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AN EMPIRICAL STUDY ON CORE RIGIDITIES AND CORE COMPETENCIES OF MICROMULTINATIONALS

1. Introduction

Traditionally small and medium sized firms (SMEs) were considered to seldom proceed beyond the export stage in their internationalisation ventures. Advanced modes of internationalisation involving constellation and investment (C&I) modes, such as licensing, franchising, joint ventures, strategic alliances and subsidiaries were typically used to characterise the international growth of large firms. The word multinational has been traditionally reserved for activities of these large international firms (e.g. Caves, 1982; Oman, 1984). However, increasingly C&I modes of internationalisation have been used by SMEs that more and more seek to gain competitive and collaborative advantages worldwide. Recent research (Allison & Browning, 2003; Dimitratos et al., 2003) has acknowledged the emergence of the so-called micromultinationals (mMNEs), which are those SMEs ‘that control and manage value-added activities through constellation and investment modes in more than one country’ (Dimitratos et al., 2003: 165). Further research into this growing and special category of internationalised firms is warranted and the mMNE forms the focus of enquiry in the current study.

In particular, we seem to be short of evidence on barriers and success factors related to mMNE international activities. Our knowledge on SME export operations is extended, yet we seem to be lacking studies that investigate the obstacles and enablers to internationalisation for small firms that go abroad through C&I modes. In order to study these interrelated themes, we borrow concepts from the resource-based view of the firm. This view can provide valuable insights into how organisational routines and capabilities may render a competitive advantage likely to provide rents to the firm. An equally significant theme for the mMNE research agenda is how these small firms can overcome their resource constraints and effectively manage to prevail over complexities stemming from both organisational inefficiencies and environmental challenges.

Providing insights into these issues would have valuable research, managerial and public policy interest. Researchers would be able to develop a more coherent body of knowledge concerning this unique category of internationalised SMEs. mMNE managers may be able to effectively handle organisational rigidities that inhibit international growth of their firms and subsequently attain superior organisational performance. Public policy organisations can formulate courses of action and intervention measures designed to assist mMNEs in their internationalisation ventures. Therefore, the two intertwined research objectives in this study are, first, what are the obstacles to growth for mMNEs in the international marketplace and, second, what are the competencies upon which these firms may rely on in order to successfully expand abroad.

This article proceeds as follows. In the second section we explore the existing body of knowledge on mMNEs and key themes in the resource-based view literature that may be related to organisational rigidities and competencies of these firms. In the third section we elaborate on the case study methodology we followed to collect data on the investigated firms. The fourth section discusses the empirical findings structured around two areas: organisational rigidities that these firms face and success factors that enable mMNEs to succeed abroad. The concluding section draws implications for theory and practice at both the firm and the public policy level.

2. Research background

Although there are many studies on internationalisation of small firms (see Coviello & McAuley, 1999 and Manolova & Manev, 2004 for recent literature reviews), no coherent body on mMNEs appears to exist. Perhaps that body of literature that may be regarded to be closer to mMNEs is this of international new ventures or born globals. These firms become ‘global’ from the beginning of their business operations, often disregarding their domestic markets (McDougall et al., 1994; Oviatt & McDougall 1994, 1997). Research suggests that these firms can often employ networks in order to service foreign markets (Oviatt & McDougall, 1995; Madsen & Servais, 1997). However, examination of mMNEs emphasises the market servicing mode criterion rather than the speed to internationalisation criterion, as the international new ventures does. It is likely that mMNEs which go abroad through C&I modes have to develop different competencies in order to internationalise, and necessitate different policy interventions than other internationalised firms (Dimitratos et al., 2003). This is the reason why study into mMNEs should involve firms irrespective of the speed to internationalisation, the age or the sector of the firm.

Only two studies on mMNEs appear to exist. In these works some exploratory insights into success factors of mMNEs are provided. In the first, Dimitratos et al. (2003) note that successful mMNEs tend to be distinguished by a founder and a top management team that have the determination, vision and experience to succeed worldwide; knowledgeable human and necessary financial capital; competent networking capability in many countries; and, implementation of adaptation strategies in order to meet the demands of foreign customers. In the second research, Allison and Browning (2003) find generally support for these characteristics and additionally suggest that mMNEs should emphasise more organisational aspects and develop that climate likely to be conducive to enhanced performance. In particular, they posit that mMNEs should favour and facilitate a decentralised decision making system that may support entrepreneurial leadership at all levels of the organisation and rigorously track both staff and customer engagement.

