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MANAGING COMPETENCE DEVELOPMENT AND ACQUISITION IN SMALL
MANUFACTURING FIRMS -

Differences between firms by organisational market performance

This thesis addresses how small manufacturing firms develop in-house competencies and acquire
external expertise. It also relates in-house development and external acquisition to contextual
factors such as the firms’ strategic orientations, the firms’ organisational and competence struc-
ture, and environmental influences and pressures such as market demand, technological develop-
ment in each firm’s line of industry, or other environmental influences. An important purpose of
the study is to investigate whether there are any differences between firms revealing a favourable
versus less favourable market performance, here operationalised as sales performance.

Two different theoretical frameworks are developed and employed for analysing the empirical
data of the study. One framework is founded on a resource-based perspective. A more extended
framework specifically recognises contextual factors inherent and external to the firm. Both these
frameworks are applied to empirical data referring to small manufacturing firms in Sweden. A
multi-methodological approach is employed, involving recognition of both quantitative and qua-
litative data and utilisation of both ‘snapshots’ and a more longitudinal perspective.

The results of the study reveal that small manufacturing firms do invest significantly in develo-
ping and acquiring competencies. Investments in developing in-house competencies consist of a
mixture of different methods such as visiting expo’s and trade fairs, courses, work rotation, study
visits and delegation of work tasks. Acquisition of external competencies preferably involves the
firms’ vertical partners (suppliers and customers) and, in firms with professional boards, external
members of the firm’s board of directors. Regarding both utilisation of different methods for
competence development, as well as regarding individual sources of information and expertise,
small manufacturing firms are characterised by a sharp division of labour between staff on the
blue-collar and white-collar level. Firms exhibiting a more favourable sales performance gene-rally
invest more time and money in competence development, address both broader fields of topics
and broader categories of staff with their competence development investments while employing a
broader repertoire of methods for developing competence in the firm. High-perfor-ming firms also
reveal more intensive supplier relations, and they regard their banks and auditors to be more
important. They are moreover more oriented towards own products with a higher deg-ree of
complexity, accompanied by a broader range of in-house competence. High-performing firms,
eventually, also operate in more volatile environments characterised by a higher degree of market
turbulence and a more rapid technological development in the firms line of industry.

The study implicates that firms seeking a better sales performance should combine investments in
explicit and often general knowledge with investments in work-related continuous learning
methods. It is however the combination of methods and approaches together with a sensitivity
towards environmental influences that - more than single methods and ‘Quick Fixes’ - seems to be
related to different degrees of market performance.

Key words: Small firms, competence development, competence acquisition, performance, organisation,
Sweden.
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1.  INTRODUCTION

This thesis addresses competence development and acquisition in small, manu-
facturing firms, and how these activities relate to firms market performance. This
introductory chapter serves three purposes. First, it outlines the research theme
and briefly answers the question why the chosen subject is a relevant and an inte-
resting field to study further. Second, it depicts the theoretical points of departure
and the considerations regarding relevant theory to utilise in the study. Third, it
gives a perspicuous disposition of the study.

CONTENTS

1.1   Purpose and some initial definitions?… … … … … … … … … … … … … … … … … … … .    8
1.2  Why this interest in competence?… … … … … … … … … … … … … … … … … … … … …     8
1.3   Why bother about company performance?… … … … … … … … … … … … … … … … … .  10
1.4   Why small (and) manufacturing firms?… … … … … … … … … … … … … … … … … … .   11
1.5   How will the research theme be approached?… … … … … … … … … … … … … … … …    12
1.6   To whom is this important?… … … … … … … … … … … … … … … … … .… … … … … ..   13
1.7   Disposition of the study… … … … … … … … … … … … … … … … .… … … … … .… … ...   13
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1.1  Purpose and some initial definitions

The purpose of this study is to develop a better understanding of how small manufacturing
firms develop and acquire competence. I will here also specifically address the question whet-
her small manufacturing firms revealing a favourable (high) and a less favourable (low) orga-
nisational performance on the market are different in this specific respect. This purpose brings
about a need to initially briefly define what I mean in this case by ‘small firms’, ‘competence’,
‘competence development’, competence acquisition’, and ‘organisational market performance’.

