PAGE  
1
L.Butel, P.Bishop/Networks of SMEs in Peripheral European Regions EIBA 2003.

Networks of Small to Medium Size Enterprises in Peripheral European Regions: The Constraints and Opportunities of Geography

Lynne Butel and Paul Bishop

University of Plymouth Business School

Drake Circus, Plymouth, UK.

Abstract

This research examines the networks of small to medium sized enterprises in a peripheral European region, using case study based methodology The analysis is based on the principles established by the Uppsalla School that all business activity occurs in a network setting and the development of organisations is dependent upon the direct and indirect transfer of resources such networks allow. The research identifies a rich and complex network of relationships extending into the national and international arena. The paper suggests that models of regional economies that focus on clusters but ignore networks may overestimate the disadvantage of periphery. 

Lynne Butel is a Principal Lecturer in Strategic Management and Paul Bishop a Principal Lecturer in Economics, both at the University of Plymouth, UK

Key words: networks clusters, small firms, peripheral areas.

l.butel@plymouth.ac.uk

p.bishop@plymouth.ac.uk

University of Plymouth,

Drake Circus

Plymouth,

PL4 8AA.

UK.

+44  (0) 1752 600600

1. Introduction

    Objective 1 of the EU Structural Fund seeks to ‘promote harmonious development’ and ‘to narrow the gap between the development levels of the various regions’. (Http://europa.eu.int/comm/regional_policy/ 2002) More than 135 billion Euros have been allocated to areas where GDP is below 75% of the Community average. Most of these areas have declining primary industries and a geographical remoteness (often termed peripherality) which is considered to have contributed to their declining economic status. Investment in these regions is considered vital to improve local social and economic conditions and projects that are likely to contribute to the economic health of these areas are encouraged.

     Research on regional problems has typically concentrated on the disadvantages of periphery to economic development, and identifying ways to overcome these disadvantages.(SWERDA 1999).  A variety of factors including poor transport links, limited higher education facilities and the decline of traditional industrial industries have been identified as contributing to the problems of peripheral regions. Porter (1990) argued that firms in these regions are less likely to be innovative, creative and internationally orientated, and more recently Porter and Ketels, in a study for the British government,  have focused in particular on the link between the decline of old industrial clusters and reduced competitiveness in the international arena. (Porter and Ketels 2003) In addition, the literature focusing on supply chains and networks of firms tends to see small firms, particularly those in remote areas, as being located at the end of very long supply chains, often with poor quality standards and limited aspirations. (Gereffi 1994, Storper 1997) 

      The paper is based on a resource based view of the firm, utilising case study methodology and focusing on the networks of four small successful organisations in different industries, in Cornwall, UK.  Starting at Stage 1, with the four firms, the study extended outwards with a study of each firms’ five primary links with organisations within their network. Nineteen linked firms were studied in total, at Stage 2, with one firm quoted by two separate Stage 1 firms. This provided a detailed picture of the networks of small firms in this peripheral area. The purpose of this exploratory research is to identify the ways in which SMEs use networks, particularly in relation to their innovative activities and international orientation and to identify avenues for further research, The major questions addressed include: are networks used to extend these small firms’ resources? What resources are acquired via these networks? Do networks facilitate innovativeness? Do networks contribute to the firms international orientation? Does location in a peripheral area constrain networking? What sorts of networks exist?

      The paper continues with a discussion of the contribution made by the literature on networks, clusters and the internationalisation of small firms particularly those in  peripheral areas. Section 3 explains the methodology chosen in this study and details its application. This is followed by a section on the findings of the research. The findings are analysed in section 5, and the paper concludes with a consideration of the implications for academic research, managerial practice and government policy.

2. A Review of the Literature

      The diversity of conceptual frameworks contributing to the study of the international orientation of small firms in geographically and industrially peripheral regions lends a richness but also a complexity to the field. The large firms perspective has dominated the literature on the process of internationalisation. The two main contributions to our understanding of internationalisation, transaction cost (TC) based theory of internalisation (Buckley and Casson 1976) and the Uppsalla model (Johanson and Vahlne 1977) of experiential learning and gradual international commitment, emphasise the way foreign markets are selected by individual firms who are already competitive on a national scale, and beginning to enter international markets.  The TC model explains the existence of multinational firms as a product of rational decision making under conditions of certainty whereas the Uppsalla model, emphasises firms’ iterative knowledge acquisition in a complex and changing international business environment. The acquisition of knowledge by individuals and groups within organisations, through a range of social and economic interactions results in the internationalising firm developing valuable tangible and intangible resources. These resources reduce the uncertainty. Recent studies have argued that the internationalisation process is more specific to the context than both the Uppsalla model and Transaction Cost models imply. (Reid 1983). Johanson and Mattsson (1988) argue that if firms are operating in environments that are already highly internationalised neither the TC nor the Uppsalla models are as relevant.