Success factors related to mMNEs can be linked to the premises of the resource-based view. This view regards the firm as a unique bundle of tangible and intangible resources (Barney, 1991; Penrose, 1959; Wernerfelt, 1984). According to this theory, a firm’s specialised resources, as well as imperfections of resource markets, generate organisational heterogeneity. Successful firms are those that acquire and maintain valuable idiosyncratic assets for sustainable competitive advantage and economic rents. The sustainability of rents is safeguarded by barriers to imitation that are called ‘isolating mechanisms’ (Rumelt, 1984). The resource-based view posits that specialised resources or core competencies of the firm must possess four attributes in order to provide sustainable results. Specifically, resources must be valuable, rare, imperfectly imitable and imperfectly substitutable.

In spite of this, core competencies may be transformed into core rigidities inhibiting innovation and growth of the firm (Leonard-Barton, 1992). The same author suggests that core competencies may be impeded by their dysfunctional side, failing to incorporate blends of skills, capabilities or knowledge. In turn, this can reduce the competitive advantage of the firm leading to ‘incumbent inertia’ (Lieberman & Montgomery, 1988). This is likely to take place because of changes in the organisation or the external environment of the firm. Cassells (1999) also notes that ‘learning’ in the offshore oil industry can end up being core rigidity from core competence.
The emphasis in the studies that embrace the resource-based view has been on core competencies or success factors conducive to superior performance. Surprisingly very little is known on their negative side, notably the core rigidities of the organisation. This can partly be due to a methodological difficulty, meaning that firms would possibly be reluctant to cooperate in order to provide an in-depth account of the related barriers that they face in their growth and performance. As outlined, especially for mMNEs, our knowledge is very little and fragmented: both issues, and especially that of core rigidities, are essentially unexplored. The methodology employed in this study provides a way in order to overcome the problem of accurately collecting data on the firms concerned.

3. Methodology and data analysis

This research is based on case study analysis, which is suggested when little knowledge exists on the phenomenon under investigation and when the researcher wishes to acquire evidence on organisational phenomena that take place over a long period of time (Yin, 1989). Because in this study we aimed at obtaining a dynamic and holistic view of organisational rigidities and capabilities, a case study would effectively identify critical constituents of such complex phenomena (Quinn Patton, 2002). The firms that cooperated in this study participated in the Global Companies Development Programme of Scottish Enterprise, the main public policy organisation for internationalised SMEs in Scotland. These Scottish firms voluntarily took part in this programme in an attempt to identify areas of weaknesses that hampered their growth abroad and areas of accomplishments that were conducive to enhanced international performance. Scottish Enterprise pledged appropriate support and intervention for the firms that participated in this programme. The firms could belong to any sector and be of any age, but had to have (any degree of) international presence through sales in the international marketplace. Research into these firms involved multiple key informant interviews, examination of archival data, observation as well as examination of secondary sector data for each of them. The interview guide comprised semi-structured open ended questions focusing on the barriers and enablers to growth of these firms. These factors may have existed in the organisational or the external environment of these firms.

In the current article we present data on those firms of the programme that met the mMNE criteria, namely were independent (not subsidiaries of large firms) and employed C&I modes to go abroad (although they could also have exporting activities at the same time). In doing so, we present data on the international activities of 15 Scottish mMNEs. This number of firms is deemed adequate in providing us an accurate picture of the phenomenon under investigation. These firms scored differently across a range of international performance measures, and thus, it is argued that they offer a comprehensive and correct account of the core rigidities and competencies of mMNEs. The examined firms operate in a wide variety of sectors ranging from survival and emergency training services to clothing manufacturing, and from web based software development services to semiconductor production.

Collected data constituted a formal retrievable database, which contained more than 150 text pages for further elaboration and analysis. The analysis of the results was based on the content analysis technique and conducted by means of NUD*IST software index. Company documents accessed through the World Wide Web were also used either to support or disconfirm the material analysed from the other sources. The use of content analysis is of value to this study for four reasons: (a) it facilitates the elaboration of verbal data and particularly case studies (Carney, 1973; Krippendorff, 1980); (b) it is appropriate for exploratory research and theory building purposes (Easterby-Smith et al., 1991); (c) it serves to detect patterns emerging from the text data; and, (d) it assists the analysis of deeper meaning embedded in the data and the process of making inferences (Holsti, 1969).

