values by
the SPSSX Z-score procedure.
Computed as:
Hean.l (ZQV103A to QV103C)
Computed as 100 X (QVOS3/QV056)
Computed as 100 X (QV054/QV0S7)
Computed as 100 X (QUOSS/QV058)
Computed as the mean of the
above three variables:
Nean.l (QV104A to QVU104C)
Computed as the mean of QV106,
V102, QV108, and QV105, after
standardising the values of
V102 and QV103 by the SPSSX
2-score procedure:
Mean.2 (QV106, Z2QV102, QV108,
2QV1035).
Splitting the sample into two
performance classes; the
successful companies, those
located within the top
33 percent of the frequency
distribution of QV110, and
less—-successful companies, the
remaining.
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Note 1:
QU062 Company location I1:

Hajor centre: the major urban centre of Parana (Curitiba, the
capital) and towns within a 30 kilometres radius,

Secondary centre: all cities/towns with more than 100,00 people
in their wurban areas,; and villades small towns within a 135
kilometres radius.

Rural towns: small towns of between 15,000 to 100,000
people in their urban areas.

Smaller rural towns: towns with less than 15,000 people in
their urban areas.
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APPENDIX S

a) Letter forwardind the competitive environment questionnaire

to the interviewees.

Uigosa, 7 de Novembro de 1986

Prezado Sr. Enpresirio:

Ha aldumas semanas entrevistamos V.Sa. a fim de obter
subsidios para a pesquisa sobre pequenas e medias empresas que

ora realizamos. Agdradecemos sua colaboragSo que e’ de wvital

inportincia para o nosso trabalho.

Iniciamos agdora a segunda fase de nossa pesquisa, a saber,
a complementacao de dados sobre o ramo de negécios das empresas
Por nos entrevistadas. Assim, estamos mais uma vez solicitando
a valiosa colaboracao de V.Sa., qual seja, o preenchimento do
questionario em anexo, Disto depende a conclusaoc e o exito de
nosso trabalho. Asseduramo-lhes que as questoes sao todas muito
simples e faceis de serem respondidas, nao devendo tomar muito
de seu tempo. Assegduramos tambem, como da outra vez, sigdilo

total em relacao as informacoes prestadas por V.Sa.

Como o Prazo de que dispomos para a coleta de dados e
muito curto, dJostariamos de solicitar de V.Sa. o obsequio de
responder e nos remeter o questionario anexo o mais rapidamente

possivel., Para facilitar enviamos tambem um envelope selado e

enderecado para sua resposta.

Certos de podemos contar outra vez com a colaboracaoc de
V.Sa., antecipadamente adradecemos e aproveitamos a
oportunidade para enviar-lhe 0os nossos mais sinceros votos de

sucesso e saude.

Atenciosamente

Telma R C G Rarbosa
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b) Letter accompanying the survey questionnaire

Vicosa, 7 de Novembro de 1986

Caro Sr. Empresario:

Sou bolsista da CAPES -~ Coordenacac de Aperfeicoamento de
Pessoal de Nivel Superior do Ministerio da Educacao, e ora
realizo curso de doutorado em administracao na Universidade de
Durham, na Indlaterra.

Como aluna desta Universidade e em atendimento a
exidencias academicas, estou desenvolvendo um trabalho de
pequisa sobre pequenas e medias empresas as quais constituenm
reconhecidamente na verdadeira empresa nacional. A referida
Pesquisa tem como objetivo deral o de melhor conhecer a
realidade das pequenas e medias empresas no que diz respeito
aos problemas e dificuldades que enfrentam diante da
concorrencia. Pesquisas como esta sao necessarios subsidios a
elaboracao de medidas de apoio ao setor e ao planejamento de
cursos de administracao e prodramas de treinamento de
empresariocs.

A realizacao e o0 sucesso desta pequisa depende, todavia,
do apoio que V.Sa. possa me proporciocnar, Assim, peco a sua
valiosa colaboracao no sentido de preencher o questionario
anexo. Asseduro a V.Sa. 9que toda informacao prestada sera
tratada de forma estritamente confidencial e que, tanto durante
a fase de analise dos dados quanto nos resultados finais da
pesquisa, as empresas participantes nao poderao ser de forma
alduma identificadas isoladamente. Para darantir tal
confidencialidade os questionarios nao identificam a empresa e
0 nome da mesma nao deve ser escrito no questionario (0 codido
no alto do questionario refere-se a atividade economica da
eapresa, de acordo com a classificacao do IBGE, e e de muita
importancia para a pesquisa).

Certa de poder contar com a <colaboracao de V.Sa.,
antecipadamente agradeco e aproveitamos a oportunidade para
enviar-lhe 0s nossos mais sinceros votos de sucesso e saude.

Atenciosamente

Telma R C G Barbosa

P.S.: VUse, POr gentileza, o envelope anexo Jja selado e

enderecado Para me remeter o questionario preenchido. MNuito
obrigada.
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¢) Introduction letter by the research supervisor

AV o 2

OURHAM UNIVERSITY BUSINESS SCHOOL

Mill Hill Lane Durham DH1 3LB England
Telephone (0385) 41919 ext

MGS/EW

3lst July 13986

To whom it may concern

SMALL BUSINESS CENTRE

Mrs. Telma Barbosa is undertaking work financed by the Ministerio da Educacao
and Coordenacao para o Aperfeicoamento de Pessoal de Nivel Superio - CAPES,
under my supervision at the University of Durham, U.K.

I would be most grateful for any help that you can offer to Mrs. Barbosa.

Yours sincerely,

Muq/% '

Dr. M.G. Scott
Lecturer in Small Business Studies
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d)introduction letter by CAPES

v#’aﬁ- MINISTERIO DA EDUCACAO
* .%:3 COORDENACAO DE APERFEICOAMENTO DE PESSOAL DE NIVEL SUPERIOR — CAPES

XN g}!%b Ministério da Educacfo — Anexo | - 49 andar - Telefones (061) 214-8852 ou 214-8853
% Telex (061) 2018 COPN - Caixa Postal 3540 - CEP 70000 - Brasflia, DF - Brasil

DECLARACEO

Esta tem a finalidade de apresentar a Sra. TELMA REGINA DA
COSTA GUIMARAES BARBOSA, aluna do Doutorado em Administragao,junto
a The University of Durham,na Inglaterra, como bolsista desta (oor
denagao.