       The internationalisation of isolated small to medium sized enterprises (SMEs) is  discussed by Buckley (1993) who draws attention to the innovative nature of the first steps towards the internationalisation of such firms. However he argues that limitations of proprietor time and management skills are a serious constraint upon SMEs’ deepening international commitment. In addition, Buckley draws attention to the general vulnerability of SMEs to product, market and technological change. Significant involvement in the international arena may expose the firms to even more risk. Strategic decisions, constrained as they are by limited managerial skills, are likely to be based on individual perceptions and prejudice, taking opportunities when they appear rather than evaluating a range of opportunities carefully. Buckley therefore argues that SMEs are likely to internationalise for reactive rather than proactive reasons; pulled by larger firms or pushed by poor home-market conditions. At best they may exploit niches left by large firms, where economies of scale are not available. Buckley concludes that small firms have limited skills and knowledge and are therefore vulnerable in international markets.

      Specific resource limitations upon the internationalisation of small firms has been examined by many researchers who consider the constraints variously of: access to finance (Chetty and Hamilton 1996); low research and development expenditure and new product development (Ong and Pearson 1989); limited international experience of managers (Eisenhardt and Schoonhoven 1996); perceived exchange rate risk (Gamier 1982) and limitations upon the owner/managers’ strategic objectives (Hakim 1989). Barriers to the internationalisation of small firms are therefore similar to the general barriers to small firm growth. Bishop argues that it is likely that firm size in itself is a proxy for a variety of variables more directly associated with internationalisation, rather than a causal factor in itself. (Bishop 1999) Collaboration may reduce the many constraints on the internationalisation of firms that are generally associated with size. Size in itself is not the determining factor of success, collaboration may be.

      The network approach to business focuses on organisational systems, processes and interaction, as goods and services are produced and distributed. The cumulative process of the establishment, development and indeed the ending of inter-firm relationships depends upon the strategic requirements of the firms, given the environments in which they operate. Interest in the use of networks by organisations as they effect a variety of innovative strategies from new product development to internationalisation has produced a substantial body of research in the last decade. (Garofoli 1994, Chetty and Blankenburg Holm 2000) The research uses social network theory, applying it to business networks (Gadde and Mattsson 1987). The intangible resources accumulated as a result of long term investment in these relationships may contribute considerably to the range and complexity of the resources accessible to any firm. Johanson and Mattsson’s research  focuses on the dynamics of the process of gradual internationalisation, where firms increase their knowledge, following the Uppsalla Model, but not necessarily in a continual, progressive way. They may develop contacts but not use them, let contacts lie dormant, extend into other areas, then revitalise links. (Johanson and Mattsson 1988)
      The literature on networks classifies the complex and developing range of  activities occurring at the interface of environment and organisation. Starting with the links any firm has with their suppliers and buyers, Johansson and Mattsson’s research uses the terms ‘production’ and ‘market’ webs to describe the extension of the simple market relationships to include longer term arrangements bringing firms closer together over time as they develop existing and new products and processes to improve the competitiveness of both partners. In addition this research identifies ‘national’ webs, where firms with common interests are bound together within the boundaries of the country. (Johanson and Mattsson 1988). The importance of networking for small firms in relatively isolated economies is explored by Chetty and Blankenburg Holm (2000). This study examines how networked resources were used  by small firms moving into the international arena from New Zealand. This study extends the literature on networking by comparing the ‘organically’ developed networks in New Zealand, with those encouraged by the government. The latter are termed by ‘formal’ networks by the authors. However the word ‘induced’ may be more appropriate since ‘formal’ implies, and is sometimes used to refer to, the production and market links. These formal or induced networks consisted of joint action groups are used to promote exports in certain industries, combined action groups from different industries encourage new activities unachievable by smaller firms and finally clusters of related firms in close geographical proximity. The literature on networks is also contributed to by studies of the role small firms play as part of the ‘flexible fringe’. Here they are part of the additional capacity of larger firms, who avoid the financial commitment and diseconomies of scale associated with ownership. (e.g. Donaghu and Barff 1990) The use of small firms in this way however usually assumes their almost total dependence upon a much larger organisation. Thus these strategic networks developed by dominant firms differ considerably from the strategic networking by groups of autonomous organisations.

      Studies examining the uses to which networks may be put by SMEs in developing innovative strategies has been explored in Butel (2001). However this research notes how little we know about how they are able to establish and utilise appropriate networks of relationships. Nor do we know how they are then able to drawn upon their network to facilitate product, process and strategic innovation, including moving into the international arena. 

      Business networks reduce both small firms’ the limited knowledge and their vulnerability in international markets as identified by Buckley (1993). Networks can be supply chain orientated, i.e. production and market based networks. They may develop organically, they may be encouraged by government action, (Chetty and Blankenburg-Holm) may form around key ‘hubs’ of large, creative or innovative firms (Miles and Snow 1986) and may be part of the increasing accumulation of knowledge by organisations as they grow and internationalise. Network relationships may be dynamic, in a state of continual flux, depending on the needs of the individual firms. Most importantly, they are not constrained by geography. Indeed much of the research done on strategic alliances and joint ventures by firms operating in the international arena suggest that it is the remoteness and therefore ignorance of foreign markets that prompts firms to form informal and formal networks of relationships in the first place (Forsgren and Johanson 1992). 