By ‘small firms’ I here generally refer to firms with 1-200 employees. My empirical data,
however, emanates from firms with 5-50 employees. By ‘competence’ I here understand
human knowledge and skills serving productive purposes in small firms. ‘Competence
development’ involves a firm’s measures to develop their present competence status, and
includes both traditional teaching and learning methods (such as courses or literature) as well
as more action-learning and on-the-job oriented methods (such as work rotation or
networking). ‘Competence acquisition’ denotes when firms acquire (buy or by other means get
access to) different external competencies outside the firm’s formal boundaries.
Organisational market performance’, finally, is here understood as a firm’s performance on
the market as compared to its own specific line of industry, and will later be operationalised as
sales performance over time.

The concept of ‘competence’ will be discussed more in detail in Chapter 2. ‘Market
performance’ (and operationalisation of this concept) is elaborated on in Chapter 3.

1.2  Why this interest in competence?

The need for acquiring knowledge and skills sometimes seems as a new phenomenon related to
technological development, shorter product life cycles and global competition. But the need for
adjustment to new conditions is, of course, not a modern phenomenon. Referring to the
following quotation we may wonder if this also goes for the methods we utilise for compe-
tence development:

“Trades are now learned, not from books but just as they were 100 years ago;
apprentices learn by watching and observing the way other men work, by
imitating the best workmen, and by asking questions of those immediately around
them. The apprentice learns by reading a little, by some teaching on the part of
the foreman and superintendent, but mainly by imitating the best methods of those
workmen with whom he comes closely into contact. Trades, then, are learned now
practically as they were in the Middle Ages.”

This quotation could be perceived as an accurate description of how occupational learning is
exercised in today’s industry. It, however, stems back from the beginning of this century
(Frederick Taylor, 1912, p. 35). Regardless of whether we perceive Taylor’s statement as an
appropriate or an out-dated view for describing today’s situation, there exists a widespread
notion that competence development is a key factor for competitiveness in modern compe-
tition. A typical statement expressing this view is presented by Thurow:

“Brain-power will create new technologies, but skilled labour will be the arms
and legs that allow one to employ - to be the low-cost master of - the new product
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and process technologies that are being generated. Skilled people become the
only  sustainable competitive advantage” (Thurow, 1992, pp. 51-52).

Literature addressing learning organisations often contrasts such organisations to what is
perceived as outdated ‘Tayloristic’ success formulas with ”limited applicability in a knowledge
economy characterized by service companies, large concentrations of knowledge workers, the
computer, and rapid change” (Crawford, 1991, p. 120). One important argument behind the
proclaimed death of Scientific Management is that the division of labour between ‘thinkers’
and ‘doers’ does not utilise ”the intellectual capacity of people at all levels”, (Senge, 1990, p.
350). To maintain and improve its competitiveness, a firm therefore is now advised to
purposefully develop into ”an organisation which facilitates the learning of all of its members
and continually transforms itself” (Pedler et al, 1991, p. 1). Concepts addressing new success
formulas such as “core competencies” (Prahalad and Hamel, 1990) and “tacit knowledge”
(Polanyi, 1962) have been developed. Core competencies are based on the resource-based
view that an organisation is not only ”a portfolio of products or services, but a portfolio of
competencies as well” (Hamel and Prahalad, 1994, p. 221). Some of these compe-tencies may
be manifested by, e.g., formal degrees of education, but are often not that visible. Recognising
that formal education does not equal competence, and that knowledge and com-petence are
often discrete and built into a firms routines and culture, “much of what confers competitive
advantage may not be embodied in products or process equipment but in tacit knowledge and
experience held by the firm” (Bessant and Buckingham, 1993, pp. 220-221).

As Hörte (1995) has pointed out, competitive advantage based purely on product or process
factors is less difficult to imitate. Competitive advantage based on knowledge and compe-tence
is not as easily copied by competitors, and hence more sustainable. This is accordingly one
answer to the question why it is important to study competence development further.