A Sra. Telma teve o projeto de tese aprovado pela CAPES e,

no momento, encontra-se no Pais realizando coleta de dados devida-

mente autorizada por esta Coordenagao.
Por esse motivo gostariamos de contar com a colaboragdo de

V.Sa. no sentido de facilitar o trabalho da referida bolsista per

mitindo-lhe o acesso ao material nmecessario ao desenvolvimento de

sua pesquisa de campo.
Certos de contarmos com sua atengao, somos gratos antecipa

damente.

Brastilia, 14 de agosto de 1986

/ Ll

Cristina Argenton Colonell<

Coordenadora de Rolsas no Exterior

e -
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e) Reminder letter

Vicosa, 30 de Novembro de 1984

Caro Sr. Empresario:

VUoltamos a nos diridir a V.Sa. para renovar nosso pedido
de colaboracao de sua parte para o preenchimento do
questionario de pesquisa encaminhado a sua empresa ha aldumas

sSemanas.

A sua participacao na pesquisa e de importancia
fundamental para a conclusao e exito de nosso trabalho. Na
oportunidade, ratifico que toda informacao prestada por V.Sa
sera tratada de forma estritamente confidencial e que as
empresas participantes da pesquisa nao serac de forma algdguma

identificadas isoladamente.

Gostaria de leambrar que o Banco do Brasil S/A colocou o
Operador do Nipem da adencia de sua cidade ou vizinhanca a
sua disposicao, para o <caso de V.Sa. ter qualquer questaoc en

relacao ao questionario.

Caso V,Sa. ja tenha preenchido e retornado o questionario,

aceite meu pedido de desculpas e considere esta sem efeito.

Atenciosamente,

Telma R C G Barbosa.
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APPENDIX 6

THE RESEARCH SITES

1. THE "ZONA DA MATA'" REGION

1. Introduction.

The State of Minas Gerais is subdivided into regions or
zones, one of which is Zona da Nata. It comprises 103
conurbations which accounted for 13.6 percent of the population
of the State of Minas Gerais in 1970 (Governo do Estado, 1978).
It is located at Southeast of MNinas Gerais, a stratedic
location nearby the Brazilian major cities of Rio de Janeiro -
the capital of the State of Rio de Janeiro, Belo Horizonte -
the capital of the State of MNinas Gerais, and Vitoria - the
capital of the State of Espirito Santo. It is also within easy
access to the major markets of Sao Paulo, Salvador and the
Northeast of Brazil through dood and important roads. Such a
strategdic location gives Zona da Mata a considerable advantagde
redarding access to raw material and labour sources, consumer

markets and infrastructure,

Historically, the economic development of Zona da Mata
cannol be separated from that of the State of Minas Gerais,
Beind within a state rich in dold, iron and other minerals and
metal, Zona da Mata's first economic boor happened during the
XVII century as a consequence of the highly lucrative
activities of the mining industries. The development of the
area, however, started latter, during the XVIII century, with
the decline of the miningd industry in the regdgion and the advent
of a diversified economy of subsistence. Such a process
became more important during the XIX century with a new
econonic boom, this time based on coffee plantation and

commercialisation (Universidade Federal de Vicosa, 1985).
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This ‘'coffee economy’, as it has been usually referred to,
created a demand for other doods and this led to
industrialisation. By the bedinning of the second half of the
X1X century, the first urban centres of Zona da Mata were
established and they commanded and coordinated the economic
development of the area, Althoudh in a fragdile way, the
economic exploitation of coffee beans becomes the basis of a
capitalist accumulation and 2ona da HNata out put (dross
product) and local economy represent an outlstandind role in the
economy of the State, Such an outstanding position, however,
lasted only until the bedinning of the XXth century
(Universidade Federal de Vicosa, 1983).

Similarly to what happens in the rest of the Country, by
the 1late 1930s the Zona da MNata coffee economy started
declining, diving way to an apparently endless crisis due not
only to unfavourable s0il conditions, exhausted soil fertility
and lack of new plantation areas, but also, and mainly, to the
coffee producers’ incapability to realise the need for new and
more capitalist production systems. Since then, Zona da Mata,
deerly locked within a 4dradual process of impoverishment, has
been losing its once important and outstandingd position within
the economy of the State of Minas Gerais. It is interesting to
note that, if, during the XIX century, Zona da Mata attracted
and absorbed a variety of labour force, during the present time
the redion has been experimenting the opposite phenomenon with
a wave of migration towards the major economic and industrial

centres (Universidade Federal de Vicosa, 1983).

2. Main Industries.

The economy of Zona da Mata is based on the agdricultural
and manufacturing industries. Within the manufacturing
industries small and medium~sized enterprises are ©prevailing
and they are concentrated in the so-called traditional
activities, They are textiles, food processing, clothindg and
footwear, furniture, timber processing, and leather industiries
(Governo do Estado, 1978). The modern manufacturingd industry

is relatively incipient accounting for less than a third of the
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manufacturingd employment in the Redion while this index for the
whole State of MHinas Gerais is approximately 50 percent. The
major modern manufacturing industries are metal-manufacturing,
mechanic endineering, electlric engineering, transportation

doods, pulp and paper processingd and chemicals (CEBRAE/IUPERJ,
1981).