        Networks of firms in specific geographical locations have been conceptualised as ‘clusters’. This propensity for the geographical agglomeration of related economic activities has been noted by geographers and historians for many years and has more recently been the focus of the attention of management theorists such as Porter (1990) and Ohmae (1995). Whilst underlying geographical features may be the basis of the location of some economic activities such as mines and ports, others  would appear to have been the result of historical precedent reinforced by long term traded interdependencies where geographical proximity may reduce transaction costs and increase non-traded interdependencies. Amin and Thrift (1994) argue that the importance of the socio-cultural aspects of agglomeration is that a culture of innovative activity is generated in districts where a critical mass of  knowledge, skills, suppliers and markets interact. The conclusions of this literature is that there are clusters of economic activity where success becomes a self reinforcing cycle and peripheral areas where clusters have not developed or are in decline. Small firms in geographically and economically peripheral locations and therefore not in clusters, are by inference, isolated from the main engines of growth; innovation and internationalisation.

    The literature on economic clusters tends to confound economic with geographic peripherality. There is limited research examining which aspects of the agglomeration economies can be attributed to path dependency. From the early studies of Emilia Romagna, Italy, (Piore & Sabel 1984) clusters have tended to develop where geographical proximity of firms in related industries has resulted in the prolonged success of small independent entrepreneurial, flexible firms serving local to global markets. With clusters, agglomeration economies are of particular importance both to the success of the cluster and the individual firms. Clusters depend upon traded and untraded interdependencies, in the former transaction costs are lower, and in the latter as Amin and Thrift (1994) argue interdependence facilitates the gathering of information and knowledge. 

      It is argued that these agglomerations establish coalitions conducive to entrepreneurial creativity. Amin and Thrift even conclude that the development and testing of innovations is not possible in geographically dispersed circumstances. (Amin and Thrift 1994) The cumulative effects of developing industrial synergies, skills development and information exchange results in the dependency of a location’s success upon the path taken over time. Thus many of the factors associated with the low levels of international activity identified above many be reduced by long term associations of small firms in specific locations. However, it is clear that whilst an area may benefit from the clustering of related firms, it may also fail to adapt to changing economic conditions and the positive dynamics of association are reversed causing industrial decline. The literature on clusters is by no means all positive. The artificial creation of viable clusters has yet to be proved possible (Chetty and Blankenburg Holm 2000) The important differences between the literature on networks and that on clusters relates to differences in the closeness of the ties, the path dependency (as opposed to duration) of the relationships and the geographical proximity of the organisations. 

      The significance of co-operative activity by small firms has been examined by De Propris (2002) who has drawn attention to the apparent conundrum that despite low levels of investment in research and development (R&D), small firms tend to be more innovative than larger ones. De Propris concludes that co-operation by firms may at least be a complement to investment in R&D, for firms seeking to innovate. Inter-firm co-operation may even be a substitute for R&D spending. Certainly work such as that of Diez (2001) suggests that to encourage innovation, firms need first to be encouraged to behave co-operatively. However it may be hypothesised that it is the co-operative activity which offsets the disadvantages of size, rather than geographical proximity and a history of interdependence.

     There are therefore few studies of the international orientation and innovativeness of independent small firms, particularly those in geographically and industrially remote regions. Indeed little is known about successful SMEs in peripheral regions and many of the conclusions drawn about the negative impact of peripherality may be inappropriately inferred from research examining factors determining the successes of large firms in central locations, the advantages of geographical proximity to long-established industrial clusters of related firms or the uses made of smaller firms in the efficient management of large firms’ supply chains.

       Using the principles established in Upsalla and detailed by Forsgren and Johanson (1992), this research starts with the assumption that all business occurs in a network setting. The links between the organisations occur through direct and indirect social and economic interaction. Managing those relationships over time is central to the development of the organisations. Building upon our understanding of the factors constraining the development of small firms, as outlined above, this research addresses the question of whether networking allows these small firms to off-set some of the disadvantages of their size, providing them with access to firms with more international experience, allowing them to co-operate to fund R&D and share the kind of risks taken when internationalising. In addition the geographical scope of these firms’ network is explored to examine whether their geographical peripherality constrains the opportunity for networking. 

3.  Methodology 
     The research has been designed to explore how small firms in geographically peripheral regions innovate and internationalise given their limited internal resources (Buckley 1993) geographically peripheral location and limited opportunities for local clustering (Porter 1990, Porter and Ketels 2003). The County of Cornwall is bounded on three sides by the sea, with a coastline of 697 kms indented with ancient harbours and granite moorland cut by deep wooded valleys inland. Communication by road is sometimes difficult in very narrow lanes with steep inclines. The economy has a predominance of small firms and few major employers. 97.% of the businesses employ fewer than 20 employees (www.cornwall.gov.uk) Cornwall has no established university, no international airport and limited regional air links, no motorway and rail journey times are at best three hours away from Bristol, its regional hub, and four and a half hours from London. The existing clusters of mining and quarrying and fishing, which were geographically close, are in serious decline and the agricultural economy generally, which is pervasive in the county, continues to network in traditional market towns and agricultural shows has suffered from falling employment numbers and is no longer as important economically to the county. (Gripaios 2000)

     Four firms were chosen to be the subjects of the first stage of data collection. The firms are located in south east Cornwall. The cases chosen were, with one exception, small firms operating in an area 512 sq. kms. square. The exception is the Eden Project, an organisation that has grown from its inception in 1996 and opening in 2000, to be one of the largest employers in Cornwall. It is no longer an SME, but its rapid growth from SME in less than three years is an indication of its success. The firms chosen were two from the production and two from the service sector. All firms ‘export’ from the immediate locality, from the South West Region and from the UK. As recommended by Eisenhardt (1989) the firms chosen are very different in many respects; they employ from six hundred to six, have been in operation for a minimum of three and the maximum of  twenty one years age. One firm is experiencing very rapid growth, two are enjoying steady expansion and the fourth is in a stable position. One organisation is a charitable trust, the remainder are privately owned. All four companies have quite specific locational requirements. The geographical peripherality area contributes considerably to their production activity. The success of the firms chosen is inferred from their continued existence following the recommended approach. In stage 1, each of the four firms were examined first in isolation and then in relation to patterns of activity which can be generalised across the four cases. (Eisenhardt 1989, 1983) Yin’s (1989, 1991) approach suggests pattern matching as a means of analysing data. 