4. Findings of the study

4.1. Core rigidities

The core rigidities that may hamper mMNE international growth can be summarised in Figure 1 below. The evidence from this in-depth study suggests that there are six interrelated problematic areas that tend to inhibit growth of mMNEs in the international marketplace:

Insert Figure 1 here

1. Failure to monitor external changes: When mMNEs fail to sufficiently scan and pay attention to the changes taking place in the economic, political, social, technological and competitive international environment, they tend to lag behind and probably find themselves in financial distress. This is especially true for firms operating in high-technology sectors, which seem to disregard the market/industry dynamics since often they lack intelligence to keep abreast of environmental changes. However, firms in traditional sectors regularly are also likely to underperform because they fail to stay up to date with environmental developments. For instance, a firm in this category was ‘caught in the middle’ selling through private labels for which there was no adequate profit margin due to the increasing bargaining power of distributors. It appears that the company should have relied more on its own brand attempting to build brand recognition among its target customers and pay attention to their needs. It may be that firms do not wish to track frequently changes in their environment since such a process forces them to continuously dedicate resources, with a subsequent detrimental impact on performance (Haveman, 1993; Slater & Narver, 1994).
2. Existence of production orientation: This is very often cited a major problem for the investigated firms. Companies often base their strategy on a very innovative product or superior technology, which is the result of a very creative idea generated in the R&D laboratories. The potential difficulty with this approach is that this innovation may have been very costly to produce at the first place or have failed to make the grade of realising its wider market potential. This is argued to be often a major problem, particularly for high-technology firms (Oakey, 1991). For example, one case among the examined firms relied on its pioneering technology that proved to be expensive to retain owing to the high development cost and the prohibitive cost of maintaining a large number of patents worldwide. This firm lacked the marketing orientation that would make its unique product worthwhile to its customers and lucrative to it.
3. Failure to prioritise market opportunities: Repeatedly examined firms have been producing and selling products that could be applicable to different customer segments in many countries for a variety of uses. Often firms are rather unsuccessful in prioritising these market opportunities and subsequently servicing the customers. For example, a service provider among investigated firms should have selected among a wide range of target customers in the oil, gas or cryogenic industries in order to be successful. The customers of this firm may be private or public sector organisations in UK, Europe, USA, Carribean, Australasia or Far East Asia. Failure to prioritise market opportunities results in spreading scarce organisational resources too thinly with subsequent performance consequences. Such a failure to assign priorities to the most attractive opportunities is often cited to be a problematic area for service firms which do not utilise their human resources effectively (Edgett, 1994; Miller & Doyle, 1987).
4. Existence of an opportunistic and reactive international management style: Another obstacle to the growth of mMNEs can be related to lack of real commitment to internationalisation. Frequently firms are not prepared to go abroad, and when they do this, they proceed in a rather unplanned and ad hoc basis. For instance, firms may have staff consisting of people with no international capabilities and no direct experience from operating abroad or may be distinguished by an opportunistic management style acting rather spontaneously to international orders and responding to customers only when a need arises. This behaviour is conducive to short-term foreign outcomes disregarding that activities of a company in the international marketplace may yield successful results mainly in the long-run (Karafakioglu, 1986). Findings suggest that there was frequently among some firms no steadfast and determined attitude towards internationalisation, probably due to inability to prioritise market opportunities at the international market level.

5. Failure to acquire access to financial resources: This is maybe the most frequent obstacle to mMNE international growth among investigated firms. Because their growth can take place rather opportunistically and erratically, possibly centred on an innovative product, the firms may find that they do not have the necessary financial backing required for international expansion. Examined firms are likely to focus on developing a ground-breaking concept for their innovative products sold in countries all over the world. Yet, they appear to forget that their growth taking place in volatile markets demands financial support through banks funds and public offerings. Viewed in this light, this finding is in agreement with those suggesting that financial difficulties are often a key organisational rigidity to the growth of the internationalised firm (Sullivan & Bauerschmidt, 1989, 1990; Yang et al., 1992). This problem is exacerbated by the fact that frequently mMNEs prefer international acquisitions rather than alliances in order to expand. These acquisitions can drain firms of any financial resources making them to urgently seek external funding and possibly impelling them towards severe financial difficulties.