The textile industry is the major manufacturing industiry
of Z2ona da Mata, It is fundamentally characterised by small and
medium companies and alone accounted for more than a third of
the manufacturing employment in the area, in 1970, and about 31
percent in 1973 (Governo do Estado, 1978). The food processing
industry ranks second in terms of employment with 13 percent,
in 1973 (Governo do Estado, 1978). Furniture, clothing and
footwear industries have been constantly increasing their
participation in the manufacturing sector and since 1970 these
industries have been doing better in Zona da Mata than in the
State as a whole. The pulp and paper processing industry and
the metal-manufacturing industry also play an important role
within the manufacturing sector and, in 19735, accounted for 8.3
percent and 4.4 percent of the employment, respectively
(Governo do Estado, 1978). Other industries, such as mechanic
endineering, electric endineering, chemicals and
transportation dgoods do not yet perform sidnificant role. Table
] shows the participation of the various manufacturing industry

sectors in the manufacturing eaployment of Zona da Xata.

The South of Zona da Mata is the Regdgion’s most
industrialised area comprising the conurbations of Juiz de
Fora, Uba and Cataguases, These 3 conurbations together, with
53 percent of the Regdion’s population, accounted for B4 percent
of the Region’s manufacturing value added and 84 percent of the
Redion’s manufacturing employment in 1974 (Governo do Estado,
1978 ). Such a concentration is partly due to the area's

proximity to Rio de Janeiro and to dood road linkage.

Juiz de Fora, Cataduases and Uba are the Regions' most
industrialised cities, Juiz de Fora, the most important centre,
accounted for 42 percent of the manufacturing employment and 44

percent of the value added of Zona da Mata, in 1974 (Governo do
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Estado, 1978). Its main industries are textile and food
processing witlh 37,7 percent and 10.5 percent of the city’s
manufacturind employment, respectively. In Juiz de Fora, the
pulp and paPer processing, metal-manufacturing and mechanic
endineering industries are also outstandind with 20 percent of

the city’'s manufacturing employment (1974 data).

Table I: Manufacturing Employment
Zona da Mata

Sectors 1970 1975
Textile 39.7 31.8
Food Processing 15.2 14,4
Pulp and Paper 7.3 8.3
Hetal Manufacturing 3.6 4.4
Furniture Naking 5.2 6.9
Clothing and Footlwear 2.9 6.8
Mineral Extraction 2.7 1.9
Leather Goods 2.8 1.5
Printing 2.4 1.7
Drink 2.0 1.4
Timber 1.7 1.9
N~Metal Mineral goods 1.5 0.9
Plastic gdoods 0.7 1.3

Electric Engdineering,
Electronics and
Mechanic Endineering 2.2 3.9

Source: Governo do Estado, 1978: table 9
(These are not Census data)

Cataguases accounted for 11 percent of the manufacturing
employment of Z2ona da Mata in 1974 (Governo do Estado, 1978).
According to 1970 census data, the textile industry was
prevailing with 59 percent of the local manufacturing
employment and the pulp and paper industry ranked second with

17.2 percent of the local emplovyament.

Uba employed about 10 percent of the manufacturing labour
force in 1974 (Governo do Estado, 1978). It is characterised by
its wooden furniture making industry which in that year
accounted for half of the local manufacturing employment. Also
very important for Uba’'s economy are the clothing and footlwear
industry which, in 1970, employed 22.5 percent of the local

manufacturing labour force (Governo do Estado, 1978).
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The Northern part of Zona da Mata comprises 4 other
micro-redions which altogether employed 20 percent of the
Region’s manufacturing labour in 1974 (Governo do Estado,
1978). In the Northeast of Zona da Mata, only two cities are
characterised by a sidgnificant level of 1industrialisation:

Ponte Nova e Huriae.

3. The Present Problems.

The present economic decline of Zona da Mata started with
the coffee economy crises and has worsened ever since, From the
1940s Juiz de Fora, the Region’s major city and manufacturing
cenlre, has been losing its economic power and dynamism and
this has gdiven new dimensions to the Region’s economic decline
( CEBRAE/IUPERJ, 1981). In addition, the adricultural sector of
the entire Redion has also being declining and the losses in
the agricultural sector have not been compensated by the level
of dgrowth in the manufacturing sector. Due to these problenms,
Zona da Mata has been showing for the past decades-slower rates
of drowth than the majority of the other Redgions in the State
(CEBRAE/IUPERJ, 1981; Governo do Estado, 1978). Tables Il and
IIl illustrate the participation of the major manufacturing
sectors of the Redgion in the economy of Juiz de Fora, the major
economic centre, and the relative position of Zona da Mata’'s

economy within the State of Minas Gerais.

Table 1l: The Traditional Manufacturing
Industries of Juiz de Fora

MANUFACTURING ' 1960 : 1970
SECTORS 1 EST ENP VA | EST EXP VA
Food Processing v 21.9 9.4 14.0 { 18,2 10.6 16.3
Textile ' 12.9 B83.5 43.4 | 18.9 43.4 36.8
Clothing & Footwear 10.9 6.1 4.8 \ 7.1 6.4 3.4
Timber V6.1 1.7 1.4 ;, 3.7 1.7 0.9
Furniture Making V7.3 1.1 0.6} 9.6 5.1 3.1

Source: CEBRAE/IUPERJ, 1981: tables 1 and 2.

In the present, most of the economic decline of Z2ona da
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Hata is rooted in the relative losses of its textile industry
since this has been the Redion’s major manufacturind sector.
Such losses, indicated by reducingdg levels of employment and
decreasing value added, are said to be caused by Zona da Xata's
private sector’s lack of competitiveness relative to
newly-formed, modern manufacturing centres of other Redions.
Due to strond levels of competition from these new centres,

Zona da Mata enterprises, have been increasingly losindg market

share,
Table I1I1l: Zona da Hata Economic Decline
Participation of Z2M in the State Economy
Output Value Hanufacturing
Value Added Employment
(X) (X) (X)
1950 28.0 28.0 19.1
1959 20.4 20.4 18.3
1970 9.6 9.1 15.2
1974 7.3 6.5 12.7

Source: Governo do Estado, 1978: tables 3 and 4.