Table 1. 

A Summary of Stage 1 Companies

	Company Name and   Age
	f/t equiv. No.  Employed
	S.I.C. No.
	Sector/ Primary Activities
	Essential Locational Features

	TM International School of Horsemanship

21 years
	4 plus 14 student/ apprentice

= 10
	92.62/9
	Training in horse riding and care, riding holidays, lessons
	Direct access to wild moorland for off road hacking.

	Lynher Valley

12 years
	30
	15.51/2
	Cheese Making and Dairy Farming
	lush pasture for dairy herds

	Camel Valley

10 years
	6
	01.13/1
	Grape Growing and Wine Production
	southerly latitude, warm, south-facing steep sloping valley

	Eden Project

3 years
	600
	92.53/0
	Education and Entertainment in Botanical Gardens
	warm south facing, worked out quarry pit

	
	
	
	
	


     Data collection and initial analysis was undertaken in the Spring of 2003. After the initial contact made by email or telephone, an interview was arranged. Each organisation was told that the interview would be brief and would not ask about what they might consider confidential or commercially sensitive information. No interview requests were refused. No questions were avoided. No firm requested anonymity. Each Stage 1 firm was then visited and activities observed. The CEO or a Director or Directors of the organisation were then interviewed using a semi-structured questionnaire. The interview was scheduled to take one hour. Direct access to the main strategists in the firms resulted in a detailed exploration of the organisations’ overall priorities. 

     The first questions asked about the organisations’ principal activities. The second explored the principal resources. These questions were designed to supplement  information already known about the organisations and confirm the choice of cases. The next questions explored the degree of internationalisation of the firms by considering their importing and exporting behaviour, this included sourcing inputs, methods of production and the export of finished output. Questions were asked about any formal or informal strategic alliances and joint ventures affecting the organisational structure and international orientation of the firm. The questionnaire then sought to examine the firms’ views of the importance of their networked links generally. This section included questions about the formality of the links, the duration, the frequency of contact, any finally by what means the contacts were made. The next section of the questionnaire examined the importance of product, process and strategic innovation to the firm, the significant innovations made and their contributions to profits, turnover, regulatory compliance and growth. The Directors were then asked to assess how innovative they considered their business to be and where their ideas for innovation came from. This was explored further in questions relating to the importance of their networks in first, generating innovative ideas and secondly in the planning and implementation stages of innovation. The firms were then asked for the names and contact details of  five key components of their network, contacts who they did not mind the study following up. Finally the firms were asked to assess the quality of the business environment in Cornwall.

     This methodology emphasises the significance of identifying network links, where the importance of the link to the firm is determined by the firms themselves. This technique is considered most appropriate when any objective measure of link value is otherwise difficult to establish. (Johanson and Mattsson 1992) Five key network links for each Stage 1 firm were then followed up in the Stage 2 interviews. A very similar semi-structured questionnaire was used. Secondary data on all organisations, including company reports, web-site material, newspaper reports and other published works was also gathered. The use of multiple sources of evidence, reinforced the evidence base, provided a wealth of relevant detail and confirmed the importance of the case study method. (Yin 1989) Each case study was then written up and a copy sent to the first round organisations to ensure the data accurately reflected the information provided. 

Second round interviews followed the same format. The organisations interviewed were not told which firm that had recommended them. This meant first, that it was possible to investigate the importance of the network link in both directions. Secondly in investigating the Stage 2 organisations’ own networks, it was possible to consider how the Stage 1 firm might benefit from indirect access to the extended network links of its Stage 2 firm links.
Table 2.

Matrix of Possible Network Links

	
	Extent of the network:
	local
	regional
	national              international

	Nature of  the Association:
	
	
	
	

	Supply Chain:

Suppliers +
	
	****
	****
	****               ****

	Supply Chain:

Customers +
	
	****
	****
	****               ****

	Non-traded
	
	****
	****
	****               ****


4.  Empirical Findings 
      Location is of prime importance to the four Stage 1 companies, as anticipated in their original selection. All these firms included location as a principal resource. The locational needs were, as expected, very specific, such as mild climate and south facing slopes for wine production, direct access to hacking country for riding, a deep, south facing worked-out quarry for ‘greenhouse’ horticultural exhibition of exotic plants. In all interviews the disadvantages of peripherality were acknowledged but considered to be outweighed by the advantages of location. When describing their principal activities each firm acknowledged their contribution to the tourist industry but only the Eden Project is a major tourist attraction. In all cases their primary activities were the production of services and goods, as detailed in Table 1, which were ‘exported’ nationally and internationally. In discussing their business development in general, all firms acknowledged the importance of continual scanning the environmental information electronic and more traditional methods; journals, magazines, trade association meetings. Environmental scanning was therefore considered essential to the continued creativity and innovative activity of these organisations. This general scanning to acquire largely intangible resources was supplemented by use of their networks. This was considered to be essential in remaining competitive. 