6. Existence of centralised and non-participative organisational culture: As mMNEs grow in international markets, it is likely that they have to rely more and more on new stakeholders, such as international suppliers, distributors, partners and customers. This implies that mMNEs that follow a rather non-participative decision-making style and culture may find international expansion difficult. The scenario in which the owners of the firm wish to absolutely retain control of the firm can be rather problematical. This was regularly the case among firms which were owned by successful founders following a rather authoritative management style (cf. Makridakis et al., 1997). A centralised and bureaucratic structure may inhibit growth of the firm abroad. Related to this is the statement that poor internal communication, which is typically associated with a non-participative organisational culture (Gilly & Wolfinbarger, 1998; Hauser et al., 1996), can be an impediment to international growth.

4.2. Core competencies
Drawing from the findings of this study, we identify six intertwined areas that management of mMNEs should take into consideration in order to successfully grow in the international marketplace (Figure 2). These competencies refer to management systems and processes, which have frequently been reported to be key capabilities in the resource-based view of the firm (Leonard-Barton, 1992; Mehra, 1996). It is suggested that mMNE managers would benefit if they have the characteristics of a:

Insert Figure 2 here

1. Proactive strategist: mMNE managers should be in touch with and fully informed about environmental changes. Developments in the political, economic, social and technological international context related to their target market affect the survival and growth of the firm in the long-run. Scotland’s geographically peripheral location could be a disadvantage if it creates to small firm managers the illusion of an ‘isolated island’ that could be different from the rest of the world. Proactive firms benchmark their systems, processes and strategies against their worldwide competitors seeking ways through which they can improve and excel in the international marketplace (Simon, 1996). They do their best to lie ahead of international competition and proactively do better than them rather than reactively follow what their rivals do lagging behind them.

2. Customer listener: The examined mMNEs appear to score well in technological and innovative aspects related to their product offerings. Nonetheless, often being based on an innovative breakthrough invention, they tend to pay less attention to their customers assuming that products would be perfectly suited to match their needs. In other words, they follow an ‘inside-out’ approach, wherein organisational strategy is essentially initiated from the production or the R&D department. However, they tend to disregard what really their customers require and whether their products are tailor-made to their needs (Simon & Kumar, 2001). Being first to the market, as sometimes these mMNEs seek to do, is a successful strategy only if the product offering is suitable with the customer preferences. Findings of this study do not suggest that firms have to pursue an ‘outside-in’ approach that is completely dictated by customer needs ignoring organisational strengths and weaknesses. This would sooner or later be a disastrous strategy bearing detrimental implications for the firm. Rather they allude to the need for mMNEs to balance better their ‘inside-out’ approach that should be at the forefront of technological developments with an ‘outside-in’ attitude through listening to what the customer demands and ensuring that their innovative product offerings perfectly match its needs.

3. Market nicher: mMNEs should carefully select the market segments that they choose to service. Our research shows that it is often the case that products would fit the needs of a variety of clients across different and often unrelated market segments. mMNEs should make sure that they carefully choose to tap the most profitable customers in thin segments of their markets. They do not possess many human, financial and production resources that they can waste while experimenting with the preferences of a broad spectrum of clients. Instead they should follow a ‘deep-niche’ strategy serving niches of target markets, wherein it would be cost-ineffective for large firms to operate (Voudouris et al., 2000). Also, attempting to accommodate these thin market niches of customers persistently on a long-run basis would lead to a prolonged and effective relationship in which the client organisation would incur high transaction costs should it decide to switch to other suppliers.

4. Global player: Related to the above competency is also the fact that customers are much more similar in the same thin market niche of the industry across countries rather than in the same country across industries. Therefore, mMNEs would significantly benefit in economies of scale in production and marketing, and economies of scope if they serve needs of similar types of customers worldwide (or in the key countries of their industries). Therefore, based on the evidence of this examination, we posit that these internationalised small firms would do well abroad if they succeed in becoming ‘global mMNEs’ (cf. Berry et al., 2002). Becoming an mMNE is the first stage to international success and becoming small global firms may be the ultimate stage. mMNE managers are advised to consider the key markets/countries of their specialised niches worldwide as their target markets. If they manage to accomplish this, they will also achieve physical interaction with customers building a long lasting relationship and providing them superior service.