The decline of tﬂe agricultural sector and consequent lack
of job opportunity have led to internal rural midgration. Rural
people leave their towns heading to major urban centres of the
Regdgion, particularly the three conurbations in the South of the
Region, where job opPportunity, at least in absolute terms, is
dreater. Such a process has diven rise to excessive
urbanisation of the Redion at the expense of rural development.
In the urban centres, some of the immigrant labour is enmployved
by the manufacturing sector and it is interesting to note that
a dreat proportion of this labour force is female, if it |is
considered that the textile industry, which 1is the major
manufacturing sector in the Regdgion, enmploys preferentially

female labour force.

The employment capability of these urban cenlres, however,
cannot be dreater than their production sectors growth rate.
Consequently, most of the immigrant labour force, particularly
male, do not find jobs there and, todether with part of the
urban population, tend to midgrate to other centres. One

inhabitant in three 1is said to have midgrated durind the
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sixties, and Zona da Mata’'s population which in 1960
represented 15.6 percen! of the State’'s population decreased to
13.6 percent in 1970. (Governo do Estado, 1978). This fact
dives rise to a problem of dreater concern., Tables 1V, V, and

UVl present evidence of the midration process.

Table 1V: Zona da Mata Population Trend

1960-1980
Rural Urban Relative to State’s
(X) (X) Total Rural Urban
1960 63.8 36.2 15.6 17.2 14.3
1970 50.8 49.1 13.6 14.8 12.8
1980(¢a) 39.4 60.6 (b) (b) (b)

Source: Governo do Estado, 1978: table 29
(a) Source: Univ. Fed. Vicosa, 1985:
table 8.
(b) Not available.

Table V: Changdes in the Rural and
Urban Populations of Zona
da Mata, 1960-1980

Rural Urban
1960-70 (a) - 2.1 3.2
1970-80 (b) -19.1 28.2
Sources: (a) Governo do Estado, 1978:
table 29.
(b) Un, Fed. Vicosa, 1985:
table 7

Table VI: Annual Population
Growth, 1960-1970

City/Redion b 4

ZONA DA MATA
MINAS GERAIS
BRAZIL

BELO HORIZONTE
RIO DE JAXEIRO
VITORIA

NN DN O
WO WUWO W=

Source: Governo do Estado, 1978:
table 27.
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Given Zona da Hata’'s location, the rural immidrant and
part! of the local wurban population locok for better job
opportunity in the big cities such as Rio de Janeiro, Belo
Horizonte, Vitoria and Saoc Paulo contributindg both to worsen
the social pProblems in these places and to increase their
already very hidh population growth rate. At the same time,
Zona da Mata is left without a dgreat part of its potentially
most capable inhabitants, includind the vyound (During the
period 1970-80 the working population of Zona da Mata decreased
by 13.8 percent (Un. Fed., Vicosa, 1983). This has been causing
deterioration of the Region labour force both in terms

qualitative and quantitative (Governo do Estado, 1978).

11, THE STATE OF PARANA

1. Introduction

The State of Parana, along with the States of Santa
Catarina e Rio Grande do Sul, comprises the Brazilian South
Region. Parana is neighboured by the State of Santa Catarina at
the South, the State of Sao Paulo at the North and Northeast,
the State of Mato Grosso and the nations of Ardentina and
Paraduay at the West, and the Atlantic Ocean at the East,
Parana is a land of 199.555,89 square kilomelres corresponding
to 2,35 percent of the national territory (Padis, 1981), with
7,629,392 inhabitants, of which $58.6 percent live 1in urban
areas (FIBGE, 1984a).

Historically, Parana's colonisation, peoplingd and economic
development! have been a result of what has been conventionally
denominated "economic cycles'. The first of these was the dold
cycle (intensive extraction and economic exploitation of dold)
which lasted wuntil mid 1700s, As a support to the nmajor
activity of dold minind, agricultural and cattle-breeding
activities - two important elements of Parana’s present econonmy
- and manufacturingd activities evolved in certain places such

as Curitiba, the capital of the State (Carmo, 1981).
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The economic exploitation of matte, a native herb used to
produce a strond flavoured tea, led to another economic cycle
which lasted from the end of the 18th century until the first
decades of the 20th century. During that period many facts
helped boostind the local economy: the separation of Parana
from the state of Sao Paulo (1853), the begdinning of wood
extraction as an economic activity (since 1886) and the
abolishing of slavery (1888), which contributed 1o the
formation of a local market (Carmo, 1981).

A new economic boom started at the end of the 19th century
with the plantation and commercialisation of <coffee which
evolved and flourished rapidly. This attracted many immigdgrants
from Sao Paulo, Minas Gerais and from the Northeast area of the
country, The wave of immigration todgether with the <cotton
economic exploitation by the Japanese immidrantls were two other
forces drivind the process of economic development of the State
of Parana., From 1924 the manufacturing, service and commerce
activities emerded as supporting forces to the major activity
of coftfee exploitation. From 19735, when serious frost destroyed
larde part of the coffee plantation, the coffee cycle started

declining.

More recently, cattle-breeding activities (since 1950 with
the immigrants from Rio Grande do Sul) and econonmic
exploitation of soya beans (since 1970) have led the State’'s

economic developrent.

2. The main economic activities and the major cities.

As it can be concluded from the above historical review,
the State of Parana’s economy has been historically based on
the primary sectlor activities mainly those of adricultural and
cattle-breeding. Thus, up until 1970 over 60 percent of the
State's population would be directly or indirectly involved
with these activities (Secretaria do Estado, 1983).