      The networks of organisational links were those considered to be important by these firms as Johanson and Mattsson advise (1988) The links were first differentiated  by the characteristics  identified by the existing literature reviewed above: The acquisition of intangible resources via supply chain links, i.e. an organisation’s suppliers and customers, also via non-trading links. Secondly the literature distinguishes between the scale of the network. Here we have identified  locally based network links (i.e. within 32 kms of the Round 1 firm), regional links (i.e. based within the defined South West region, up to 400 kms away) plus national and international links. The definition of 'international' used is a firm that conducts a significant amount of international business, whether based in the UK or abroad.

     The oldest established firm Tyrrell-Moore International (TMI) which was established over 22 years ago to take advantage of the spectacular moorland riding country. The firm offers riding lessons, moorland hacks, livery services, training leading to internationally recognised qualifications in the care of horses and competitive riding, riding holidays and training for students in equestrian careers. The owners are fluent in Scandinavian languages, having lived in Norway for many years and also speak French and German. In addition to horsemanship, English as a Foreign language is offered by a qualified teacher. The horse and riding industry is a major employer in the UK, particularly in agricultural areas. It is estimated that 250,000 people are employed either directly looking after horses and stables or indirectly in horse transport, feed merchants, equipment suppliers. 2.6 million people ride on a regular basis, more than play football or attend football matches regularly. 

    Riding is regarded as a hazardous activity and therefore the quality of the equipment, horses and tuition received are all very important. The most significant link for TMI is the registered charity the British Horse Society, which maintains and accredits over 700 riding schools in the UK and all over the world. The BHS publishes a quarterly magazine, offers veterinary and legal advice and regular regional events where owners of riding schools can get together to exchange ideas and discuss issues of concern. Membership of the BHS is by subscription, however riding school accreditation is by regular inspection of equipment and facilities, observation of lessons and examination of students. Advice thereafter is free. The BHS Accreditation cannot therefore be considered traded since it cannot be bought, but it is essential to the competitive advantage of the organisation.    

    The second contributor to the Riding School’s network is the Local Authority, Caradon. Legally the local government authority is required to use local veterinary surgeons to inspect the tack and horses, provide a Health and Safety certificate, public liability insurance and thus the permission to trade. Again this is a non-traded but none-the-less formal resource acquired via the network. In addition this form of certification acts as a signal of quality to customers which helps overcome imperfect information on service quality. It cannot be simply purchased but must be earned by adhering to national or internationally recognised standards. The support of the local vets is an important part of the School’s network, the accreditation of animal welfare adds to the standing of the School. The Local Authority has an established network of firms within the district which offer a range services to tourists. These firms offers complementary services such as accommodation or entertainment. Co-operative activity by such firms, joint marketing and promotion, for example is in the interests of all partners. The School is listed as one of the tourist attractions of the area. 

    The third contact is via the School’s provision of horsemanship training sessions at a number of local further education colleges. Attended by a total of fifty or so horse owners and riders each year, this networks allows the school to keep in touch with the requirements of horse owners who do not ride at the School but are often aware of changes in the riding environment. In addition some may use the School’s livery service. Fourthly the proprietor cited a local agricultural supplies co-operative. In addition to supplying feed, clothing and equipment, the co-op has an equestrian club where other environmental information may be sourced. Traded and non-traded resources are acquired from this link, formally and informally. The access to tangible and intangible resources in this way is useful to TMI. Finally there is the association of  regular riders at the School who organise social activities and riding competitions and feedback their needs and ideas to the School’s management.
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    Within the context of a small specialised riding school environmental change could mean changes in the accounting or legal environment or factors affecting access to the school. Thus whilst the remoteness is an advantage, inaccessibility caused by poor rail and bus links is not. Change is continual but not generally substantial. TMI's network is tapped for advice, assistance and ideas. The BHS provides legal advice, the local authority advising on tourist related issues, the Riders’ Club identifying improvements to the service provision. Innovative ideas may be initiated by the Riding Club members but generally the proprietors draw together all kinds of environmental data when they formulate a new strategy such as the most recent idea to build an indoor riding arena to provide all weather facilities. Considerable support has come from the school’s extensive network of horse owners, riders, vets, students and tourist leaders. TMI has a well established international reputation as a training centre and holiday destination. The standards it maintains are of international standing. However the chosen prime links are all within the UK.

      The second case study, Camel Valley Vineyards, list their principal actives as growing grapes, producing wine and selling the wine through a range of distributors and their own winery. Their principal resources are the grapes and the south facing slope above the river Camel. They employ few people. They subcontract the chemical analysis of the wines to Corkwise, a national organisation offering consulting and microbiological services to the drinks trade. This establishes, to internationally recognisable standards, the alcohol content, and the quality of wines produced. It provides the objective assessment of quality, though the certification, again overcoming the imperfect information on product quality. Another important link is with Vigo, is a national distributor of equipment for the production of wine, which  based regionally. Camel Valley is innovative, recently establishing the ‘Cornwall’ brand of sparkling wine to compete with other well established brands in international markets. They are also exploring new markets and new technology in production. Wine production equipment is imported from Italy and Germany, rabbit proof fences from New Zealand. The methods of still wine production are New World, sparkling wine traditional. The proprietors trained in Australia and Europe.

