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Abstract:

Increased merger and acquisition activity over past decades has been driven by changes to the operating environment of international and domestic firms, a consequence of the increased globalisation of industries and the liberalization of national trade and investment policies.  This paper integrates the SME and MNE life cycle into the organizational life cycle literature and offers a conceptual model showing how ‘new growth’ trajectories are developed for both firms. Longitudinal case studies are used to determine the life cycles of pairs of SMEs from New Zealand and MNEs in resource-based and non-resourced based industries. Comparing the pre-acquisition motivations and contexts of the firms with the post acquisition outcomes suggests that the critical event juncture for both sets of firms may occur at a stage where both SMEs and MNEs have reached a developmental stasis.  The integration of the life cycle then offers a path for redevelopment and institutional transformation.
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Cycling in Tandem:  An exploratory study of MNE and SME integration
I Introduction

In the view of Edith Penrose, the ‘mother of resource based theory’, the growth of the firm is an evolutionary process which is driven by the need to possess, acquire and build upon scarce, unique and sustainable competitive advantages (cited in Dunning 2003, p.5).  Unlike the typical small to medium firm (SME), the multinational enterprise (MNE) not only relies on firm-specific advantages, but also the ability to organize these advantages in an optimal way across national boundaries.  

Increasingly we see the need for competitive advantages and resources being played out by international merger, acquisition and alliance activity, rather than the traditional in-house development of competitive advantage.  This merger and acquisition activity (estimated at two thirds of all FDI activity over the past decade (UNCTC, 2002)) is driven by the changes to the operating environment of international (and domestic) firms.  These changes revolve around the increased globalization of industries and the predominance of liberal and open approaches to trade and foreign investment.  This in turn, accelerates the pace of technological change experienced within those industries; the intensity of competition and entry and exit of players within industries; and the need for most companies to perform at an international rather than domestic standard.

Nowhere has this been more evident than in New Zealand, a small, and geographically isolated country in the South Pacific.  Here, domestic industry has long been conditioned to the rigors of international competition. In 1984, an incoming Labour government introduced a wave of reforms, sweeping away fifty years of protective quotas and tariffs designed to shield domestic industry from international competition.  The import substituting, inward-looking orientation of post war New Zealand was designed to maintain full employment in the economy, and to protect the agricultural export sector, with guaranteed prices (subsidies), from the vagaries of commodity price fluctuations in international markets.  Structural adjustment in the economy involved opening up the domestic market, abandoning exchange rate controls and controls on capital movements, as well as forcing reform on state-owned enterprises (utilities) through corporatisation and subsequent privatisation. 


Nearly twenty years of reform has provided an opportunity for MNEs to invest in New Zealand’s infrastructure and industry – New Zealand was one of the first of the OECD economies to open up hitherto ‘closed’ state owned sectors – such as telecommunications, airlines, transport and utilities, to foreign direct investment.  As a result – foreign firms account for a significant proportion of the GDP in the New Zealand economy – measured by FDI stock as a percentage of GDP over the period 1980-2000.  The percentage of FDI stock to GDP for all developed countries over this period was 3.8 per cent – for New Zealand the percentage was significantly higher – 10.5 per cent (UNCTC 2002). Yet, New Zealand is heavily populated by SMEs who account for over 90 per cent of all new business formation.  By international standards, these firms can be classified as micro firms – with an average size of less than fifty employees. 

Foreign direct investment in infrastructure and industry provides an opportunity for MNEs to leverage off their unique competitive advantages and to extend their product portfolios and geographic scope to capture the challenges and opportunities of the global business environment.  These global opportunities are not only confined to larger firms; smaller firms can do likewise through networking and cooperative industry groups, niche markets, partnerships and alliances. However, very little research attention has been paid to the linkage between environmental change, merger and acquisition activity between these two groups of firms – the MNE and the SME - and the mutual asset augmentation that occurs between firms post-acquisition.

It is our purpose, therefore, in this paper, to explore this process.  We do this by introducing two case studies of New Zealand companies, both of which are in industries subject to global change, and both of which were recently acquired by larger, multinational companies.  The paper is structured in the following manner: First we undertake a review of the organizational life cycle literature.  This review reveals that these different companies, at different stages of their life cycle, need different sets of resources in order to remain competitive and to maintain growth.  The next section of the paper discusses the integration of the MNE into the SME life cycle developing a conceptual model of the integrative process.  In the following section the methodological approach to the study is explained, followed by a discussion of the industry context in which the two companies operate and a brief exposition of each company – growth pre-acquisition, the acquisition process and the post acquisition outcomes following integration.   A discussion of the findings follows and from the findings we develop a revised integrative model.  The final section of the paper offers some concluding thoughts and suggestions for further research. 

II  Literature Review 

Organisational Life cycle

In the following section we briefly review the life cycle theory, drawing attention to the lack of research considering the potential for mutually beneficial overlap between the competitive advantages of the MNE and the SME.  

There seems to be little consensus as to the exact number and nature of stages in a firm’s life cycle (Kazanjian and Drazin 1989).  Hanks, Watson, Jansen and Chandler (1993) state that ‘on the whole, life cycle stage definitions remain vague and general, making analysis of specific cases difficult’ (p.5).  This is not helped by the plethora of stage models available, all differing slightly in terms of stages and focus (McMahon, 1998, p.22), and an overemphasis on the small firm.  However, reviews of the organisational life cycle literature found three common characteristics of models, viz; 1) stages are sequential, 2) stages occur as a hierarchical progression that is not easily reversed, and 3) involve a broad range of organisational activities and structures (Gupta and Chin, 1994; McMahon, 1998; Hanks et al, 1993; O'Farrell and Hitchens, 1988).


