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Summary

This paper is concerned with international enterprise partnerships and cross-border
co-operation involving SMEs. After explaining what is meant by such partnerships,
and some of the factors contributing to the growing interest in them, the paper
focuses on two key issues: firstly, the preconditions for developing international
enterprise partnerships in a transition context; and secondly, the policy options for
encouraging and promoting such partnerships.

In a world where economies are becoming increasingly interdependent, international
partnerships between companies offer a potential mechanism for firms to cope with
and exploit the benefits of international interdependence, whilst also stimulating
regional and national economic development. This is particularly relevant in the
context of recent EU enlargement, which has created new external border regions. In
the context of transition economies, cross border co-operation offers a potentially
attractive strategy for SMEs to access new markets and lower-cost production sites
for western partners, faced with increasing competitive pressure, on the one hand,
and opportunities for entrepreneurs in a transition context to gain access to capital,
technology and know-how, as well as a strategy for market entry and capacity
building, on the other.

At the same time, it is important to stress that international enterprise partnerships
must not be seen as a panacea for SMEs facing increasing internationalisation
forces. Some SMEs in transition and developing countries have already experienced
the negative effects of foreign companies seeking joint venture partners as a short-
term expedient, faced with uncertain local market conditions. Such firms may
experience few of the learning benefits that are one of the prime justifications for
this type of strategy in the longer term, from the standpoint of the partner in the host
economy. As a consequence, there is a role for policy in seeking to develop
partnership arrangements that clearly involve mutual and some lasting benefits for
both partners (whether or not the particular partnership is long lasting).

Although changes in the external environment can be said to have increased the
potential benefits from international partnerships involving SMEs, and whilst some
attempts have been made to encourage their development, efforts to promote such
inter-enterprise co-operation are unlikely to be effective without the appropriate
policy, institutional, and technological preconditions in the countries concerned. The
rationale for policy to encourage and support international enterprise partnerships
between SMEs is based on a combination of ‘market failure’ arguments and those
concerned with the potential welfare gains that can accrue to national economies
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from having a more competitive SME base. Although various enabling forces offer
potential opportunities and benefits to SMEs to engage in international partnerships,
their limited internal resource base can affect their access to the information,
knowledge and other resources that are necessary for these opportunities to be
exploited. As a consequence, the markets for information, advice, consultancy,
training and finance do not always work perfectly as far as SMEs are concerned,
placing them at a disadvantage in comparison with larger firms. This provides a
rationale for the state to take steps to intervene on the basis that the market is not
operating perfectly as far as SMEs are concerned. In this context, analysis suggests
that the pre-conditions for facilitating the development of international enterprise
partnerships include: creating an appropriate and effective legal and regulatory
framework; developing an effective business support infrastructure; a suitably
supportive financial structure; an enabling ICT environment.

l. Introduction

One of the growing influences on the environment in which SMEs are operating is
internationalisation. Although increasing internationalisation forces are contributing
to changes in the external environment for firms of all sizes, they present particular
challenges and opportunities for SMEs because of a variety of size related
influences. Since internationalisation forces are associated with an increasing
interdependence between national economies (such as with respect to markets,
patterns of supply, capital and production systems), governments have an interest in
seeking to exploit the potential that such interdependence offers, as well as trying to
minimise any potential sources of threat, if the SME sector is to fulfil its potential
role in national and international economic development.

In mature market economies, the last two decades have seen a marked increase in
the international activities in firms of all sizes. Facilitated by continuing
developments in transportation, information technology, financial systems and other
factors, both large firms and SMEs have increasingly become involved in
international operations in order to exploit new markets and new sources of supply.
Schmidt (1996) refers to the increasing number of SMEs that are managing their
operations on a global basis. This is supported by evidence showing the percentage
of US based small companies operating in international markets increasing from
20% in the early 1990s to more than 50% (Hitt and Barkhus, 1997). More generally,
the OECD (1997) report that internationalised SMEs account for approximately 25-
30% of the world’s manufacturing exports, with their export contribution to GDP
representing 4-6% for OECD countries and 12% for Asian economies.

Whilst referring only to exports, these figures indicate that internationalisation is no
longer the exclusive domain of large corporations. A growing number of SMEs,
increasingly view their ‘market’ as international rather than narrowly in local,
regional or national terms. In general, SME internationalisation is greater in small,
open economies and less in larger, more self-contained economies, although there
are exceptions. For example, France and Italy are reported to have 30% and 70% of
exports respectively contributed by SMEs, while in the small open economies of
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Malaysia and Australia, the contribution is less than might be expected (OECD,
1997).

Moreover, SMEs are not restricting their international activities to exporting. This is
illustrated by the rising trend towards the adoption of other forms of international
market entry and development, such as FDI, strategic alliances, licensing, joint
ventures and similar modes of co-operation (Oman, 1984; Young, 1987).
Internationalisation has also reduced the importance of national boundaries to the
supply chain, with the result that all forms and sizes of enterprise are now
increasingly linking up with foreign enterprises to form cross-border partnerships
and clusters (Ohmae, 1995). At the same time, it is estimated that only about 30-
40,000 of SMEs are truly global in their operations (in the sense of being active in
multiple countries and/or across different countries), with those based in mature
market economies representing the majority.

The emerging global economy of the 21% century, and its effects on SME
development, poses new challenges for governments in all countries. In OECD
countries, most governments recognise the importance of the SME sector to
economic development in policy terms, although the emphasis varies between
countries. On the one hand, the role of government in terms of policy includes direct
support measures (such as interventions designed to support export promotion). On
the other hand, more importantly, it includes the whole range of policies concerning
the economic, legal and regulatory environment in which SMEs operate, as well as
in influencing the operation of markets in order to avoid market failure from a SME
standpoint. In addition, a growing number of governments in mature market
economies are recognising the potential benefits of encouraging and promoting
inter-firm collaboration through a variety of network initiatives.