      The primary links of Camel Valley Vineyards are all supply chain links. Vigo and Corkwise supply essential, traded inputs into the production process but are also the source of untraded intangible resources such as advice on production methods. The forward links display a similar untraded resource acquisition as advice on wine production and the market are offered by St. Austell Brewery, who also sell the wine in their pubs. The supermarket chain, Waitrose, also sells the wine in their shops and have, as part of a policy of encouraging small, localised businesses, offered valuable advice to CVV on product development and marketing. The final forward link is Berry Bros., a three hundred year old wine importing and exporting firm, who provide another example of the accreditation of the quality to improve market information to customers. Berry Bros. export the wine, currently just to North America.


Chart 2.

Camel Valley Vineyard’s Network.


                                                            St Austell

                                                             Brewery

    Vigo


                                  CVV                  Waitrose


   Corkwise

                                                             Berry

                                                              Bros

     The third firm, Lynher Valley Dairies are dairy farmers and producers of a variety of farmhouse cheeses using milk from their own cows whose bloodlines can be traced back many generations. The quality of the cheeses depends upon the quality of the herd and the rich pasture of the valley down to the river Lynher. The land, the herd and the cheese making experience were cited as their primary resources. Their international orientation is based on the maintenance of the highest international technological and hygiene standards, with frequent inspections by national and European government authorised experts. They employ over thirty people, many on a part-time basis in their shop and dairy. This firm is most closely linked to older agricultural networks of farmers and milk producers. Although the agricultural industry is in decline in terms of numbers employed and profits made, the networks still exist and are used by the proprietors of this firm to acquire addition untraded tangible and intangible resources as well as traded supplies of milk and herbs.
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   Lynher Valley has been very successful, having grown quickly over twelve years, to now employ thirty full time equivalent people in a very rural location. Those employed often have a farming background, with experience of small scale cheese production. The firms is expanding their range and distribution base.  Although a traditional activity. The firm is innovative, developing their range of cheeses and using technologically advanced production methods and equipment. Their network links are predominantly supply chain orientated, sourcing high quality dairy and cheese producing equipment from Western Mechanical, a local subsidiary of an American firm, based in the nearest small town. The forward links are a specialist international cheese distributor, Rowcliff’s and the same supermarket chain considered to be an important part of the CVV network, Waitrose. This supermarket has developed a reputation for quality food and fair, local sourcing. Waitrose was also mentioned by the last organisation studied but not included as one of their five primary links, required by the research process. Of the contextual links, Taste of the West provides government-sponsored marketing subsidies and may be considered part of an induced network. The local agricultural college, provides untraded advice on production and supply, contributing to Lyhner Valley’s business activity. The local agricultural college, part of the university in a neighbouring county, gains the untraded, intangible resource of valuable exposure to agricultural business operations. 

     The final case study is the Eden Project. This is a serious horticultural research institute with a clear environmental orientation and a mission to educate. It was set up with UK government sponsored Millennium funding and opened in 2000, with the twin priorities of first, the economic regeneration of a declining industrial cluster of quarrying and processing china clay and second to establish the broad-based horticultural research and educational institute. Every activity is focused on the delivery of the message; horticulture, staff development, catering, and retailing. The primary resources declared by the Eden Project directors are its people, their commitment and their creativity. The creativity and people resources are essential to the organisation’s innovativeness. Although they are frequently asked to export the concept in locations all over the world, and would welcome the spreading of the message, they claim the specific location, history and people make the concept unique. As the concept of 'global awareness' is central to the message, an international orientation is essential. Although the concept is global, the sourcing (as far as possible) is local. In addition to the horticultural displays, the Eden project is a major supplier of  snacks and meals  and has  shop selling souvenirs, gifts and plants. 80% of their food stuffs, plants and other retailed items are sourced locally. The Eden Project invests in the future of small businesses locally, offering advice, tangible and intangible, non traded resources to assist them in their development to meet increase output and to meet global standards. Location limits the number of overseas visitors to 10%. They have developed have however horticultural products, such as non-peat based composts and services such as global awareness education programmes which they intend to export.

    The concept is innovative. Unlike many horticultural gardens, they do not display rare plants but common ones. The displays tell the story of these plants' role in  economic development. The directors claim that the ‘managerial anarchy’ of enthusiastic amateurs encourages the generation of innovative ideas. Project management however is frequently subcontracted to experience professional project management firms who then ensure efficient delivery. 

     This organisation had most difficulty in naming just five key links in its environment although they were quick to acknowledge the importance of the role played by their formal and informal network. By the time this research was conducted this organisation was far larger than the others in the study but even at the early stages, preliminary research suggested that they were very receptive to  building networks at all levels. Their induced, government sponsored set up and educational mission necessitated a culture of resource acquisition via the establishment of networks. They actively encourage networking on all their many fronts. Most links develop from informal approaches.