Other researchers have critiqued stage models on the basis of their assumptions of sequential passage through preordained stages from birth to decline, and argue that regression within stages, ‘leapfrogging’, and alternative paths and/or stages must also be considered (O'Farrell and Hitchens, 1988; McMahon, 1998).  As Penrose (1959) suggests, the development of firms does not proceed according to the same ‘grim’ laws as does that of living organisms. Yet there has been limited empirical, longitudinal work to support alternate growth patterns (but see Kazanjian and Drazin 1989).  It is not surprising then, given this research tradition of orderly stages of growth and organisational structure, that consideration of the role of the MNE in SME growth does not feature as an alternative path in life cycle models to-date, despite there being evidence of this occurring (Scott-Kennel, 2001).


There are also opposing schools of thought regarding the drivers of a firm’s progression through the stages of the life cycle.  For instance, Chandler (1962) sees the stages driven by the search for new growth opportunities, while Griener (1972), sees the stages as driven by internal crises related to leadership, control and coordination, and Moore and Tushman (1982) see the stages as driven by changes to industry structure.  An underlying theme of all life cycle models, however, is the idea of ‘organisational metamorphosis’ where ‘organisations undergo transformations in their design characteristics which enable them to face the new tasks or problems that growth elicits’ (Kazanjian and Drazin 1989, p. 1489).  Therefore, at each stage of the life cycle, regardless of whether it is a linear, sequential process or not, the firm will be faced with a different configuration of problems, strategies, structures and processes.

It is not our intention to review the organisational life cycle literature here, but to find a workable framework for this research.  Thus, drawing on existing work we conceptualise the typical life cycle in five basic stages: formation or birth, growth, maturity, revival and decline.  The key indicators of each stage are given in Table 1.

Table 1  Life Cycle Stages and Characteristics

	Life Cycle Stage
	Formation
	Growth
	Maturity
	Revival
	Decline

	Characteristics
	
	
	
	
	

	Age
	< 10 years
	>10 years
	15+ years
	15+ years
	15+ years

	Structure
	Informal
	Semi-formal

Functional
	Formal

Bureaucratic
	Formal

Divisional
	Formal

Bureaucratic

	Management
	Entrepreneur
	Entrepreneur/ Manager
	Manager(s)
	Manager(s)
	Manager(s)

	Sales growth
	< 15 %
	> 15%
	< 15%
	> 15%
	Levels off, declines

	Products
	Single
	Single (range)
	Multiple (range)
	Multiple (range)

Diversified
	Reduced range

	Markets
	Domestic
	International
	Regional/Global
	Regional/Global
	Regional/Global


Sources: Adapted from Dodge and Robbins, 1992; Miller and Friesen 1984; Drazin and Kazanjian, 1990.  


The early growth stage involves expansion of products, markets and/or employees.  This stage is crucial but difficult for the SME, as it experiences a surge of interest in its products, rapid growth and accelerating demand, yet is still operating as a small firm led, typically, by the original entrepreneur.  It may also be facing competition from new entrants or existing companies, and may lack the resources to expand internationally.

 
In later growth stages, firms who have survived are better established within their industries, and are enjoying continued, but slower demand for their products.  Domestically, companies are likely to be facing competition from ‘me too’ competitors, foreign entrants or existing firms.  Larger, multinational firms dominate rivalry in international non-niche markets.  This is a position that firms may enjoy for some years, before sales start to level off.  This is often the stage where companies, particularly larger companies, must decide whether to grow further or to maintain the status quo.

The challenge for the MNE in the later growth or maturity stages is to revive itself rather than proceed to decline. The challenge for the SME, on the other hand is survival, and maintaining growth momentum.  It is important to note that any firm may slip into the decline stage prematurely, and perhaps even go out of business altogether.  Business closure figures reveal that a large proportion of new start-ups, in particular, do not make it through the formative or growth stages.  In order to maintain growth, postpone the onset of maturity, or even avoid decline, the firm must seek to extend its life through redevelopment, restructuring and reorganisation, and renewal.  This revival may relate to any aspect of the company, but is most important in the areas of market and product redevelopment, and diversification, particularly when the firm is facing growing competition.  

As many MNEs are in either the growth or maturity stage, they constantly seek opportunities to extend the growth stage, while avoiding the decline stage.  One of the strategies used for growth or redevelopment of existing competencies is acquisition of other firms.  Although the organisational renewal or rebirth concept via buyouts or changes of ownership has been investigated by several authors, (Wright, Hoskinsson and Busenitz 2001; Wright, Robbie and Albrighton 2000), studies which specifically consider mutual organisational revival via MNE acquisition of SMEs are notably absent from the literature.  We argue that acquisition of innovative firms posed for growth or those which possess unique competitive advantages extend the growth cycle of the MNE (as well as the SME), by complementing its existing established advantages thus slowing the descent into the decline stage.  

Integrating the MNE into the SME life cycle

The existing literature overemphasises the SME life cycle and under-emphasises the MNE life cycle, particularly in the later growth stages.  The importance of making each of these life cycles explicit is that MNE expansion in the later growth stages is very different from SME expansion in the early growth stages.   The SME is attempting to establish itself in the international market place, while the MNE is already a well-established firm often with a global portfolio.  Given the often precarious and reactive nature of the SME, it frequently slips from early growth to decline stage very rapidly if it cannot manage the transition process successfully.  The MNE, in contrast, may remain in the maturity or stability stage for many years without necessarily going out of business, or may resurrect itself through alternate growth strategies.  The differences between the growth (or revival) phases of the life cycles in particular, also suggest that there may be complementarities between small and large firms.