In emerging market economies, an important potential role for government is to help
SMEs gain greater access to international markets, technology and know-how and
finance, in order to facilitate their growth and better withstand increasing
competitive pressures for which firms may not be well prepared. The potential
welfare gains to the economy as a whole, that can accrue from having a strong SME
sector, may be used to justify measures designed to help these firms to achieve their
potential economic contribution.

The challenge for governments is to create a facilitating and supportive environment
for SME development (OECD, 1999), that enables SMEs to exploit the potential
benefits and/or cope with any additional costs or threats from increasing
internationalisation forces, whilst avoiding becoming protective. In this context,
encouraging and facilitating inter-firm co-operation may be one of the ways of
helping domestic SMEs overcome some of the internal resource constraints. At the
same time, such a policy stance needs to be based on recognition of the potential
pitfalls of such a strategy for SMEs as well as the potential gains, the balance
between which can vary between different types of co-operative activity.
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The context of EU enlargement

The process of EU enlargement is redrawing the political map of Europe with
particular implications for regions that are adjacent to new borders of the EU. The
changes present entrepreneurs and businesses in these regions with new sources of
threat and opportunity, but also for less-developed regions of old member states
bordering new member states. It may be argued that enlargement of the European
Union will produce negative effects on both border regions in old member states and
those in adjoining NIS and Balkan countries, for example, unless special measures
are taken. The orientation of new EU members towards the West, together with new
regulations for cross-border trade and visits may hamper traditional cross-border
cooperation of individuals and enterprises (EastWest Institute and Institute for
Regional and Euro-Integration Studies, 2004). Such issues are of considerable
political, as well as economic and social significance, as the enlarged EU now has
direct borders with countries that were previously part of the former Soviet Union
and Yugoslavia. In this context, the future economic and social development of
border regions is a potentially important influence on future political stability in
Europe.

Each EU enlargement has made some people fear isolation and/or a further burden
on particular regions. In fact, enlargement offers new opportunities for cooperation,
better mutual understanding and increased prosperity. When joining the EU, Finland
brought with it a 1,300-kilometer border with Russia and together with Sweden
argued for a regional EU policy along the lines of the existing Mediterranean
programs. The ‘Northern Dimension’ formally came into existence in 1998 as a
framework program to coordinate and develop regional cooperation between EU
member states, candidate countries, and north-western Russia in fields like
environment, nuclear safety, transport and communication. The particular focus of
Finland was on North-western Russia and Kaliningrad. The empirical evidence from
Finland seems to confirm that cross-border co-operation, when cleverly
implemented, increases material and social wealth for all sides involved. Especially
when the accent is on a micro level focusing on fostering entrepreneurial activity as
it is perhaps one of the most tangible and mutually beneficial forms of cross-border
cooperation.

In these circumstances, cross-border co-operation between different actors
(including enterprises, households, and institutions) offers a potential source of
opportunity which can lead to enhanced competitiveness for both partners. The
nature and extent of cross-border co-operation varies between actors (i.e.,
enterprises, households, institutions), ranging from informal forms (e.g., petty
trading of households, repeat business based on personal contacts, information
exchange of local authorities) to formal arrangements (e.g., joint ventures of firms,
twinning agreements between institutions and/or regions).
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Il Types of Cross-Border Co-operation Involving SMEs

Changes in the global business environment are being reflected in the types of
strategy used by firms to respond to them. Structural changes in mature market
economies are adding to the pressure on firms to cut costs which, combined with the
high costs of social welfare and associated labour on-costs, have made many
enterprises increasingly uncompetitive. As a result, rather than simply engaging in
international trade, deeper forms of integration are being sought in order to minimise
costs, as part of a trend towards international production (see Dunning, 1995).

Figure 1: A Constellation of SME-Based Alliances

<€

Outside Technology Long-term co- Long-term Joint
contracting | alliance R&D operative co-operative venture
— product agreement — agreement — with large
production distribution
Joint
Technology Export Licensing venture
Purchaser / alliance management with SME
supplier R&D - trading co
relationship process Long-term Equity
co-operative investment
agreement — from large
marketing
Equity
investment
from SME
Non equity-based Equity based
(Short) Life span (Long)
(Low) Risk, control, expected return on investment (High)

Source: Weaver (2000)

International production inevitably leads to the development of cross-border

production operations,

including partnerships of different types,

such as

subcontracting, joint ventures and franchise arrangements. Weaver (2000) has
described a constellation of SME based alliances, representing a variety of
structured agreements that establish exchange arrangements between participating
firms (see Figure 1). Whilst some may represent long term co-operation, others may
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have a limited life, according to the circumstances which led to their creation.
Moreover, whilst some links may be between two SMEs, others may involve some
form of partnership arrangement with larger companies. Both types of linkage may
be appropriate in different circumstances (e.g. in different sectors), although it may
be argued that co-operation with between SMEs may offer a greater chance of a
balanced interdependence relationship developing than a more dependent one.

Within the context of a variety of inter-firm linkages, co-operation ties involve more
than the links created through ‘normal’, arms-length transactions, since they involve
a commitment to mutual development and a willingness to accept some degree of
involvement of one firm in the operation of another. In this context, ‘relational
contracting” may be distinguished from arms-length competitive contracting (Perry,
1999, p28). Whereas the latter has a focus on satisfying immediate supply
requirements, relational contracting is concerned with securing longer term
advantage through information sharing and co-operation, by involving suppliers in,
for example, new product/process design. Clearly, the latter offers considerable
potential value added to subcontractors compared with the former. Other forms of
co-operative arrangements, such as joint ventures, involve ownership ties; in this
case, by two or more firms controlling a third party enterprise. A joint venture
represents a form of co-operation with a typically narrow and sometimes short-term
focus, although wider co-operation may stem from it.

Franchising may also be considered as an example of an organisational network.
Franchising is of interest because it provides a way of overcoming distance barriers
to interaction, enabling the internationalisation of elements within the service
economy. Franchising can provide self-employed and small firm proprietors with
access to a wider organisational resource base, provided they comply with the
production and management systems set by the franchisor. At the same time, as in
the case of subcontracting, the extent to which franchising offers a co-operation
relationship that involves reciprocal learning and some degree of independence for
the franchisee varies (Felstead, 1991), with implications for policy makers seeking
to encourage co-operation partnerships.