     Three of the Eden Project’s primary links are global link, Cisco ( IT) Systems, Davis, Langdon and Everest (Project Management) and the extensive network of university based horticulturists.  This supports the strategic priority of global awareness. In addition the EP wanted to achieve global standards of production. The Government Office South West, GOSW, are the regionally based agent allocating national and international funding to suitable development schemes and contributing to other  decisions affecting the South West region. GOSW provides induced (i.e. government sponsored), untraded support and advice for the Eden Project. Feedback from the Eden project provides GOSW with information about the promotion of the region's economy and the effectiveness of the service they offer. Finally the only local link included in the principal five, was the Truro-based organic food supermarket, Carley’s. This company sources as much local, organic produce as possible. Carley’s sell organic foodstuffs via their shop and by a home delivery service. They have become a major supplier to the Eden Project. The Eden Project uses their restaurant to illustrate their core environmentally-aware, educational message. They promote global standards but local production, insofar as that is possible. Carley’s is one of many local producers to have benefited from traded and non-traded links with the Eden Project. The Eden Project’s links are supply chain and contextual, of the three suppliers, two are of which have international standing and one local.  Association with the Eden Project benefits these suppliers ad the experience of working with the organisation allows them to gain considerable experience of working with a substantial customer. The contextual links exchange untraded, tangible and intangible resources with Eden. There are no market side, supply chain links cited in the top five. The Eden Project is the only partially induced or  government sponsored organisation in the survey.


Chart 4. 

The Eden Project Networks


  Cisco                             Universities

  Systems


  Carley’s                               

  Organic                               EP




   DLE                                 GOSW


5.  Analysis of the Findings

Principal Activities and Resources.

      The principal resources of these firms was, in all cases, declared to be their location followed by specific resources such as the skills and knowledge of the workforce, the bloodlines of their herds of cattle, the strains of grapes, their international reputation for quality. The principal activities confirmed the different sectors and industries, sizes, age and market and strategic orientation. The first case, TMI, is a mature firm in a relatively stable environment. The pattern of its chosen primary network links suggests its priorities are the maintenance of its existing business through the link to the internationally recognisable accreditation of quality and standards of the services offered by the BHS. Its links are predominantly local but its business is the most international of the four cases. However it is clear that it is its local accreditation contribute to its internationally competitiveness. The BHS accreditation serves to advertise this to an international market. Camel Valley Vineyards, although established in 1989, started making wine in 1992. Their chart of key network links suggests an organisation keen on growth. Three key links, Vigo, Corkwise and Waitrose are nationally recognised as quality orientated firms. Camel Valley can establish their credentials in national markets through the utilisation of these links. Berry Bros, is a major wine importer and exporter with a three hundred year history. CVV is establishing its national and some international credentials through working with this firm. The company is ambitious and its links illustrate its chosen strategy. The local link is a brewery that provides assistance in production and distribution.

      Lynher Valley’s strategic use of networks is less easy to read than the other cases, there is little evidence in these prime links of their declared ambition to move into  international markets, particularly the US. The links are more eclectic than the other cases and reveal less about the firm’s strategic direction than other network maps. The Eden Project is the most successful organisation studied here. Its rapid growth in employment and sales in three years has meant that a group of what they claim to be enthusiastic amateurs, have had to learn very fast. The focus of their network is first, a very clear international orientation of standard of production and service offered despite limited international sales, and secondly they want to establish the quality of the product in the early stages. Three of their key links are global organisations offering world class services to the Eden Project. The network chart illustrates the EP's clear intention to establish a world class establishment by being production orientated.

International Orientation 

     The literature on the international orientation of small firms suggests that firms tend to achieve national success before venturing into the national markets. As Buckley (1993) suggests these firms are international in niches markets left by the multinationals. This does not mean however that they do not seek at least to establish international standards in production. In addition, these small firms are well aware of their vulnerability in the international arena and consequently make the best use they can of formal and informal networks to acquire appropriate resources. They do not appear to be internationalising for reactive reasons, or to be at the beginning of long supply chains controlled by major multinationals. They are actively acquiring what they consider to be the necessary resources to expand their business iteratively as Johanson and Valne (1977) propose. All firms are ‘Internationals Among Others’ (Johanson and Mattsson 1988) and this provides them with considerable environmental information which they are able to use to good effect. 

     As the table below indicates the firms, with the exception of TMI cannot be considered to be regular exporters but on the supply side are achieving international standard and accreditation with a view to expanding their international market. The gradual expansion and the utilisation of network sourced resources reduces the risks of internationalisation. The specific resource constraints, identified in the literature review above are therefore reduced through networking. All these small independent organisations are therefore internationally orientated, using general informal environmental sources to scan for ideas, key network links to establish and maintain international standards, ensuring export potential. They then export to varying degrees. All use high quality, globally sourced equipment in production.   All value their formal network links, described above and their informal networks of friends, trade associations, web links, magazines and journals. None of the five firms studied has formal  joint ventures or networks.


Table 3. 

 International Orientation and Innovative Activities.