SMEs from a small domestic economy such as New Zealand are often forced to internationalise earlier than their large economy counterparts.  Thus is especially true if they operate in a niche or high-tech area.  The reason being that limited local demand is insufficient to cover the costs of development, and the lack of critical mass within the industry means firms are often reliant on overseas customers, suppliers and partners.  In a resource-based industry, pressures to internalise may be fewer if SMEs can generate more growth from domestic demand.  The major constraints to growth faced by SMEs from New Zealand are linked to the ability to raise capital and distance from larger markets.  Typically, small firms find that the costs of trading internationally, and/or establishing marketing and distribution infrastructure overseas are prohibitive to continued growth (Skilling, 2001).


However, despite their lack of size, SMEs have many advantages that make them attractive to the MNE.  These relate specifically to their ownership (firm)-specific and location-specific advantages, including product or process innovation, technology, local and/or technological expertise, local and/or regional market share, access to local resources, and having operations that (will) pose a competitive threat to those of the MNE.  SMEs also have the advantage, due to their small size, of nimbleness and flexibility in innovation and the ability to respond very quickly to changes in the marketplace (Skilling, 2001).

On the other hand, MNE has many advantages that contribute to its international competitiveness.  In comparison to the small firm, these advantages relate primarily to the MNE’s size, experience and strength, and the benefits of organisation of ownership-specific advantages across multiple borders.  The multinational nature of the MNE enables it to draw on multiple locations for raw materials, personnel, manufacturing, research and development work, etc. and to combine these inputs in an optimal configuration to service multiple markets through marketing and distribution networks.  The size of the MNE also improves its bargaining power, its ability to meet competitive threats and to ride out business cycles, as well as its attractiveness to investors.  

III Research Question and Conceptualisation

We propose, therefore, that an alternative trajectory in the organisational life cycle might involve the integration of SME and MNE.  This integration represents a critical juncture in the firms’ life cycles where each must draw on the strengths of the other in order to promote future growth.  We propose that given the characteristics of the small firm, versus those of the MNE, the point at which the life cycles overlaps is likely to be in the growth stage or the revival stage.   In order to extend its life cycle from early to later growth stages, for example, the SME ‘sells up’ and achieves growth via the MNE ownership mechanism.  In turn, the MNE may extend its growth stage or reverse the maturity stage of its life cycle by drawing on the advantages (say, a new innovation stream, or entry into new markets) of the SME, thus avoiding entry into the decline stage of the life cycle.  In this way, both SME and MNE are able to extend their life cycles in a mutually beneficial manner.  We represent this dual ‘organisational metamorphosis’ in Figure 1.  
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Figure 1 shows that the integration of the two firms initiates a new growth trajectory.  When the dual trajectory of both firms is considered, the enlarged firm enters a revival stage of the organisational life cycle.  MNE acts as a critical change agent in the growth of the SME, while the SME acts as a growth mechanism for the MNE.  In order to better understand why this might occur, it is necessary to briefly review the constraints and complementarities of the MNE and SME.  We draw on elements of both small firm, and multinational firm research to do this, paying particular attention to the characteristics of the SME from a small domestic market (such as New Zealand). 

The research question thus posed is: “what is the critical juncture at which the SME/MNE decides to engineer an takeover/acquisition – that leads to the integration of the two firms?”

IV Context and method

To understand the dynamic context in which SME/MNE integration has taken place two different industry contexts in New Zealand were chosen.  The world market for both of these industry contexts is dynamic, driven by both changing consumer tastes and the rapid growth of enabling technologies.


The research question and the conceptual model developed suggested a research approach that would allow us to discover the realities and perceptions of firm management; for this the methodology of phenomenology, which supports research by examination of the subjective experience of research informants, was identified as the most appropriate.  The case study method was used which allowed us to focus on real life contemporary events to produce a meaningful understanding of those events (Yin 1994; Remenyi 1998).  Taking a longitudinal (historical) approach to the case study subjects allowed us to identify the critical junctures at which the decision to integrate occurred. Within cases three sources of evidence were used; interviews, direct evidence and physical artefacts (such as product information provided by the firms, and company documentation, press releases and company websites).  This facilitated triangulation in data processing, which enhances the validity of the findings.  

Content analysis of this information proceeded until a clear point of theoretical saturation was achieved, leading to an increasingly focused description, classification and connection of phenomena identified in the experience of informants.  The case studies offer a rich, comprehensive and multidimensional explanation of the changes identified which enabled us to construct a revised model of SME/MNE life cycle integration.  The limitations of this study are that the sample size is small (two firms).  The limitations can be justified since this paper offers results of an exploratory study; we are proceeding with the development of further cases in our fieldwork using a multiple case study design, which will strengthen and broaden the capacity to draw analytical conclusions from the study.  The addition of more cases to the study will allow the use of replication logic to anticipate propositions across cases and enhance external validity (Yin 1994; Glaser and Strauss 1967). 

Industry and case profiles


The choice of two different industry contexts, one knowledge or technology-based and one resource-based, enables the research to explore the differences in internal and external motivators and life cycle stages.  In particular, we expect that firms in resource-based industries will base their competitiveness on more location-bound advantages, in contrast to those in knowledge-based industries whose competitive advantages will be more mobile. This expectation is based on the notion of ‘slippery space and sticky places’ to explain how some advantages are tend to be mobile while others are linked to a specific location.  