As at 1980, Parana had 454,103 agricultural and

cattle-breeding establishments of which 78.6 percent were
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dedicated to agdgricultural activities only, 16 percent to
cattle-breeding and 2,8 percent to "adropecuaria. In this
vyear, the heads of bovine were calculated to be 7,893.313, &0
percent of which was in the North redion of the state (FIBGE,
1984b)

The major part of Brazil's agricultural product is
produced in the State of Parana. The State alone produces 1/4
of the national drain production (Padis, 1981), and its major
crops include soya beans, sudar-cane, corn, wheat, manioc,

beans, coffee, cotton, and fruits and vegetables,

The secondary economic sector - manufacturing industry -
has been making only a small contribution to the state internal
income. According to the 1980 census, the sectlor employs
235,073 people in its 14,136 establishments including the
mineral extraction industry, the manufacturing industry and the
manufacturing servicing companies, Out of the total number of
establishments, 77 percent are located in urban areas census
(FIBGE, 1984c). It is characterised by agro-industrial and
traditional manufacturing industries which process in an
incipient way both the 1local raw materials supplied by the
agricultural sector and a small number of non-metal-minerals

manufacturing doods (Doria, 1978).

The State's major cities are Curitiba, Londrina, Ponta
Grossa, MHaringa and Cascavel. The conurbation of Curitiba,
comprising Curitiba, the capital of the State, and its
satellite towns, according to the 1980 census, has about
1,440,626 inhabitants (FIBGE, 1984a). The major industries are,
according to the number of establishmentls, food processing,
non-metal minerals doods, furniture making and timber
Processing (FIBGE, 1984c).

Londrina, located at 379 kilometlres from Curitiba, is the
economic and commercial centre of the Northwest of the State.
The conurbation of Londrina has 265,768 inhabitants and the
main manufacturing industries are food processing, metal
manufacturing, clothing and footwear, timber processing and
non-metal minerals good (FIBGE, 1984a, 1984c¢).
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Ponta Grossa, with 177,102 peoprle, is atl 114 kilometres
from Curitiba towards the interior of the State. 1Its major
crops are potatoes, soya beans and wheat and coffee,
Cattle-breeding activities are also important. The major
manufacturing industries are timber processing, metal
manufacturing, mechanic endineering, furniture making and
non-metal minerals good (FIBGE. 1984a, 1984c¢c).

Marinda, with 168,194 inhabitants, 1is another important
centre of the Northwest of the State, located al 428 kilometres
from Curitiba, Its major crops are coffee and wheat and its
major manufacturind industries are food processing, clothing
and footwear, metal manufacturing, mechanic endineering and

furniture makingd (FIBGE, 1984a, 1984¢).

Cascavel, located at 520 kilometres west of Curitiba, has
about 110,340 inhabitants in its dreater area (FIBGE, 1984a).
Its economy 1is fundamentally dependent on the agdgricultural
sector whose major crops are soya beans, rice, cotton,
sugar—-cane, beans, manioc, corn and wheat, Cattle-breeding
activities are also very representative in the total income of
the state, Up until 1980 Cascavel had in all 321 manufacturing
establishments which emplovyed 4,672 people. The 1local «city
dovernment has planned to chande the economic profile of the
city by attracting investment in the secondary seclor. Due to
such policy 270 new manufacturing companies have been
established in Cascavel from 1983 to 1987 <(Lachinti, 1987;
Rizzi, 1987). The major manufacturing industries according to
the number of establishments are timber processing, food
processing, mechanic endineering, furniture making, metal
manufacturing (FIBGE, 1984c¢).

3. The present situation and problenms

Durind a relatively short period of time, that is from
1920 to 1970, The State of Parana experienced a dreat econonic
boom notable even 1in world terms and based mainly on the

primary industry. Such an economic expansion meant an 1increase
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in the total State’s population mainly due to migration fron
other states, and from other countries 1too, of dimensions so
far unknown in the country: from 1920 to 1960 Parana’'s
population multiplied by a factor of 6.2 whereas the population
of the whole country increased by a factor of 2.3. Whereas in
1920 Parana's population represented 2.24 percenl of the
country’s in 1970 it represented 7.44 percent (Padis, 1981;
Carmo, 1981). According to the 1980 censﬁs, 27.9 percent of the
state’s population is made up of people who were not born in
Parana of which 18.6 percent moved in during the 1970’'s (FIBGE,
1984a).

The population increase has resulted in problems of over
population and intense urbanisation of areas where the process
of expansion of the secondary and tertiary economic sectors
has not been rapid enough. For instance, whereas in 1940, 24.5
Percent of the population were located in urban areas, in 1970
such a proportion went up to 36.1 percent (Doria, 1978; Padis,
1981; Secretaria do Estado, 1983) and in 1980 to 58.6 percent
(FIBGE, 1984a). In addition, according to the 1980 census, out
of the immigrant population (27.9 percent of the total) about
60 percent went to urban areas. Moreover, internally rPeople are
constantly migrating from rural to urban areas. According to
the 1980 census, about 63 percent of the people who do not live
in their place of birth (54,5 percent of the state 1total
populationt!), live now in urban areas and 45,4 percent of which
previously lived in rural areas (15,5 percent of the state
population!). Table Vil illustrates the process of
urbanisation in the State of Parana as compared to the States

of Sao Paulo e Minas Gerais, the most industrialised states of

the country.

During the 1970's, diven the pressures of Brazil's
economic development model of foreign capital and technolody
import, Parana directed 1its efforts towards the needs of the
agdricultural export markets as an attempt to help to pay back
Brazilian crude o0il imports and foreign debt which was already
increasing rapidly (Secretaria do Estado, 1983). This meant the
introduction of modern technolody in the agdgricultural sector to

help increase productivity of ’'cash crops', notably sovya beans
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and wheat (BADEP, 1983; Lachini, 1987). The wave of rural
midration was further stimulated by the decimation of the
coffee plantation in 1975 caused by serious frost. Between 1370
and 1980 about 143 thousand inhabitants migrated from the West
area of the state (BADEP, 1983; Lachini, 1987). The migrating
labour force heads to the major industrialised centres of Sao
Paulo and to Parana's major cities where most of it settled in
slum areas located at the city periphery and became "boia fria"

due to lack of job opportunity (Secretaria de Estado, 1983;
BADEP, 1983).