	
	Internationalisation of output
	Internationally networked resources
	current/planned innovations

	Tyrrell-Moore

International School of Horsemanship
	· 60% students 10% holidays = 50%

· regular, frequent, planned ‘exports’
	· Accreditation by BHS, British Horse Society:- an internationally recognised standard

· BHS strategy to extend international brand awareness
	indoor riding arena for all weather, and all seasons riding

	Camel Valley

Vineyards
	· limited but expanding export opportunities in US 
	· ‘New World’ production methods 

· Italian and German equipment

· UK and European producers’ networking group meetings
	sparkling wine

	Lynher Valley

Dairies
	· small number of exports via third party
	· EU and US standards of production hygiene, safety and quality.
	New cheese varieties, 

US market

	The Eden Project
	· ‘exports’ limited by location to 10% but increasing
	· exhibits globally sourced, 

· concept world standard 

· collaboration with international research institutes and universities
	New education centre

New major biome for desert exhibits


Key Links of the Firms’ Networks 

    All firms extend their resources using networks. These networks extend, as appropriate into the international arena, allowing the organisations to access international accreditation, standards, methods of production and markets. These small companies are constrained by their limited financial resources but strategic decisions appear to be taken with considerable research. Small firms are well aware of their vulnerability vis-a-vis the multinational conglomerates. Innovation is constrained by lack of funds, fear of risk exposure and limited opportunity. However all firms surveyed are initiating significant innovations to their products or services and to their production processes. In all cases it would appear that the initial ideas for the innovations were generated within the organisation, after general environmental scanning. However the feasibility of ideas was first assessed and if accepted implemented with inputs from network partners. This suggests that whilst the firms generate the initial ideas, the network is critical in the vetting and the subsequent development of the idea.


Table 4.

Extent and Nature of Network Links

	
	Extent of the network
	local
	regional
	national              international

	Nature of  the Association:
	
	
	
	                       

	Supply Chain:

Suppliers
	
	Western

Mechan., Carley’s
	MVF
	Corkwise,           Cisco

Vigo                    DLE

	Supply Chain:

Customers
	
	Riding Club,

FE Colleges
	St Austell

Brewery
	    Waitrose

    Waitrose         Rowcliff

                          Berry Bros

	Non-traded
	
	Local AuthorityTaste of the West.
	Seale Hayne
	  GOSW            Universities

  BHS


The distribution of network types is broad. Firms cited a range of key links in several different locations. Each network link appears to have been chosen to serve a specific purpose rather than because of proximity. All traded links were used to exchange more than the traded items. In many cases both sides of the exchange felt that each link was close and mutually beneficial. Interviews revealed that whilst the CEOs of the Stage 2 organisations generally knew little of the specific small firms in Stage 1 of the research, it was clear that the development of such networks was company policy. The Eden Project, with a clear regional and environmental orientation, and a high national profile was well known to its network links.

6.  Conclusion. 

      This exploratory study investigates whether the different forms of co-operative arrangements between firms identified in the literature on networks can be found in SMEs in a peripheral European region. The research focuses on how firms use their supply chain orientated customers or buyers, how the traded links are extended. It also examines non-trading relationships, organic and induced links and finally looks at the local, regional, national and international links. This detailed analysis of four firms may be insufficient to develop any substantial theoretical conclusions, but it does clearly suggest lines of further investigation. Research that models regional economies focusing exclusively on opposing the arguments in favour of clusters but ignores the benefits of networks, may result in the overestimation of the disadvantages of periphery. 

       Innovative strategies including internationalisation may depend on exposure to less closely related firms than those that exist in clusters. In clusters the generation of innovative ideas may be constrained by the proximity of like-minded firms. This research suggests that whilst the limitations of capital, information, knowledge and management ability may constrain the number of innovative strategies that can be taken as the literature suggests, successful small firms in peripheral area are aware of these factors and use their networks to minimise their impact. Most networks links identified as important appear to develop within supply chain (ie production or market) associations, over a number of years. The market based link supplemented by the development of the untraded dependencies. 

     The financial incentives and managerial advice of agencies such as GOSW, Business Link and Local Authority business advice centres are welcomed, seen to be important and utilised if appropriate. Whether they can be considered a network resource is difficult since the process is clearly unidirectional and not necessarily long term. Networks are co-operative arrangements which are dynamic so that different elements of the network can used at different stages in a firm’s development. Old network ties are sometimes recycled in new forms. It may be that geographically remote regions can have creative, innovative and internationally competitive firms by establishing clear, internationally recognisable credentials; acquiring and utilising technology of an international standard and maintaining and exploiting the existing natural advantages of the locations. 

7.  Policy implications and areas of future research.

    The managerial implications for SMEs in peripheral areas are primarily the need to exploit what would seem to be, readily accessible national and international standards of production. The experiences of the firms studied confirms the importance of business and social networking, and using inter-firm co-operation can offset the disadvantages of size and location. The firms studied made frequent use of all available forms of communication; face-to-face, email and phone. The implications for policy makers are that in order to achieve national and international standards of production and output, SMEs should be encouraged to make use of all available local, national and international contacts, despite firm size and peripheral location.  Improvements in communications, particularly Internet connections should be encouraged. Regional policy should be used to raise the expectations of these small firms, so they aspire to international standards, even if growth is not a strategic priority. Finally this study poses several questions that need to be addressed by further research. Research assessing of the benefits of clusters vis-à-vis networks to peripheral areas would improve our understanding of the importance of geographical proximity and the duration and closeness of ties between firms. Studying the process of establishing and maintaining network links and measuring the strength of those links would improve the information available to policy makers and to firms.
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