Strategic alliances, with SMEs and/or large firms, represent another form of inter-
firm linkage which are often seen as a response to the pursuit of business expansion
in environments that are characterised as uncertain and unstable (Contractor and
Lorange, 1988). This helps to explain the use of this type of co-operation by foreign
firms seeking to enter markets in ‘early stage’ transition economies, whilst offering
firms in the destination economy firms access to wider resources.

The effectiveness of cross-border SME partnerships of different types has been in
evidence in recent years. For example, the economic success of the southern
provinces of China from 1980s onwards largely came about because of the highly
efficient cross-border SME alliances and joint ventures involving mainland Chinese
businesses and Hong Kong-based SMEs (Ze-wen et al, 1991). The links forged
between Singapore and parts of Malaysia and Indonesia have helped both regions to
prosper (Ohmae, 1995). In Europe a large number of cross-border partnerships have
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also emerged involving German and Austrian SMEs working with SMEs in several
of the post-Communist economies, such as Poland, Hungary and the Czech
Republict, as well as between Greek and Bulgarian SMEs (Labrianidis, 1999). In
this context, faced with rapidly changing international market environments, co-
operative inter-firm activity may be viewed as a rational strategy for SMEs seeking
to respond with limited internal resources.

At the same time, it is important to stress that cross-border partnerships must not be
seen as a panacea for SMEs facing increasing internationalisation forces. Some
SMEs in non-OECD countries have already experienced the effects of foreign
companies seeking joint venture partners as a short-term expedient, faced with
uncertain local market conditions. Such firms may also experience little in terms of
the learning benefits that are one of the prime justifications for this type of strategy
in the longer term. This is suggestive of a role for policy in seeking to develop
partnership arrangements that clearly involve mutual and some lasting benefits for
both partners (whether or not the particular partnership is long lasting).

111 Forces influencing Cross-Border SME Partnerships

This section considers the enabling and constraining forces influencing the
circumstances in which cross-border co-operation between SMEs may be an
appropriate development strategy. In assessing the role of these influences, it is
important to consider the issues from the standpoint of SMEs in both mature market
and less developed economies.

Increasing competitive pressure on SMEs

One of the key drivers encouraging some SMEs to look for international partners is
increasing competitive pressure. International competition is increasing in most
product and service markets in developing and mature market economies alike,
encouraged by mechanisms such as the WTO and GATT, as well as regional trading
agreements such as NAFTA, MERCOSUR and the EU Single Market project.
Whilst increasing international competition affects firms of all sizes, there are size-
related characteristics that can affect the ability of SMEs to identify and respond to
such changes.

Compared with larger firms, SMEs typically have less ability to influence external
relationships with customers, suppliers and factor markets. As a result, their ability
to survive and grow depends on their flexibility to respond to external environmental
change forces. With a more limited internal resource base compared with larger
firms (particularly with respect to management and financial resources), co-
operation with other firms or external organisations, represents a potentially
important strategic response.  For example, SMEs that wish to enter foreign
markets, can establish formal links with local SMEs which have more of an idea of

! Czech Republic became a member of OECD in 1995, Poland and Hungary joined
in 1996.
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local market conditions and potential distribution channels, as well as more
experience of dealing with other aspects of the local operating environment. In
addition, SMEs under threat in their own traditional markets from lower cost
producers abroad can react pro-actively by sourcing from foreign firms through joint
ventures, franchising and licensing operations.

The forces of internationalisation and globalisation are pressuring firms of all sizes,
including SMEs, to improve their competitive position. Pressures to defend profit
margins, cut costs, innovate and adopt the most efficient technologies are becoming
increasingly important. Just as larger enterprises have in the past reacted to these
pressures by developing cross-border sourcing patterns and partnerships in order to
reduce production costs (Dunning, 1995), some SMEs are now following a similar
route for similar reasons. In principle, SMEs in developing countries with lower
production costs can be beneficially matched with SMEs in mature market
economies that possess higher level technical, marketing, and selling skills.

However, it must be stressed that this type of international networking opportunity
offers SMEs in mature market economies is more than an opportunity to reduce
costs through outsourcing. It also offers these firms opportunities to develop the type
of higher order competitive advantages that are less readily copied by competitors
(Porter, 1990), by focusing on those types of activity where the flexibility that small
size offers can be exploited to best advantage. This is associated with an emphasis
on higher value added activities in which innovation and product differentiation are
emphasised in the firm’s competitive strategy. Unlike large enterprises, which may
be able to rely on internal economies of scale, SMEs often need to seek economies
of scope as part of their competitive strategy, generated through linkages and
partnerships. Thus in principle, co-operation and increasingly international co-
operation, offers SMEs a means of competing in increasingly competitive markets
using strategies that enable them to combine the flexibility with cost reduction.

Increasing competitive pressures are not only impacting on individual SMEs but
also on existing clusters and SME networks. For example, in the northern Italian
regions where hitherto the specific form of partnership was local, there is growing
evidence of pressure to increase competitiveness through developing cross-border
partnerships which can take advantage of lower production costs outside Italy (see,
for example, Cossentino et al, 1996). As Cooke and Morgan (1994, p 106) point out,
“the region’s local sub-contracting networks, a source of strength in the past and a
core feature of the Emilian model, are beginning to unravel as production is shifted
to lower-cost regions and countries.” In addition, Garmise (1995, p 154) states, the
“.increase in mergers and acquisitions, minority shareholdings, contractual
agreements, and joint ventures..(.) undermines the co-operative, horizontal
subcontracting relationships existing among Emilian entrepreneurs”.

Clearly, local SME based networks, which in the past have been seen as model types
by some policy makers, are facing new sources of competitive threat requiring new
types of strategic response. Although the full importance of the specific changes
affecting these networks have yet to be determined, it would seem that the
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successful adjustment of existing industrial districts and local networks in mature
market economies likely to increasingly incorporate some form of international ties.