The choice of a resource-based firm and a non-resource based firm is quite deliberate in the New Zealand context.  In common with other small, developed countries such as The Netherlands and Denmark, New Zealand has a diversified economic structure.  However, there are some distinct differences. The bulk of New Zealand’s export income is derived from pastoral products and forestry (dairy products, meat, wool and timber).  There has been some agricultural diversification into wine, horticulture (kiwifruit) seafood and processed foods. Increasing production efficiencies and farm rationalisation has led to reducing requirements for agricultural labour. This, over the last fifty years has led to ‘urban drift’ where the population is now heavily concentrated into three main urban conurbations – two of which are in one of the two islands of New Zealand. The industrial (manufacturing) base of the economy, once propped up by protectionist policies is shrinking, and current government policy is to encourage the development of knowledge intensive industries and services to provide employment opportunities for the urban population. 

Therefore, the choice of industry context reflects the growth taking place in two distinct industry sectors – one knowledge intensive, one resource-based.  The shared characteristic is that both of the profile firms are SMEs.  The following section outlines the two industries chosen for this study, followed by a profile of each SME and MNE in the two industry contexts chosen.  Table 1 gives brief company profiles on both the SMEs and MNEs included in the study.

Table 1:  
Company Profiles at Acquisition Date

	Industry
	Telecommunications
	Wine

	Firm
	SME A
	MNE A
	SME B
	MNE (B1) (B2)

	Acquisition date
	July 2001
	2000 (B1) 2003 (B2)

	Date of Founding
	1977
	1937
	1943
	1960 (B1) 1945 (B2)

	No. of employees
	90-100
	4700+
	100
	500 (B1) 5000+ (B2)

	Sales
	NZ$34m
	US$1b
	NZ$50m
	Aust$75m (B1) US$2.7bn (B2)

	Strategy
	Global niche
	Global product leadership
	Global Niche
	(B1+B2)

Global Product Leadership

	Positioning
	1 of many national/regional competitors
	1 of 4 largest global companies
	1 of two national competitors
	World’s largest wine company 

	Firm-specific advantages
	Unique technology
	Product range, size, market scope
	Unique “new world” white branded varieties
	Product range/geographic scope

	Location-specific advantages
	Expertise (NZ)


	Labour, expertise, markets (world wide)
	Land/cool climate winemaking expertise (NZ)
	Brand management, world wide distribution


Industry A - Telecommunications 

The first industry discussed in this paper is the telecommunications industry – a non-resource based industry. Stimulated by technological advances and liberalisation, the telecommunications industry worldwide has experienced massive investment and growth, rapid change, and declining returns due to overcapacity - all in the space of less than a decade.  Prior to major privatisation and deregulation in the early 1990s, the industry was dominated by state-owned telecommunications enterprises operating within their own national borders.  In Europe, former government monopolies have been privatized and the market opened to competing providers.  In the United States the break up of A, T & T left several independent 'baby-bells' which enjoyed monopoly power in their own regions (Carter and Wright, 1999).

Today, the industry is characterised by intense competition between multiple competitors and a shift toward international expansion.  Liberalisation and deregulation has encouraged a proliferation of new companies, services and technologies.  Rapidly changing technology, which has seen the rollout of 3-G networks (2002) and talk of 4-G networks for the future, has also prompted large-scale investments in R&D and transmission networks internationally.  

Large players from Japan, the US and Europe have shifted their focus towards global operations through building new networks and acquisition of foreign operators.  Equipment, accessories and services are also being developed for more global market uses and tastes.  In contrast with the industry environment pre-1990, the telecommunications industry is now led by large, increasingly global or regional players who are willing to invest in network and distribution infrastructure and who are able to continually match competitors’ product offerings in the marketplace.  It is, therefore, a difficult playing field for the small, research-based firm with limited product offerings.

Meltdown in the telecommunications industry began in late 2001 following the collapse in technology stocks and dot-com companies.  By the end of 2002, the telecommunications collapse had resulted in several large corporate bankruptcies (including WorldCom), cost half a million jobs, and lost US$2 trillion of US market value. The main contributor to the downturn is investment into massive network overcapacity built to cater to overly inflated demand forecasts.  From 1998-2001 transmission capacity increased 500 fold, whereas demand merely quadrupled.  Today, in 2003, it is estimated that only 10% of the world’s fibre optic lines are in use.  The mismatch between capacity and demand has meant companies are unable to service the debts incurred with the network rollouts.  Demand for equipment, in particular, has fallen as companies rein in spending, and returns on sales are falling as competitors use predatory pricing tactics.  3-G products and services have not lived up to expectations and this has also contributed to slower sales.  The combined effect has been a financial crisis in the telecommunications industry.

These events, while slowing the pace of change in the industry, have made an even more perilous environment for the small firm.  Although it is predicted that growth in services such as broadband and wireless messaging will encourage recovery in the industry in 2004, companies have already started to move towards consolidation in the industry for long-term survival.  In addition, developed country markets for mobile phones are saturated and new growth is more likely to come developing markets.  Ironically, it is predicted that the local service providers, those who are closest to revenue-generating customers, will be the firms least affected by the downturn.  It is likely, therefore, that company restructuring, acquisition and closures will continue, and that larger players will also seek to acquire profitable local networks.  


In New Zealand, deregulation of the telecommunications industry began in April 1987.  The sale of the main telephone service provider, Telecom New Zealand in 1990 to a US led consortium, and gradual entry of other competitors to the industry and resulted in improved efficiencies, innovation and lower prices for consumers (Clifford, 1993).  While foreign firms dominate the bulk of the New Zealand telecommunications industry, there are several innovative local firms that operate in speciality niche areas.  This strategy allows them to expand beyond the limited domestic market while avoiding head-on competition with major players internationally.  Exports from these firms account for $400 million per year (1996), although in comparison to other competitors in the region, New Zealand exporters are small and face higher risks due to distance and negligible support from government  (Campbell and Corbett, 2002).

Company  SME A – Telecommunications

SME A was established in 1977, and its primary activity was the design and manufacture of base station equipment and accessories for cellular communications networks.  Prior to its sale in 2001 to MNE A, SME A employed 80 staff and had tripled its turnover to NZ$34 million in just three years.