5. Effective networker: Having concluded that building an effective relationship with customers is vital to international success, one should also acknowledge that small firms do not have the resources to achieve physical presence in all their key markets/countries worldwide. Therefore, it is suggested that mMNEs expand abroad intensively through constellation modes with suppliers, distributors or competitors. It was interesting to find out that some investigated firms tend to prefer acquisitions rather than these constellations modes in international markets. Given the resource constraints that SMEs face, successful mMNEs have to master the art of effectively expanding abroad through such collaborative modes. While it is acknowledged that such partnerships are hard to manage and possibly necessitate an increase in transaction costs (Mosakowski, 1991; Williamson, 1975), it is equally important to emphasise that alliances can offer to mMNEs the opportunity to rapidly serve their international customers fast beating competition. If anything, small firms have to ensure that they take all necessary measures to make international alliances a ‘win-win’ relationship (cf. Hamel et al., 1989).

6. Visionary leader: The findings of this study suggest that successful mMNEs are managed by far-sighted top management teams who succeed in enthusing all participants towards leadership in their thin market niches. Such leadership takes place through a ‘global vision’ that they pursue consistently because they are committed to international growth through a proactive and opportunity-seeking behaviour. This finding is supported by similar ones in the international new ventures literature (Jolly et al., 1992; Madsen & Servais, 1997; Oviatt & McDougall, 1995). While these mMNEs are successful in orchestrating all organisational resources towards their ‘global vision’, they also favour a participative and entrepreneurial organisational culture, wherein innovative and creative ideas are likely to emerge. They additionally endorse international alliances, understanding that the mMNE would remain small, flexible and successful if a constellation of organisations works towards accomplishing a common goal in international markets.

5. Implications

This study has identified six areas of core rigidities and core competencies for mMNEs. In doing so, this research has added insights into the emerging mMNE area. These firms constitute a unique type of internationalised small firms with special characteristics and needs. The prevalence of these firms is expected to grow in the future (Dimitratos et al., 2003), and hence, research into the obstacles and facilitators to their international growth is required. Both sets of core rigidities and competencies deal with organisational aspects and stem from changes in either the internal or the external environment of the firm.
The implications for research on mMNEs relate to incorporating the resource-based view to a greater context into relevant future studies. The resource-based view has received significant attention in international business studies (Peng, 2001), and the findings of the current research suggest that there is also merit in related studies linked to how mMNEs grow, succeed and fail abroad. However, while this research has identified areas of core rigidities and competencies, it remains unclear how these factors evolve over time. In other words, how do mMNEs end up having these rigidities and competencies? Also, given that some of the suggested rigidities are the flip side of competencies, a related question is how does this happen? How do competencies end up being rigidities and evolve from success factors into barriers and organisational inefficiencies for mMNEs? Because also investigated firms were based in a small country on the European periphery, further research can identify to what degree these characteristics exist for mMNEs originated from different home countries.
Managers of mMNEs have to pay special attention to managerial aspects that can make the difference in the growth of the firm abroad. Overall, it appears that a ‘harnessed entrepreneurial style’ works best for mMNEs inasmuch as they have to combine the traits of proactiveness, visionary leadership and customer listening. Targeting niches of the global market through effective collaborative arrangements also seems to be vital to success. Additionally, managers of mMNEs have to make sure that they are not hampered by a production orientation that may end up in financial distress and that they do not fail to prioritise market opportunities in a changing international environment. Also, they have to ensure that they follow a decentralised decision making system, whereby key organisational participants have a say to the major internationalisation decisions of the firm (cf. Kanter, 1985; Stopford & Baden-Fuller, 1994).
Public policy makers have to make certain that they appropriately intervene in the management systems of mMNEs. Perhaps the most recurring theme that emerges from the findings of this study is that managerial attributes play a catalytic role, either positive or negative. The role of appropriate management and strategic planning for international expansion should be highlighted and communicated to mMNE management. In addition, public policy makers may assist mMNE managers in providing names of international partners willing to cooperate with them worldwide. Also, suggesting sources of financial capital in the local environment and possibly liaising mMNE management with interested banks and venture capitalists seems to be a prudent policy to take. Through these measures, policy makers can work with mMNE management and ensure that core competencies do not end up being core rigidities inhibiting the growth of the firm.
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Figure 1: Core Rigidities for mMNEs
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Figure 2: Core Competencies for mMNEs
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