New market opportunities for SMEs in less developed countries

Although a number of studies have considered international partnership
arrangements as growth strategies from the standpoint of SMEs in mature market
economies, less attention has been paid to the needs and interests of SMEs in
developing and transition economies in this respect. A combination of the effects of
trade liberalisation on the level of competition in domestic markets, combined with
limited purchasing power in the home market, can be a key driver forcing growth
orientated SMEs to develop or increase their foreign market sales. For example, in
surveys undertaken in the Baltic States in 1995 and 1997, the small size of the
domestic populations, combined with low purchasing power, were important ‘push’
factors (in Estonia particularly) encouraging manufacturing SMEs to develop
foreign markets (Smallbone et al, 1996; 1999).

In such circumstances, subcontracting and other forms of collaborative arrangement
with foreign firms offers certain advantages compared with other strategies, since
they can reduce market entry costs and barriers, with lower associated business
risks. The survey results showed that the most frequently mentioned advantage of
subcontracting by the managers of those SMEs involved was a greater continuity of
sales revenue, compared with more arms-length relationships with customers, which
helped to ease pressure on their cash flow. Other commonly identified advantages
included ‘less need for marketing’ and ‘knowledge transfer’.

At the same time, it must also be recognised that in some circumstances, this type of
‘co-operation’ can involve a high level of dependence associated with a narrow
customer base, leaving subcontractors vulnerable to the purchasing decisions of
contractors to switch sources of supply. The potential benefits to subcontractors are
also affected by how much knowledge and/or other resources are actually shared.
The study concluded that “whilst subcontracting offers SMEs in transition
economies a strategy for entering and exploiting foreign markets with lower entry
thresholds than direct exporting, it is important that SME managers and their
advisers recognised the need for the subcontractor’s position to evolve over time, if
its foreign market presence is to be sustainable” (Smallbone et al, 1999).

Implicit in this conclusion is the idea that there is a potential role for policy to assist
firms in transition economies to manage their ‘partnership’ relationships, in an
attempt to ensure that the potential advantages of such arrangements are emphasised
and the disadvantages minimised. In this respect, one role for policy could be to
encourage the development of ‘relational’ rather than ‘competitive’ contracting type
arrangements, as described in section 1.
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Access to new technology and management know-how for SMEs in less
developed economies

One of the key constraints on the development of SMEs in T&DEs is access to
technology and management know-how. Whilst this partly reflects limited access to
finance, there are additional dimensions. For example, in the transition economies of
Central and Eastern Europe and the former Soviet republics, a combination of out-
dated equipment and a lack of market-orientated management knowledge and
experience are key constraints on the development of private sector SMEs,
particularly with respect to their competitiveness in foreign markets. In such
circumstances, co-operation with a foreign firm may offer a potentially attractive
development strategy, in order to access the technology and knowledge base of
firms in mature market economies. In this sense, it may be considered to be a factor
encouraging the development of certain types of partnership arrangements between
domestic SMEs and those in mature market economies, as one of the means for
narrowing the knowledge and technology gap.

The potential contribution can be illustrated with respect to an example of a joint
venture? from Ukraine, where the development of a private SME sector is still in its
infancy (Klochko and Isakova, 1996). The firm in question currently sells welding
equipment, both domestically and worldwide, through a joint venture with Czech
and Swiss partners. The original business concept was for a manufacturing
enterprise, since the enterprise was started by a group of Ukrainian engineers who
initially focused on producing cutting equipment. However, undercapitalisation
contributed to early cash flow difficulties, leading to a cessation of in-house
production. The firm currently focuses on selling a range of products from the
technologically sophisticated products of its Swiss partner to more basic equipment,
bought-in from Ukrainian sources. Asked to assess the joint venture, the Ukrainian
entrepreneur referred to his previous lack of management and marketing skills as
underpinning the initial attractions of the joint venture from his point of view,
although the experience in practice had also contributed to an upgrading of products
as a result of technical collaboration. Whilst the case demonstrates a successful joint
cross-border collaboration between SMEs, it also demonstrates some of the potential
constraints faced by SMEs in transition economies in entering such partnerships in
terms of financing.

One study specifically concerned with joint venture activity between SMEs in
developed and developing countries focused on international co-operation involving
Belgian SMEs (Donkels and Lambrecht, 1995). While highlighting the advantages
of such arrangements for the Belgian firms in terms of overcoming the
psychological, cultural and administrative barriers to developing sales in such
markets, the potential advantages to SMEs in developing countries, in terms of the

2 This is based on a case study undertaken in Kiev in 1999, as part of a project:
Identifying the Support Needs of Small Enterprises in Ukraine, Moldova and
Belarus: Developing a Policy Agenda’, funded under the TACIS (ACE) Programme
(contract no T95 4139R).
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acquisition of technology, technical and management skills was also recognised. In
addition, it was emphasised that such knowledge transfer is more likely to occur in
joint ventures than in looser forms of co-operation, because of the need for close
personal contacts for these processes to be facilitated.

The study also noted that a SME in an industrialised country may represent a better
partner for a SME in a developing country than a multi-national company, (MNC),
who often co-operate with local partners mainly to observe requests for local content
issued by host governments. Since the joint venture will represent a proportionately
higher commitment (in terms of time and money) to a SME than to a MNC, it is
argued that they are more likely to make every effort to ensure that it is a success.
Hence, one of the key policy messages that can be drawn from this work is the need
for advice concerning possible selection criteria for partners and the merits and
pitfalls of the different types of partnership arrangement that can be negotiated.

International outsourcing by large enterprises

One of the factors that has contributed to a growth of international ‘co-operation’
links involving SMEs is the outsourcing practices of large firms. Encouraged by a
need to reduce costs and to achieve greater flexibility, and facilitated by an
increasing liberalisation of trade, this process has contributed to new international
supply opportunities for SMEs. Indeed, in some countries, such as Japan, the
management of SME suppliers has been seen to be one of the critical factors behind
the successful operations of many of the largest and most reputable companies
(Nishiguchi, 1994).