Central to SME A’s competitiveness were its ideas and designs and it vigorously protected them from competitors through multiple patents, and legal action if necessary.  The company emphasised continual development and innovation, and had an R&D budget of approximately 11 per cent of sales.  Its flagship product was a leading-edge base station antenna.  This antenna was able to be adjusted as often as required from a remote location, thus eliminating the costs and inconvenience associated with shutting down the base station and manually fixing the antenna. 

SME A relied heavily on exporting, and over 95 per cent of its products were destined for markets outside New Zealand.  The company had established itself in several offshore markets (Australia, Malaysia, Thailand, Hong Kong, China (its largest market), and was looking to increase market share in others (Europe, North America, Brazil).  Exporting was necessary because the New Zealand market for its niche products was limited.  Although the company attracted customers from around the world, they relied on local agents to sell internationally.  This strategy was becoming increasingly problematic for the company, which felt it could provide much better service and attract more customers if they were physically located in their markets.  SME A also relied on offshore suppliers for its more sophisticated manufacturing equipment.  

Exporting from New Zealand was inhibiting the company’s performance by being isolated from key customers and by generating high manufacturing and shipping costs relative to competitor’s offerings.  In addition, the costs of reaching and retaining these global customers from its New Zealand base were growing.  Competition within the industry was becoming more intense, and customers were beginning to demand more from suppliers.  SME A also faced several internal obstacles to international market and production expansion.  Principal among these was the owners’ aversion to the growing risks associated with expanding internationally.  The company was also constrained by its lack of international scope and presence, particularly in marketing and distribution, as well as a lack of personnel or Board members with international experience.  

By the end of 2000, was clear that SME A needed an external partner, one who could provide the capital funds needed to set up offshore production and marketing channels, and to reduce the total risk to SME A’s private owners.  The managers and owners felt that the only way to ensure total commitment from a partner to growing the business, maximising shareholders’ value and exploiting future potential, would be to sell the company completely via a competitive trade sale.  The ideal purchaser would be the firm that could add the most value to the business - by having a complementary product range, distribution capability, and by being committed to exploiting SME A’s technology through growth of the business.

Company  MNE A – Telecommunications


In July 2001, SME A was sold to a global telecommunications equipment company.  MNE A is a global leader in the design, manufacture and supply of communications equipment, systems and services, and provides solutions for wireless, fixed-line and broadband wireless telecommunication service providers, Internet service providers and broadcasters throughout the world. Founded in 1937, MNE A is a billion-dollar (USD), multinational corporation with more than 4,700 employees in 29 countries. 

MNE A’s reasons for purchasing SME A were to acquire its intellectual property, the patented antenna product, and the talent pool that had developed at SME A.  The complementarities between MNE A and SME A were apparent prior to the sale.  MNE A was already in the business of making antennas and associated systems, and saw SME A’s intellectual property and patented antenna products as extending their existing product range and giving them the capability to offer a more complete system to their customers.  

MNE A’s strategy for maintaining growth is through acquisition and development.  Its recent history shows a string of related acquisitions, including SME A in 2001.  Since then, it has continued this strategy, acquiring other firms to advance its competitive position.  For example, through acquisition of a firm in 2002, MNE A became the leading independent supplier of radio frequency power amplifiers worldwide.

In October 2002, it was announced that SME A’s New Zealand operations would close.  This came as a result of the downturn in the telecommunications industry worldwide and subsequent rationalisation by MNE A.  However, this outcome has not prevented mutual benefits accruing to both firms.  Post-acquisition, MNE A now boasts a family of antenna products and associated accessory products, while SME A has access to worldwide marketing and distribution networks and financing for further development, and both companies share their technological expertise.

Industry  B -Alcoholic Beverages - Wine

The second industry (resource-based) discussed in this paper is the alcoholic beverages (wine industry). The world wine industry can be divided into two main production ‘worlds’ – the Old and the New.  The Old World of wine production refers to those countries that have a long tradition of significant, wine production, export and consumption – the traditional producers are France, Italy, Spain, Portugal, Switzerland, Germany and Austria.  These countries of the Old World of wine production account for around 70 per cent of global wine production (Office International de la Vigne et du Vin, 2002) and established their production and trade patterns centuries ago.  By contrast, the New World of wine production and export  - relative latecomers to the industry - account for only 22 per cent of global wine production – and include Canada, Australia, the United States, New Zealand, Chile, Argentina and South Africa.

The entry of New World producers into the industry has diluted the power of the Old World producers, and it is predicted that tensions between the two worlds will increase over the next few years as the dynamics between these producer/exporter wine areas continue to change. The major differences between the Old and New Worlds relate to the degree of regulation -heavy regulation to control quality and maintain price premiums is a characteristic of Old World production while New World producers have utilized their relative freedom from regulatory controls as to the type of wine that can be produced in a specific region, to experiment and undertake cross-regional blending to ensure more consistency in the product.  Old World wines are often inconsistent as cross-regional blending is not common.

The wine industry has historically been highly fragmented; there were large numbers of small producers, and relatively few medium and large enterprises.  Fragmentation was a consequence of strong family history in the Old World – vineyards and wineries have traditionally been owned and operated by successive generations of the same family – and the price of premium vineyard land has inhibited the entry of small players.  Firms in the New World were small as a consequence of small domestic markets and levels of vertical integration, while fluctuating over time, is now generally low as a result of the proliferation of related and supporting industries and services.