Table Vll: Population by sectors
(Percentade on total)

Y

State Year Urban Rural

1940 24,5 75,35
PR 1950 25,0 73,0
1960 30,9 69,1
1970 36,1 63,9
1980 58,6 41,4

1940 23,0 75,0
NG 19350 29,8 70,2
1960 39,8 60,2
1970 22,8 47,2

1940 44,1 33,9
SP 1950 52,6 47,4
1960 62,8 37,2
1970 80,3 19,7

PR State of Parana; MG = State of Minas Gerais
SP = State of Sao Paulo.
Sources: Doria, 1978 and FIBGE, 1984a

As another consequence of the process of modern technolody
introduction many small rural properties’ owners have been
forced to sell out their businesses and farms and have become
pProletarians (Secretaria de Estado, 1983). Thus, up until the
bedinning of the present decade, 150 thousand small rural
establishments have been closed down (Secretaria de Estado,
1983).

Despite its powerful adricultural basis which dives
support to certain manufacturing industries and servicing

industries related to it (adro-industry), Parana’s economy also
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suffers from the effects of the national =economic crisis:
inflation rate that exceeds any level previously reached, high
levels of unemployment, substantial decreases in the
productive activities, flattering of wade and salary levels
and reduction of the population’s purchasing power which tend
to lead to an increase in companies’ idle capacity. Locally
the situation has been worsened by the economic problenms
caused by the decimation of the coffee plantation <(Lachini,
1987).

Despite the above mentioned probleas the state’s economy
had a rate of increase of 13 percent during the last decade - a
rate by far dreater than the national average. The internal
income experienced a 262 percent increase and the income per
head increased 229 percent, On the other hand the
manufacturing industry sector income increased by a factor of 6
and that of the agricultural sector by a factor of 3 (Exanme,
1984).
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APPENDIX 7

Tavares' Classification of Industry Structure
for Developind Nations

1. PURE OR CONCENTRATED OLIGOPOLY
. Major Characteristics:
.Low proportion of labour per product unit,

.High concentration index,

.High ration capital/labour of industry leadres as compared
to remaining establishements,
.Hidh entry barriers.

. Type of Goods:

. Homodeneous, basic industrial inputs and standardised
industry equipments.

Sub-droup a: capital doods produced in scale
Sub-droup b: capital doods made to clients order

. Major industry sector:
. Chemicals and fuels, metal-manufacturing, paper processing.
Sub-9roup a: equipments and machinery, tractors
asseanbling and manufacturing, agricultural machiney and

equipment.

Sub-droup b: equipments for industrial, commercial,
hydraulic and themic premisses and plants.

2., CONCENTRATED-DIFFERENTIATED OLIGOPOLY
. Major Characteristics:

+.Hidh technical concentration index,

.Production scale discontinuity

.Product differentiation

. Type of Goods: Durable consumer doods and accessories.
. Hajor Industry sectlors:

. Vehicles, electric doods (home appliances such as radio,
sound euipment, TV); vehicle accessories, tools and parts;
rubber materials for vehicles; eletronic materials.

3. DIFFERENTIATED OLIGOPOLY
. Major Characteristics:
. High mark-up

. Averade concentration ratio
. Product differentiation

. Type of doods: Hidhly differentiated, non-durable consumer
doods.
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. Hajor industry sectors:
Pharmaceuticals, soaps and toilety; milk processing and

products,

4. COMPETITIVE OLIGOPOLY

Hajor Characteristics:

.Larde enterprises are leaders of thre market

.Low concentration ratio
.low technical entry arriers

non—durable consumer dJoods.

.Type of dJoods: Traditional,

Major industry sectors:

Food processing; drink; textile (cotton and sinthetics);

printing, others.
S. NON-OLIGOPOLISTIC MARKETS

Hajor Characteristics:

Very low concentration-ration

. larde firm are leaders
no firm contribute significantly to total market supply

Type of doods:

homodeneous dgoods, mainly consumer

Sub-droup a:
intermediary 4doods.

Sub-group b: Differentiated non-durable consumer doods.

Hajor sectors:

.Furniture making, footwear, clothing, timber processing,
natural thread (fibre) pProcessing, coffee beans and other

cereals processing, bakery products,
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APPENDIX 8

RESULTS OF THE CLUSTER ANALYSIS

1. INTERVIEW DATA

a) Formation of clusters: ""The Cluster Analysis’

¥** HIT ERARCHICA L CLUSTTETR ANALYS 1 S %X
VERTICAL ICICLE PLOT USING AVERAGE LINKAGE (WITHIN GROUP)

(DOWN) NUMBER OF CLUSTERS (ACROSS) CASE LABEL AND NUMBER

cccccecgecececececececececgececececceccececcecceccecceccecc
00000O0OCO0OCOOODOGCOOOCOCOOOOODODOOOGOGOCO
M XM MMM HHEHNHNNNEN NN HEHEHN
PPPPPPPPPPPPPPPPPPPPPPPPPPPP
2112122010100011112002220210
0944326588576 271201948753361
2112122 1 1 11112 2 22 21