Developments in information and communications technologies

One of the key enabling, change factors in the external environment for SMEs at a
global level is developments in information and communications technology. The
introduction of so-called “flexible technologies” in the 1970s and 1980s reduced the
minimum efficient scale of production in many traditional industries, increasing the
scope for SMEs to profitably engage in small production runs (see, for example,
Piore and Sabel, 1984). However, it can be argued that technological developments
in information and communications technology in the 1990s offer even more
dramatic effects. SMEs now have the possibility of combining product and process
specialisation and low cost operation with access to electronic networks, that can
reduce the barriers effects of distance, as well as access to information databases that
potentially offer a levelling of access to knowledge and technology.

The advent of Internet-based E-Commerce offers vast potential opportunities to
smaller firms to expand their customer base, enter new product markets and better
rationalise their business. Moreover, the increased risk and uncertainty in this new
emerging environment means that enterprises must be highly adaptable if they are to
survive. Since adaptability and flexibility are characteristics often associated with
SMEs, it can be argued that the successful exploitation of technological change
represents a potentially enabling factor for SMEs in the new global environment.
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At the same time, even in advanced industrial countries, adoption of these new
technologies is only part of the story, since it is the use made of E-Commerce
technology that influences its real impact on business activity. Although SMEs
increasingly use the Internet for a variety of commercial and production-related
purposes, they typically reveal a limited understanding of the complexity of E-
Commerce. This can result from a lack of awareness of its potential, inadequate ICT
skills and a lack of strategic planning of the longer term development of their
business.

For SMEs in less developed economies, these developments in technology offer new
opportunities for SMEs to compete on global markets. However, in practice these
firms are often not well placed to exploit these potential opportunities, because of
the difficulties they face in developing the marketing, distribution and after-care
servicing for their new, lower cost products and services. However, in such
circumstances, a cross-border partnership arrangement with an SME specialised in
these areas of the value chain, may offer an attractive growth strategy.

The development of the Internet and the associated development of E-Commerce
offers the potential to radically change the nature of business to business as well as
business-consumer relationships, with new potential for facilitating cross border,
inter-firm co-operation. The Internet offers a readily available and low cost
mechanism for linking SMEs in mature market and less developed countries,
facilitating the easier and efficient management of cross-border partnerships. For
example, supply chains involving all buyers and sellers in the vertical value chain of
an industry are increasingly being linked by “Extranets” that allow multiple
companies to work with the same data base in areas as diverse as engineering
designs, new product development and inventory control and accounting.

Changes in the supply of finance

Although SME owners in many countries often experience difficulties in accessing
sufficient finance, the growing business and political importance of the SME sector
in mature market economies is encouraging the development of deeper institutional
support structures offering finance to SMEs, supplemented by an increasing
mobility of capital. In mature market economies at least, these developments may be
considered an enabling factor for SMEs seeking to develop cross-border
partnerships.

By contrast, in less developed countries, the supply of finance to SMEs is typically
much more restricted. For example, the slow reform of the banking system is
limiting the supply of finance to SMEs in the transition economies of Central and
Eastern Europe and in many developing economies also, SMEs face imperfect
financial markets.

611



Increased policy priority for SMEs

Although there are variations in levels of commitment and approaches used, there
are few governments in the world that do not have some form of promotional or
support policy for the SME sector. Moreover, a growing number of policy
programmes recognise the potential benefits of encouraging SMEs to collaborate
with other firms and external organisations, as a means of increasing flexibility and
widening their resource base. In policy terms, the inter-firm co-operation that is
implicit in the industrial districts of Northern Italy features prominently (e.g. Pyke,
1992), and the Danish Co-operative Network Programme is also much promoted
(e.g. Pyke, 1994). However, while local sub-contracting and partnerships might be
preferred by governments from the point of view of local job and wealth creation,
some governments are also recognising that cross-border linkages are inevitable if
SMEs in their own country are to survive and grow.

For example, in Japan, the over-heated economy of the 1980s forced the Japanese
government to support many SMEs in developing cross-border partnerships in order
to be able to source much cheaper inputs and components from SMEs in the East
Asian dynamic economies. First tier suppliers in the Japanese automotive complex -
the Toyota model - were particularly interested in restoring profit margins in this
way since their ability to pass on price increases to their large vehicle assembly
customers was not an option (Whittaker, 1997).

In addition, the political dimension of SME cross-border alliances and partnerships
has been recognised by various international organisations. For example, the EU is
actively encouraging and supporting cross-border SME partnerships as a way of
promoting EU industrial integration and balanced regional development, through
programmes such as MEDA, and through the Phare and Tacis programmes in terms
of co-operation with transition economies.

IV Pre-Conditions for Developing Effective SME Cross-Border Partnerships.

Although changes in the external environment can be said to have increased the
potential benefits from cross-border partnerships involving SMEs, and whilst some
attempts have been made to encourage their development, efforts to promote such
inter-enterprise co-operation are unlikely to be effective without the appropriate
policy, institutional and technological pre-conditions in the countries involved.
Moreover, promoting and establishing partnerships is only part of the policy agenda,
since it is also important to establish the conditions to encourage and facilitate
partnerships that are effective and mutually beneficial for all partners. Policy-
makers in mature market and developing countries still have a challenge to ensure
that such pre-conditions become a reality.
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The rationale for policy to encourage and support cross-border partnerships between
SMEs is based on a combination of ‘market failure” arguments and those concerned
with the potential welfare gains that can accrue to national economies from having a
more competitive SME base.

Although the various enabling forces described above offer potential opportunities
and benefits to SMEs to engage in cross-border partnerships, the limited internal
resource base of SMEs can affect their access to the information, knowledge and
other resources that are necessary for these opportunities to be exploited. As a
consequence, the markets for information, advice, consultancy, training and finance
do not always work perfectly as far as SMEs are concerned, for a combination of
supply and demand side reasons. This can place them at a disadvantage in
comparison with larger firms, which provides a rationale for the state to take steps to
contribute to the development of a level playing field for businesses of different
sizes.