The contemporary world wine industry is highly internationalised, not only in relation to trade (exports and imports) but also in terms of ownership.  Market pressures have been increasing, not only as a result of fierce competition (the United Kingdom although not a significant producer of wine is a significant importer) but also in response to the current worldwide wine surplus.  Approximately 15-20 per cent of overall production is in excess of demand requirements (Beckett, 2002).

Old world producers have obtained location (cheaper vineyard land) and ownership advantages (leveraging technical know-how) through investment in New World wine regions.  Foreign entities now own more than half of New Zealand’s wine production (New Zealand Winegrowers, 2002) and foreign investment is a valuable source of capital, skills and knowledge, enabling domestic industries to upgrade their competitive position and to secure market access through distribution channels offered by foreign entities.

Company  SME B – Wine

SME B is one of the oldest wine companies in New Zealand, established in 1943 by a European immigrant owner.  The family maintained, until its recent corporate takeover, a strong family culture and tradition.  The firm’s first vineyard was planted in West Auckland, and produced mainly fortified wines for New Zealand consumers – who were more accustomed to drinking beers, spirits and tea – rather than wine – a reflection of the tastes of New Zealand’s largely British immigrant population. 

Table wine consumption began to increase in the 1960s as restrictive legislation on the consumption of table wines in restaurants (liquor licensing) was progressively relaxed, and as consumers began to travel more and were exposed to a wider variety of cultures, which have very strong wine drinking traditions.

Like many other New Zealand winemakers from the mid 1970’s to the early 1980’s SME B expanded its plantings of a fast growing white grape hybrid – a Riesling- Sylvaner cross.  In 1984 an incoming Labour government increased excise taxes on wine and consumption dropped dramatically.  Domestic oversupply resulted in a discounting war and many wine companies, including SME B, faced possible collapse.

SME B’s position further deteriorated when a hailstorm destroyed approximately 90 per cent of its crop. The company sold off surplus land and participated in the governments “wine pull” scheme – whereby growers were paid to pull out the ubiquitous Riesling sylvaner grape and replant with classic varietals.  Ultimately the family of the privately owned SME B was able to buy back their business from their investment partners.  Declining domestic consumption, fierce competition and a wine surplus led SME B into seeking export markets – initially to Sweden, but then successfully to European countries that did not produce wine – Denmark, Finland, Belgium, Luxembourg and the Netherlands, followed by entry into the British market and later exports to Japan in 1998.  Europe became its biggest export market by 2002 accounting for about 27 per cent of sales. As well as retail sales, the company focused on servicing airline contracts (18 per cent of sales in 1999– and purchased another small New Zealand wine company in 1998 and a stake in a distribution chain.  The domestic market was the company’s mainstay, accounting for around 60 per cent of total sales (List, 2003).

Company MNE B1

In 1998 SME B listed on the New Zealand Stock Exchange (NZSE) issuing 8.75 million shares for NZD$7 million, with the family owning 1.25 million shares.  One of the other major shareholders was a large Australian wine company (MNE B1) who initially purchased 23.6 per cent of the company, and subsequently increased its holdings their holdings to 40 per cent in May 2000, as well as taking charge of the marketing and distribution of SME B’s wines in the US and UK markets.  In August 2001 MNE B1 finalised its takeover offer for SME B, who was subsequently de-listed from the NZSE.  Financial calculations for SME B (available only for the two years it was listed as a public company) suggest that the SME B’s net profit margin was only just over 2 per cent of total sales; it was carrying high levels to inventory as a percentage of total assets, and apart from the public share float in 1998, were relying on debt to fund expansion.

Company MNE B2

Enter MNE B2 – in January 2003 MNE B2 a US company bought MNE B1 (the Australian owner of MNEB 1) for NZ$2 billion.  This takeover created the world’s largest wine business with total annual sales of over NZ$3 billion.  MNE B2, in buying MNE B1 had acquired a stable of ‘New World: winemakers spanning New Zealand and Australia.  MNE B2 now has production facilities in these two markets and export markets in Europe, the United Kingdom, Northern Europe and the United States – and potentially China.  With competitive pressures in the upper price bands growing, both ‘New” and ‘Old’ World producers are targeting these segments, resulting in more vineyard area in many New World countries.  The effects of this situation will be felt most by brands that do not have strong, established distribution links – SME B is now well-placed with its strong brand image to benefit from having access to MNE1’s extensive distribution channels and international experience.

V  Findings  - Life Cycles

We are now in a position to integrate the findings of this discussion into the literature on company life cycles.  Table 1 showed the life cycle stages and characteristics of firms.  Table 2 below shows the life style indicators and stages for the sample firms.  The company characteristics for the telecommunications industry show that the life cycle stage for SME A (a younger firm) was growth, while the life cycle for MNE A (its acquirer) was revival.  Both parties were subjected to the pressures of a rapidly changing and increasingly competitive industry.  Thus, both parties benefited from integration – SME A gaining access to capital and global markets, while MNE A gained access to innovative products enabling it to maintain growth momentum through reviving the product range.  MNE A’s sales growth in 2000 follows a levelling of sales in the late 1990s, preceded steady sales growth throughout the early and mid-1990s.  This, combined with major restructuring of manufacturing operations in the mid-1980s is indicative of a revival stage in the life cycle.