0944326588376 27120194873533¢61

1 +XXXXXAXXXXXXXXAXXXX XX XXX XXX XXX XXX XXX XX XXX XXX XX XXX XXXXXX
AR S 9999999080 0999999999.9999999999.999999999999999999999999
3 +XXXXXXXXX XXXXXXXXXXXXXXXXX XXXXXXXXXXXXIXXXXXXXXXXXXXX
4  +AXAXXXAXY XXXXXXXAXXXXXZIXXX XXXXXXX XAXXXXXXXXXXAXRKXXXXX
S5  +#XXXXXXXXX X XXXXAXXXXXXXXXX XXXXXXX XXXXXXXXXXXXXXXXXXX
6 +XXX XXXXX X XXXXXXXXXXXXXXX XXXXXXX XXXXXXXXXXXXXXXXXXX
7 +XXX XXXXX X XXXXXXXXXXXXXXX XXXXXXX XXXXX XXXXXXXXXXXXX
B8 +XXX X XXX X XXXXXXXXXXXXXXX XXXXXXX XXXXX XXXXXXXXXXXXX
9 +XXX X XXX X XXXXXXXXXXXXXXX X XXXXX XXXXX XXXXXXXXXXXXX
10 +XXX X XXX X X XXXXXXXXXXXXX X XXXXX XXXXX XXXXXXXXXXXXX
11 +X X X XXX X X XXXXXXXXXXXXX X XXXXX XXXXX XXXXXXXXXXXXX
12 +X X X XXX X X XXXXXXXXXXXXX X XXXXX XXXXX X XXXXXXXXXXX
13 +X X X X X X X XXXXXXXXXXXXX X XXXXX XXXXX X XXXXXXXXXXX
14 +X X X X X X X X XXXXXXXXXXX X XXXXX XXXXX X XXXXXXXXXXX
15 +X X X X X X X X XXXXXXXXXXX X XXXXX XXXXX X XXX XXXXXXX
16 +X X X X X X X X XXXXXXXXXXX X XXXXX X XXX X XXX XXXXXXX
17 +X X X X X X X X XXXXXXXXXXX X XXXXX X XXX X XXX X XXXXX
18 +X X X X X X X X XXXXXXXXX X X XXXXX X XXX X XXX X XXXXX
19 +X X X X X X X X XXXXXXXXX X X XXXXX X XXX X XXX X XXX X
20 +X X X X X X X X XXXXXXXXX X X X XXX X XXX X XXX X XXX X
21 +X X X X X X X X X XXXXXXX X X X XXX X XXX X XXX X XXX X
22 +X X X X X X X X X XXXXXXX X X X XXX X XXX X XXX X X X X
23 +X X X X X X X X X XXXXXXX X X X XXX X XXX X X X X X X X
29 +Y X X X X X X X X X XXXXX X X X XXX X XXX X X X X X X X
25 +X X X X X X X X X X XXXXX X X X X X X XXX X X X X X X X
26 +X¥ X X X X X X X X X XXX X X X X X X X XXX X X X X X X X
27 +Y¥ X X X X X X X X X XXX X X X X X X X XXX XXX XXX
28 +Y¥ X X X X X X X X X X X X X X X X XX XX XXX XXXX
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b) Similarity Matrix

DATA INFORMATION! 28 UNWEIGHTED CASES ACCEPTED O CASES REJECTE BECAUSE OF MISSING VALUE,
SIMPLE MATCHING MEASURE USED

SINPLE MATCHING SINILARITY COEFFICIENT MATRIX

Case Coap01 Conp02 Coep03 Conp04 Coap03 Conp04 Conp07 Coap 08 Coap0?

Coap02 1778

Coer03 718 1222

Conp04 8036 5944 1900

Comp03 8036 1300 0900 J1018

Conp04 J222 [{4L S22 30 500

Cosp0? 1778 J718 J222 5389 SN0 8333

Coap08 833 J718 5667 4389 1500 J178 .8889

Coap09 1300 6944 L8944 .8889 J222 L6744 9833 .

Conp10 8611 5944 . . 178 . 1900 L5944 1222
Coapll 1500 4944 J22 8167 7300 6389 . 5667
Coep12 J222 W11 767 L5944 1500 L6167 L6767 L6111 .9833
Come13 L6389 3278 .5833 111 2656 3833 . . b1l
Coapld . 6767 399 3278 9833 L6767 L6111 L8767 L6389
Comp13 J222 718 122 4389 7900 . .8889 . 9833
Conplé 8056 . 8036 J222 222 6964 . 6784 L5087
Conp1? 5667 . 111 3833 . . b1 A1 3278
Coep18 4944 00 5944 5687 8667 8056 8036 . L6111
Comel9 . .9833 3833 . 3801 . 9278 833 L5111
Coep20 b887 INNT S111 5944 INSNT 3000 . 5944
Conp2i 9833 3278 . . LD AT22 JAL67 AT22 778
Coap22 9278 6389 9278 . 9336 . . . .
Coap23 .8058 L5744 1300 778 J2 . 1900 L9744 L5744 222
Comp24 L6944 L9744 L1309 5661 L5687 944 5944 L7404 6687
Comp23 J222 L5867 J718 L4 . 6111 5667 Sl L5944
Comp24 . 6867 111 H94 L5944 b867 L6647 . .
Comp27 118 L8667 J1 . . 1931 6141 S111 IR0

Case Cose10 Cospll Coap12 Conp13 Conel4 Conp13 Complb Coepl? Coap18

Coapl3 1500 O944 5667 . 6111

Comp14 J222 J222 6389 LH687 9278 L8944

Compl? . L9404 5661 5389 L1111 . 5833

Cosp18 5667 L0667 98313 000 3278 1300 9306 A722

Comp19 6111 55867 6389 5087 . . L1l 4944 L7000
Coap20 N34z L6389 L0867 1300 111 . . 8867 A167
Coap21 L6111 9354 3833 5667 . AL67 L1 . .3889
Comp 22 9000 L6661 .3278 338 6944 . . L3278 111
Comp23 s 222 944 A111 . 5944 8333 LM .
Comp24 1222 L8847 6389 718 300 4944 J22 9833 L6111
Cone 25 6944 b1l 9278 . L6887 T30 L6867 9278
Conp26 .9833 3218 3813 H111 111 833 3936 .9278
Comp27 7300 6389 L6111 . . 6111 . 222 9278
Conp28 944 7500 L1111 L6389 3356 566 4944 H1 7300

Comp20 1900

Coap21 L6111 L7300

Coap22 JAd44 3278 3000

Cosp23 6667 4944 6667 Al

Comp24 L6867 7300 L8667 Sl 1222

Coap23 ,9218 9956 6389 5278 80346 6389

Comp26 .9278 111 6389 .9833 6389 L0944 5867

Coap27 4389 6667 L0944 .3278 8054 6389 8313 L6111

Cone28 T2 3000 3278 6389 8944 6389 -8667 IRNS) 0667
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C) Results of the Cluster Analysis: A3glomeration Schedule