It can also be argued that the potential benefits of a competitive SME sector to
national economies in terms of employment generation and economic development
mean that there are potential welfare gains for public policy seeking to influence the
development of a more competitive SME base. Since it is argued that cross-border
partnership arrangements can (in certain circumstances) contribute to maintaining
and/or improving SME competitiveness in the face of changing external conditions,
there is an ‘a priori’ case for policy support to influence and help to shape this
process. Since the potential benefits to participating firms can vary according to the
type of partnership arrangement employed, government has a potential role to play
in helping firms to develop value added partnership activities.

The Provision of Effective Business Support Services

The external business support infrastructure has an important potential role to play
in facilitating the development of appropriate partnership arrangements between
SMEs and in helping each partner to fully capitalise on the potential benefits from
such co-operation. For partnerships to be both effective and mutually beneficial,
there is a need for both partners to be adequately prepared, briefed and trained in the
skills required to make them effective. To fully exploit the potential of such
partnership arrangements, SMEs may also require access to a wider range of support
from a combination of public and private sector sources. There is a role for business
support services to provide information and help firms to identify suitable partners.
There is also a potential role in helping firms to develop the types of partnership
arrangement that are most appropriate to their needs and to assist them in making the
co-operation successful.

The Availability of Long-Term Finance

The development of SME partnerships is dependent upon there being a suitably
supportive financial structure. Whilst the international trends with respect to SME
financing are generally positive, there is considerable variation between countries
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that may affect the ability of SMEs to develop effective partnerships. Partnerships
involve trust building, finding and keeping appropriate partners, and the creation of
mutually beneficial business relationships, which in many cases develop over a
period of time. To support this, a greater risk bearing and longer term approach to
SME funding is required which allocates sufficient capital resources to SMEs
involved in partnership-building measures in the anticipation of a suitable long term
return. Conventional short- term providers of finance are often unwilling to assist
with the creation of SME partnerships. These requirements are increasingly accepted
by the international financial institutions (IFIs). The EBRD for example, states in a
strategic paper (EBRD, 2000) that the bank is committed to exploring possibilities
of building partnerships, promoting company-to-company linkages between
countries and to foster forward and backward linkages on a sectoral basis.

The legal and regulatory environment

Creating an appropriate and effective legal and regulatory framework is an important
pre-condition for the establishment of a legitimate private sector. It is particularly
important with respect to cross-border partnership in two main respects: firstly,
inadequate legal safeguards, since ineffective or highly corrupt enforcement regimes
may act as a disincentive to foreign SMEs to invest and co-operate with domestic
firms; secondly, they are also likely to influence the types of partnership
arrangement that foreign firms are willing to engage in.

In this context, some developing countries particularly, still do not have adequate
legal safeguards for intellectual property rights, brand protection and the local
enforcement of international contracts. Quick and easy systems of legal redress must
be available in the event of contract non-performance by either side. Commercial
laws that govern issues such as investment, contracts, the rights of legal persons,
intellectual property, monopolistic practices, corruption and bribery are fundamental
to the development of a SME sector. Simple and transparent customs procedures and
fair business taxation are important elements in an external environment that is
likely to encourage a foreign SME to engage in a partnership arrangement with a
local SME, such as licensing, subcontracting or franchising.

E-Commerce policy framework and communications infrastructure

Some SME in developing countries supplying markets in more advanced economies
are already adopting a business-to-business E-Commerce capability. This requires
the adoption of sophisticated capabilities by the local financial and IT sectors,
together with the legal and regulatory environment that can permit electronic
commerce.

The specific pre-conditions for SME partnership through E-Commerce include:
firstly, the development of the appropriate policy frameworks; secondly, the
development of a communications infrastructure that incorporates expansion of
bandwidth; and thirdly, promoting universal access to information and
communication technology. Measures that lower the cost and increase the quality
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and availability of telecommunications and Internet services can help facilitate the
access of SMEs to these important means of cross-border economic participation.

Regional variations in the quality of the ICT infrastructure within non-OECD
member countries may limit the extent to which cross-border co-operation with
foreign SMEs is practical across the country. This may be illustrated with reference
to some recent survey results from Belarus, where although 1 in 6 surveyed firms
reported Internet connections, these were almost entirely focused on the capital
Minsk, rather than in the peripheral region centred on Mogilev.® Similarly, the lack
of access to ICT structure is seen as a critical bottleneck for further SME
development, highlighted in a recent strategy paper by the United Nations
Conference on Trade and Development (UNCTAD, 1999). Overall, access to ICT
networks and services and the use of ICT equipment in developing countries and
countries in transition are still very limited compared with industrialised countries.

The role of social capital

Value added partnerships involving SMEs (such as relational subcontracting)
involve trust, co-operation and teamwork, reflected in what some authors describe as
‘social capital’. In this regard, it is important to note that social capital exists in the
form of family and kinship ties, such as those, which grew up between mainland
China and Hong Kong in the 1970s and 1980s. As Stiglitz (1999) notes, more co-
operative business relations between and within SMEs need not be bought with
financial capital, but by co-operative business structures (e.g., partnerships) which
promote the investment of “sweat equity”.

Indeed, kinship and personal contact networks are said to shape the growth paths of
the majority of overseas Chinese-owned businesses. Perry (1999) for example, refers
to the use of inter-personal trust replacing the close management supervision and
detailed planning that usually accompanies entry into foreign markets, greatly
simplifying international expansion for Chinese businesses. From a policy
perspective, it is important to recognise the potential resource that such informal
cross-border links between ethnic minority entrepreneurs represents.

Thus a major contributory factor behind some of the most important SME
partnerships is the role of the diaspora community. Ethnic and kinship ties very
provide the motivation for establishing co-operative arrangements, and the “glue”
which binds together effective SME partnerships. It reduces the effort and risk
involved in cross-border business operations, allowing both sides to concentrate on
what each does best, such as accessing finance, producing, distributing, marketing or
designing.