Table 2: 
Company Life Cycle Indicators and Stages

	Industry
	Telecommunications
	Wine

	Firm
	SME A
	MNE A
	SME B
	MNE (B1)( B2)

	Age
	26
	66
	60
	70 (B1) 58 B2)

	Structure
	Semi-formal
	Formal

Divisional
	Semi-Formal
	Formal Divisional (B1 and B2)

	Management
	Entrepreneurs + Manager
	Manager(s)
	Entrepreneur + Manager (s)
	Managers

	Sales growth
	70%
	29%
	20%
	21%( B1) 25 % B2) 

	Products
	Single range
	Multiple range
	Multiple range but single source
	Multiple range single source (B1) Multiple range multiple source (B2)

	Markets
	International
	Global
	International 
	International (B1)

Global (B2)

	Life cycle stage
	Growth

export
	Revival

International expansion
	Growth export/domestic market stagnant
	Growth but slowing (B1)

Revival/expansion/industry consolidation (B2)



By contrast the company characteristics for the wine industry show that SME B was a relatively mature company having achieved rapid export growth from the 1980s onwards, but whose sales growth rate had slowed, having achieved market penetration in its initial export markets, but was struggling to make progress in its new target markets (the US).  Large domestic players, one of who became SME B’s first MNE acquirer (MNE B1), dominated the Australian market.   Only two years later, the acquisition of MNE B1 by MNE B2 (an American wine company) gave them a portfolio of wine makers from the New World, to add to their existing brands in the United States, Italy and France. SME B and MNE B gained access to the US market and also (through MNE B 2’s ownership of an on premise retailer in the UK) access to the United Kingdom market.  The combined acquisitions make MNE B2 the world’s largest wine business with a 20 per cent share of the branded wine market in the UK and an over 10 per cent share of the total UK wine market, more than double that of its competitors.

External contexts

In our view the external drivers to change in both of the industries studied are internationally driven changes.  The evidence shown in Table 3 supports this conclusion.

Table 3:   Pre-Acquisition Motivations and Contexts

	Telecommunications

Knowledge (Technology) based industry

	
	Internal Motivations
	External Context

	SME A
	Lack of: 

Capital

International business experience

International business scope

International marketing & distribution channels

Size and credibility cf. competitors
	Rapid technological change

Limited life span of key product 

Distance from markets/customers

Lack of local demand for product

Lack of locally produced equipment/supplies

Declining cost competitiveness of local production

	MNE A
	Global product leadership strategy

Growth through acquisition strategy

Need for continuous innovation, new technologies

Complementary, unique product to add to existing range
	Rapid technological change

Competitive pressures

Predicted demand in telecommunications industry

Expansion of network capacity by key customers

Acquisition and merger activity in industry

	
	Internal Motivations
	External Context

	Wine

Resource based industry

	SME B
	Lack of capital 

Advanced exporter – but looking to expand into US market

International marketing & distribution channels (UK and US)

Size and credibility of competitors
	Consumption internationally declining

Migration of consumers to value for money wines

Lack of local demand for product

Competitive market – with many producers 

New entrants – from new “new world” countries

Highly fragmented industry – major players present in alcoholic beverages sector

	MNE B (1) 
	Investors looking for better returns 

Limited to single country production

Unable to expand market share in key markets such as UK and US


	Wine - Highly fragmented industry

Migration of consumers to value for money wines

Scope to leverage off brand limited

Worldwide distribution lacking

	MNE

B (2)
	Embarking on ambitious programme of acquisition with product portfolio in every key producing country

Recognizes growing export potential for New World wines

Consolidation  of stable of well recognised brands – complementary rather than competitive 
	Fragmented industry offers opportunity for single industry player to consolidate and created worldwide wine strategy

Leveraging off brand recognition for consumers

Expanding routes to traditional markets via distributor push and consumer pull

Individual wine businesses able to focus on day to day activities

Provides competitive scope to attack other existing alcoholic beverage branders – adds to portfolio of existing brands




Table 3 shows that the internal motivations (pre-acquisition) and the external context in which the telecommunications industries are operating (with differences for local (SME A) and global (MNE A)) resonate with each other.  SME A lacked capital and international business experience, and operating in a local market found that distance from markets/customers and lack of locally produced equipment and supplies had lead to a declining cost competitiveness of local production.   For MNE A their motivation for acquisition was to find new sources of innovation and new technologies, offering complementary, unique products to their existing range.  The global telecommunications industry is undergoing rapid technological change, subjecting industry incumbents to competitive pressures as key customers expand their network capacity. 

Internal motivations for SME B in the wine industry – were a lack of capital (despite their share float in 1998, the company was increasingly relying on debt to fund international expansion).  SME B was finding it difficult to break into the US market and was relying on a narrow range of export markets; its domestic sales still accounted for 60 per cent of sales revenues.  MNE  B (1), was initially a majority shareholder in SME B, until full takeover was achieved in 2000.  MNE B (1) despite being a much larger wine company, like SME B depended on a single country source, Australia, and later New Zealand for its product range.  MNE B 2’s acquisition of MNE B 1 (thus becoming a super parent of SME B) created the wine world’s largest single player, with an even balance of product portfolios and distribution networks throughout the New and Old world’s of wine.  However, since MNE B 2 also had other alcoholic beverage brands, they were not dependent on single product ranges (albeit with different characteristics) from single country producers.

Post-Acquisition Life cycle Outcomes


Table 4 shows the outcomes (post-acquisition position) of the companies in the two industries:

Table 4 : 
Post-Acquisition Life Cycle Outcomes

	Life Cycle Outcomes

	Telecommunications

	SME A
	International expansion via MNE A’s existing marketing/distribution network infrastructure, integration of activities with parent (technology/expertise sharing), further development of key product, eventual local closure of original New Zealand site.

	MNE A
	Acquisition of a competing innovation, enabling a complete product range to be offered to customers, continued growth through acquisition, expansion of markets and launch of new product innovations (As shown by number of acquisitions and product launches prior to and since July 2001).

	Wine

	SME B
	Access to Australian markets through MNE A acquisition, and through MNE B acquisition to US and UK distribution chains.

	MNE B1
	Gains leverage over combined Australasian market with access to second largest NZ player – complementary product portfolio.