#RAGGLONERATION SCHEDULE USING AVERAGE LINKAGE (NITHIN GROUP ##

Clusters Coabined Stage Cluster 1st Appears  Next
Stage Cluster 1 Cluster 2 Coefficient Cluster 1 Cluster 2 Stage
1 7 15 .5888%0 0 0 3
2 4 9 .8888%0 0 0 13
3 b 7 870370 0 1 5
4 10 12 861110 0 0 9
S é 8 842393 3 0 8
) 25 27 833330 0 0 14
1 16 23 833330 0 0 10
8 (] 18 8184648 S 0 11
9 10 11 814814 4 0 20
10 1 16 814814 0 1 12
11 2 [ 801833 0 8 15
12 1 3 196298 10 0 14
13 4 21 J96296 2 0 22
14 1 A 788890 12 6 17
15 2 3 183049 11 0 19
16 13 24 717780 0 0 21
17 1 28 J84530 14 0 22
i8 19 20 730000 0 0 23
19 2 2% 748014 15 0 24
20 10 17 J40741 9 0 25
21 13 14 J40740 16 0 23
2 1 4 130244 17 13 23
23 13 19 118647 21 18 27
24 2 2 114504 19 0 24
P 1 10 108453 22 20 24
25 1 2 A74132 25 24 27
27 1 13 L854304 25 23 0
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d) Results of the Cluster Analysis: The Dendrodram

XXXXXXX DENDROGRAM USING AVERAGE LINKAGE (WITHIN GROUP) XXXXXXX%

RESCALED DISTANCE CLUSTER COMBINE

CASE 0 5 10 15 20 25
Label Seq +~e-eem $m—m——————— e pm——————— b ——— +

CONPO7 7 —4—+

CONP15 15 = 4o—e—- +
CONPO6 6 -———4¢ b +

COMPO8 8 —mmmm——em " bt

CONP18 18 e + e+

COXPO2 R b e .

COMPOS 5 —ccmmcmccccmmcmmmmmeem . b .

COMP26 26 =—mmccem e —m e + oo .
CONP22 22 ——cmmmmmmcc—cccmc——ccmcm——mm—mmmmmm e . :
CONP10 10 --—--- U + ;
CONMP12 12 ----- + T Ty + -+
COXP11 11 ———emmmmeee o + $—————— + '
CONP17 17 e + ' '
COXPO4 § e + ' Lo
CONMPO9 9 -+ $mmmm + fm—m——m— + !
COXP21 2] e + ' ' '
COMP25 25 ————mm————- b + ' ' '
CONP27 27 —mmmmmmme—- + ! et '
CONP16 16 ——————m———- -t $———— + ' '
COMP23 23 ----—--ee-- + dm——t ' ' '
CONXPO1 1 B + -+ e + '
CONPO3 3 ecmmcmmcccccccccaao- + ' '
COXP28 28 e + '
COXP19 19 ecccccccccccccccccccccce——nca- pm—————— + '
COMP20 20 —m——mm e - + $ommmmmm— e +
CONMP13 13 —— e b ——— + '

COMP28 24 —c—mmmmmmmmm——mmmmmmmem + PO .

CONMP14 1§ e +
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2. SURVEY DATA

a) Results of the Cluster Analysis: Agalomeration Schedule

HIERARCHICAL CLUSTER ANALYSIS
$SAGGLONERATION SCHEDULE USING AVERAGE LIMKAGE (NITHIN GROUP J##

Clusters Combined Stage Cluster 1st Appears Next
Stage Cluster 1 Cluster 2 Coefficient Cluster 1 Cluster 2 Stage
| 117 121 964290 0 0 14
2 80 85 64290 0 0 19
3 33 19 964290 0 0 9
4 40 67 964290 0 0 17
] 3 70 928573 3 0 18
[ 111 119 928570 0 0 19
1 100 115 928570 0 0 13
8 K) | 114 728570 0 0 28
9 82 109 728570 0 0 33
10 12 95 928570 0 0 40
11 K} 50 928570 0 0 31
12 47 A8 928570 0 0 15
13 82 100 928570 0 7 14
14 62 104 910715 13 0 28
13 A7 57 J04763 12 0 33
16 29 117 904743 0 1 29
17 40 112 904743 4 0 41
18 3 81 904743 5 0 30
19 80 111 598810 2 é 34
20 17 122 892840 0 0 75
21 ) 120 892840 0 0 57
2 111 118 892840 0 0 39
23 105 .892840 0 0 74
24 87 103 892840 0 0 81
3 44 91 892840 0 0 33
24 88 84 892840 0 0 57
21 33 74 892840 0 0 32
28 3 82 .588094 8 14 35
29 29 & .B84903 14 0 43
30 2 53 .B8S713 0 18 38
A S 80 880953 11 0 62
2 36 S 880953 0 27 74
3 44 45 880953 3 0 b4
K’} 80 135 878572 19 0 37
K] 47 48 875000 13 0 33
3 i 13 870747 28 0 S4
K14 18 80 849048 0 K7} 42
K::} 27 5] .861904 ko) 0 54
39 15 101 857143 0 22 90
49 3 12 857143 0 10 58
41 40 93 857143 17 0 40
42 22 78 857142 0 37 61
43 29 106 .B857142 29 0 43
M 11 124 897140 0 0 44
45 45 92 857140 0 0 93
44 n 14 857140 0 0 80
47 51 1% 857140 0 0 94
48 32 49 857140 0 0 84
49 7 42 857140 0 0 17
N 14 ) 857140 0 0 94
h)| 24 Ky 897140 0 0 43
32 ] 3 897140 0 0 83
53 82 24 857140 9 0 2
54 3 89 833316 K’ 0 59
35 10 47 . 0 K] 78
hY.) 27 102 844938 K] 0 &7
57 4 84 .845238 21 24 73
58 3 63 .B45238 40 0 102
59 i A3 839284 54 0 75
60 33 40 835714 0 41 84
61 22 89 333438 42 0 79
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The Dendrodram

b) Results of the Cluster Analysis:
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