® These data are drawn from a survey of 168 Belarussian SMEs undertaken in
1998/9 as part of an INTAS funded project: ‘Small Firms and Regional Economic
Development in Ukraine, Belarus and Moldova’ (INTAS UA 95-266).
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V Encouraging and Promoting Partnerships between SMEs in Mature Market
and Developing Countries: Some Policy Issues

In considering the role of governments in relation to the development of partnerships
between SMEs in mature market and developing countries, it is important to stress
that such arrangements represent one strategy for retaining or improving
competitiveness, that may be appropriate and successful in some circumstances,
provided certain conditions are met.

In this context, policies to encourage and promote partnerships between SMEs in
mature market and developing countries should aim to facilitate the development of
mutually beneficial co-operative arrangements, appropriate to the needs of
participating firms. In this respect, these policies will need to be selectively targeted
on growth-orientated firms that are seeking either to enter or increase their
penetration of foreign markets and/or to seek to increasingly internationalise their
supply base, whilst lacking the internal resources to achieve this independently.

Since the nature and extent of such opportunities typically vary between sectors, it is
likely that this will involve a degree of sectoral targeting, although the specific
sectors targeted may vary between countries. In view of the fact that many SMEs
operate exclusively on short-term planning horizons, one of the criteria for offering
technical support or other resources to help SMEs participate in partnership
arrangements should be a demonstrated strategic capability.

In this context, the main policy issues, with implications for the encouragement and
support cross-border SME partnerships are:

Raising Awareness of the Potential for Cross-Border Partnerships

Whilst it is important that the potential pitfalls of joint ventures and other forms of
inter-firm co-operation are emphasised as well as the potential advantages, there is
merit in increasing the level of knowledge among growth oriented firms of the
international opportunities offered by this type of business strategy. This can be
achieved through the production and distribution of promotional literature and other
material, made available to firms through the business support infrastructure.

It is also important to provide exemplar cases to demonstrate the benefits to be
gained from solid partnerships. Highlighting demonstrator cases in promotional
literature and organising study tours and exchange visits can be usefully employed
to show entrepreneurs the experience of other SMEs with respect to cross-border
partnerships.

Fostering Business to Business Contacts
The most immediate and widespread technique used to stimulate SME partnerships

is simply to bring potential SME partners together. Information failures often mean
that potentially good SME partners have no knowledge of each other’s activities and

616



potentials. UNIDO’s long-running SPX programme is an example of a tool to
support SMEs operating in developing countries wishing to internationalise and
move into cross-border partnerships, particularly sub-contracting relationships. The
SPX programme facilitates contact between SMEs in the emerging markets and
those operating in the main markets where sub-contracted components are a routine
feature. SMEs in emerging markets are introduced to potentially suitable partnership
enterprises in mature market economies, through participation in the main annual
international sub-contracting fairs and through the creation of appropriate databases.
The programme is also concerned with the dissemination of technical and other
standards, as well as providing assistance in developing the necessary quality
standards and specifications required for higher value-added markets.

The European Union Europartnariat Initiative programme is another long-standing
example of promoting direct contacts between potential SME partners. In 1999, the
European Commission held the twentieth Europartnariat SME forum in Vienna.
The event allows SME’s to explore opportunities for future cross-border business
co-operation, helping firms to begin to adapt to the single European market. The
Commission also provides support to SME’s through direct business aid, business-
related infrastructure as well as through advisory and training services.

Another useful way of facilitating SME partnerships has been through supporting
the participation of SMEs from emerging countries in a number of the more high-
profile international subcontracting events. Several OECD governments have also
experimented quite successfully with “marriage broking” programmes, which bring
together enterprises into partnership relations, which have the capacity to be
mutually beneficial.

Assessment of legal frameworks

Protecting intellectual property rights can expand SME partnerships in knowledge-
based industries and franchising can be encouraged through protection of brand
names. If higher value-added types of partnership arrangement between SMEs in
mature market and developing economies are to be encouraged, governments in a
developing country context particularly will need to evaluate the adequacy of
existing legal frameworks and contract enforcement procedures, particularly with
respect to the protection of IPR.

Development of international networking capacity

Most governments have some kind of programme of support for business
associations which want to make links with associations and clusters abroad, with a
view to encouraging market development, technology upgrading and technical
assistance. The success of the Indian software export industry is, in part, a story of
linkages between the SME clusters in Bangalore and Bombay on the one hand and
the business clusters in Silicon Valley, Route 128 (Massachusetts) and the emerging
Dulles Internet Corridor in Northern Virginia. Business incubators are increasingly
being used to promote innovative clusters of SMEs. This increasingly includes
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support for those most likely to become involved in cross-border partnerships and
sub-contracting arrangements. Programmes to support spin-offs include measures to
develop sub-contracting arrangements with the “parent” firm, but also prioritise
links with international firms in order to reduce the dependency upon a single local
customer.

Cross-border partnership search facilities

The Internet offers considerable potential as a tool for partner searching between
SMEs and their advisers in OECD and non-OECD countries. The concept could
include a chat-room facility for initial exchanges of information between potential
partners and might be best facilitated by a respected international organisation, such
as OECD. However, it is important that the implementation of such a proposal is
linked to the provision of specialist advisory and training support in order to prepare
SMEs to be effective partners (see 4.6).

Cross-border partnership support programmes

Although mainly addressing the needs of potential SME partners in industrialised
countries, Donkels and Lambrecht (1995), among others, have set out some of the
conditions for setting up successful joint ventures in developing countries. They
emphasise the need to gain experience of looser form of co-operation with a partner
first in order to learn about each partner’s culture and improve communication; plan
and prepare carefully; develop a blueprint; and provide information training for
management and key staff on both sides that includes cultural awareness training.