	MNE B 2
	Gains diversified product portfolio (‘hot’ New World Wines) to add to US brands – geographic scope and global reach.



The life cycle outcomes for SME A in the telecommunications industry is that they have achieved international expansion via the network infrastructure, have achieved integration and further development of key products – but global rationalisation has seen the closure of the New Zealand site (SME A).  MNE A will continue to grow through acquisition, expansion of markets and launch of new product innovations.  MNE A is undergoing a revival phase through its acquisition of new innovative SMEs.  The two companies, combined, are both more competitive than apart, particularly in the case of SME A, whose life span would have been considerably shorter had the sale to MNE A not gone ahead.


The life cycle outcomes for SME B in the wine industry, is that through acquisition by MNE B1 and subsequently MNE B2 they are now part of a globally integrated wine company, with complementary businesses with strong growth prospects.  MNE B2 through acquisition of MNE B1 is now the world’s largest wine company with powerful market positions in the US, the United Kingdom, creating a strong platform to grow their export business in other key markets.

 VI Model development


Figure 1 of this paper offered a conceptual model showing the integration of SME and MNE life cycles.  We suggested that the SME has perceived advantages in the early stages of its life cycle, but reaches a critical point in its growth stage, where owing to lack of resources (capital and human resources) it ‘sells up’ and achieves growth via the MNE ownership mechanism.  The MNE in turn, may extend its growth stages or reverse the maturity stage of its life cycle by drawing on the advantages – innovation streams or entry into new markets, adding to its product portfolio (scope) and extending its geographic reach.


In the case of these dissimilar industries – one knowledge-based (telecommunications) and one resource-based (wine) we can see a pattern emerging.  The motivations for the two SMEs being acquired are similar – and related to size and the need for growth, but the contexts within which the industries operate are different.  The knowledge-based context is ‘slippery’, that is having acquired the SME for its innovative products and technology, the MNE may close the local operations and transfer the assets (technology, expertise) to another location.  The resource-based context is, on the other hand, ‘sticky’.  The purpose of buying the asset is to get access to the resources (markets, land, climatic differences and winemaking skills) that are specific to that location.  There is no advantage to the MNE by closing the local operation and in so doing lose the valuable imprimatur – the New World wine brands. 


Figure 2 shows that both the SME and the MNE have the same horizontal trajectories – at a specific point in time (the critical juncture) a shift takes place in ownership (acquisition), which has benefits for both the SME and the MNE.  This critical juncture leads to redevelopment for both types of firm – and in the case of the resource versus non-resource based firm, may lead to different outcomes for the local firm.  Resource-based firms may continue with local expansion – non-resource based firms may close their local operations.

Figure 2 – Critical Juncture – the revised model
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VII Conclusions

This paper reaches several principal conclusions. First, we concur with Penrose’s view (Penrose 1959 cited in Dunning, 2003) that the growth of a firm is an evolutionary process, which is driven by the need to possess, acquire and build on unique and sustainable competitive advantages.  We also find support for Penrose’s view (1959) that the development of firms does not proceed according to the same grim laws of living organisms.  21st Century firms, unlike the ‘domestic’ firms of Penrose’s era, have unrivalled opportunities to acquire unique and sustainable competitive advantages, a consequence of economic liberalization and the advent of global capital markets.  The 21st Century firm is a global ‘hunter’ seeking these advantages in hitherto unexplored territories.  Our non resource-based industry example, telecommunications, has been opened up for exploration and acquisition as national governments have gradually relinquished ownership of their state-owned enterprises.  To keep pace with technological change and consumer-led demand, new innovative firms, whose potential for international expansion is limited by their resource limitations, are entering the global markets by way of MNE integration.  

Second, the paper concludes that early entrants to a newly globalising industry (such as the international wine industry) are able to capture advantages surpassing that of their national rivals, through building a portfolio of brands that links the New World producers with consumers in both the New and Old World industries.  Leveraging off economies of scale and scope, these global companies are able to overcome what has been the most disadvantageous aspect for New World producers – access to distribution outlets and the ability to successfully manage a global portfolio.  Like fast moving consumer foods, wine has become part of the alcoholic beverage portfolio – by leading wine companies away from the sequestered niche in wines, global alcoholic beverage companies can build brand equity in their respective portfolios.  

Third, in the case of a small, geographically isolated country, this research has highlighted the importance of understanding the progression of SMEs and MNEs through stages in their life cycles. This study has implications for policy makers in understanding how SME and MNE integration works over the life cycle of the firm.  Proposing policies for arresting the decline stage of the SME – are inherently flawed, since as a globally integrated economy we would expect firms to be involved in a cycle of growth and renewal through integration and institutional transformation. As we found, in the cases of SMEs from two different industry sectors, their ability to maintain growth is hampered by lack of resources.  Public listing provides access to capital – but the Australian and New Zealand wine companies who took this route were unable to offer the returns to investors that was in any way comparable with a large diversified MNE in the food and beverage business.  As these two companies realized, integration of their activities through two takeovers provided the advantage of operating across a broad portfolio of wines, spirits and imported beer categories – categories that they would not have been able to access without undertaking costly acquisitions on their own account.  Redefining the industry boundaries – as this example of integration shows - offers not only the potential for creating operating efficiencies in raw material supply, production and shipment, created opportunities for distribution through a network of sales and marketing operations.

Finally, this study is of necessity positioned as an exploratory one.  The sample size is small and the potential to generalize these findings is naturally, limited as a result.  However, as this exploratory study continues, and more firms are included in the sampling frame, the opportunity to create an expanded and enriched longitudinal model of SME and MNE integration will make a significant contribution to our understanding of the transformations that are taking place in newly globalising industries in newly globalising economies.
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