If policy makers are to promote cross border partnerships between SMEs, it is
important that appropriate specialist support is made available to potential partners,
based on existing partnership experiences (positive and negative). Whilst the
principles set out by Donkels and Lambrecht (1995) seem generally sound, there is a
priority need to sponsor more extensive research on cross-border partnerships (of
various types) involving SMEs in OECD and non-OECD countries, that can be used
as a basis for developing specialist partnership support programmes.

Linkages between support organisations and diaspora communities

Many of the SMEs currently enjoying success in export markets in Germany and
other EU countries are based on diaspora-inspired linkages with SMEs in the
countries targeted for EU Accession, such as the Czech Republic. Programmes can
be established involving both OECD and non-OECD countries working together to
identify key areas where partnerships based on such linkages are most appropriate,
and facilitating their establishment. Often the OECD country is willing to provide
financial and other forms of support for the relationship as part of its international
assistance programme. The German government has supported sub-contracting links
between German SMEs, which are owned and operated by those of Croatian origin,
and those operating in the under-developed southern regions of Croatia. In addition,
many of the refugees returning to Croatia after several years spent in Germany are
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also encouraged to establish an SME in order to take advantage of their employment
and family links with German SMEs developed during their enforced absence.
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Kokkuvote

PIRIULENE KOOSTOO ETTEVOTETE PARTNERLUSES: JUHTUM
POLIITIKA KASITLUSEKS?

David Smallbone
Kingstoni Ulikool

Kéesolev artikkel kasitleb véike- ja keskmise suurusega ettevotete rahvusvahelist
partnerlust ja piirililest koost6od. Artikkel selgitab eelkbige piiritilese partnerluse
vBimalusi ja analtlsib seda mdjutavaid tegureid ning seejarel keskendub kahele
vBtmekisimusele: esiteks, millised on eeltingimused ettevGtete rahvusvahelise
partnerluse arenguks Gleminekumaade kontekstis; ning teiseks, millised poliitilised
valikud on vajalikud sellise partnerluse toetamiseks ja edendamiseks.

Maailmas, kus riikide majandused muutuvad (he enam iseseisvaks, pakub
rahvusvaheline partnerlus firmadele mehhanismi, kuidas toime tulla ja &ra kasutada
vastastikuse rahvusvahelise sdltuvuse hiivesid ning samas stimuleerides regionaalse
ja rahvusliku majanduse arengut. See on eriti oluline hiljutise Euroopa Liidu
laienemise kontekstis, mis on loonud uued vélispiiri regioonid. Seejuures piiritilene
koosttd pakub Uhest kiljest vdike- ja keskmise suurusega ettevotetele atraktiivset
strateegiat paasuks uutele turgudele, ning la&ne partneritele, kes seisavad silmitsi
kasvava konkurentsisurvega, madalamate tootmiskuludega paikkondi, aga teisest
kiiljest ettevotjatele vBimalusi pééseda ligi kapitalile, tehnoloogiale ja oskusteabele
ning samuti strateegiat turule sisenemiseks ja tootmismahtude suurendamiseks.

Samal ajal on oluline vélja tuua, et ettevdtete rahvusvahelist partnerlust ei tohi
vaadata kui imerohtu vaike- ja keskmise suurusega ettevotete jaoks, kes seisavad
silmitsi kasvavast rahvusvahelistumisest tulenevate mdjudega. Mdned vdike- ja
keskmise suurusega ettevotted Glemineku- ja arenguriikides on juba kogenud seda
negatiivset méju, mida on avaldanud need valisfirmad, kes on otsinud lihiajalist
tuge (UhisettevBtluspartneritelt selleks, et kohaneda ebakindlate kohaliku turu
tingimustega. Peamiseks Gigustuseks sellisele strateegiale pikemas perspektiivis on
see, et vBdrustajamaa partnerid saavad kasu sellest kogemusest Gppides. Selle
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tulemuseks vdib olla poliitika valjatootamine, mis piuab arendada partnerluse
korraldust selles suunas, et saada plsivamat vastastikust kasu mdlemale poolele
(tkskdik kas antud partnerlus on pika-ajaline v8i mitte).

Kuigi voib delda, et muutused véliskeskkonnas on suurendanud vdike- ja keskmise
suurusega ettevBtete rahvusvahelisest partnerlusest tulenevat kasu, ei ole riikide
joupingutused sellise ettevdtete vahelise koostdd edendamiseks olnud tdendoliselt
efektiivsed ilma asjakohase poliitikata, institutsionaalsete ja tehnoloogiliste
eeltingimuste loomiseta. Loogiline p6himdte selleks, et poliitika aitaks kaasa ja
toetaks ettevGtete rahvusvahelist partnerlust vdike- ja keskmise suurusega ettevotete
vahel, oleks kombinatsioon “turutérke” argumentide ja konkurentsivimelisema
vdike- ja keskmise suurusega ettevotete baasi loomise vahel. Kuigi erinevad jéud
pakuvad véike- ja keskmise suurusega ettevotetele potentsiaalseid vdimalusi ja
hiivesid rahvusvahelise partnerlusega tegelemiseks, vdib nende piiratud sisemine
ressursibaas mdjutada nende ligipddsu informatsioonile, teadmistele ja muudele
ressurssidele, mis on vajalikud nende vdimaluste arakasutamiseks. Selle tulemusena
ei toimi turud informatsiooni, ndustamise, konsultatsiooni, koolituse ja
finantseerimise jaoks alati ideaalselt, asetades véike- ja keskmise suurusega
ettevotted ebasoodsamasse olukorda vdrreldes suuremate ettevitetega. See annab
riigile aluse astumaks samme sekkumiseks pdhjusel, et turg ei todta vaike- ja
keskmise suurusega ettevdtete jaoks téiuslikult. Selles kontekstis nditab anallis, et
ettevOtete rahvusvahelise partnerluse arengu soodustamise eeltingimused on:
asjakohase ja efektiivse seadusandliku ja reguleeriva raamistiku loomine; efektiivse
ettevdtlust toetava infrastruktuuri arendamine; sobivalt toetav finantsstruktuur; seda
vBimaldav info- ja kommunikatsioonitehnoloogiline keskkond.
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