Even if John Stuart Mill made knowledge a critical factor in economic analysis as early as
1848, and Joseph Schumpeter in 1911 defined entrepreneurial competence as the key-factor
behind economic growth, studies explicitly exploiting the relation between investments in
competence development and organisational performance are rare. It is now almost 40 years
since Penrose referred this to the problem of how to scientifically deal with ”a slippery subject”
such as knowledge and competence (Penrose 1959/1995, p. 77). What we have is empirical
and theoretical support from previous macro-oriented research stating that there exists a
positive correlation between knowledge investments and performance (see e.g. Reich, 1991).
On the micro-level, MacDuffie and Kochan (1991) have found higher levels of investment in
employee training to correlate with higher productivity. Several researchers (e.g. Stata, 1989;
Senge, 1990; or Casey, 1993) provide substantial  theoretical support for the relevance of such
an expectation. As Tannenbaum and Yukl (1992) however remark, we still seem to lack
convincing empirical evidence supporting the anticipated link between competence
development and firm performance. This is also the view of Storey (1994), who notices the
discrepancy between theoretical propositions and empirical evidence:

“Whilst it seems to be the case at national level that training is associated with
better performance, this link has not been adequately demonstrated at the level of
the small firm sector” (p. 203).

Referring to the wide-spread notion that competence development and the learning
organisation are the answers to today’s and tomorrow’s competitive challenges, Jones and
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Hendry (1992) therefore call for more detailed research in order “to demonstrate that such
activities and organisations really do make a difference” (p. VI). Here we have another
reason for why further studies on competence development and its relation to a firm’s
performance on the market seem to be eminently suited for further research.

1.3  Why bother about company performance?

The underlying rationale of studying firms by relating different variables to the firms
performance is to try to find answers to the eternal question why some firms develop and
grow, while others do not. There are numerous studies taking this approach, focusing on
different areas. One unpretentious example is my own licentiate thesis,1 where I tried to find
some answers by addressing small manufacturing firms’ emergent market, product and process
strategies, as well as their managers’ characteristics, and comparing firms exhibiting low and
high market performance. My licentiate thesis revealed several differences between firms
exhibiting low and high performance, and contributed substantially to my own understanding
of both the academic importance of continuing to extend our knowledge on this issue, as well
as on the methodological difficulties involved. One such difficulty is the classical problem
social scientists experience when trying to isolate specific variables and trying to establish
relations, or even causality, in a context much more complex than a scientific laboratory.
Another difficulty is how to define and operationalise different variables, and not least how to
define performance. A strategy to overcome the problems of diversity and multi-factor
dependencies is to focus or delimit the research question, thus excluding other relevant areas
from further investigation. This is, in fact, the strategy I try to follow when turning the interest
from a broad scope on factors behind small firm development and growth (as in my licentiate
thesis), to a more focused approach toward competence development and acquisition.

Defining and operationalising performance offers several alternatives, such as sales growth,
development of profits, value added, employment, innovative capacity, or combinations of
different specific measures. Also more subjective measures, such as performance perceived by
the firm manager or external expertise, has occasionally been utilised in the literature. This
study operationalises performance as the sales growth of a firm. In Chapter 3 I elaborate on
different performance measures, and give a more detailed account of the reasons for selecting
sales growth as my performance measure.

Besides the pure academic research interest in performance-related issues, the focus on
performance is motivated by the interest from practitioners to learn more about factors that
actually ‘make a difference’ to a firm’s performance. Company managers are today flooded by
suggestions and good examples of how to develop their firms into ”learning organisations”,
develop and utilise ”core competencies” and enhance the development of ”tacit knowledge”.
On the bottom line most managers, however, question both if and indeed how these
organisations or competencies can be related to the firm’s performance. In small firms with
more limited internal resources these questions are even more critical. These expectations of
academic research thus put forward have been highly motivating for me personally, and
directed the research design towards approaches recognising the needs to develop knowledge
also from a more pragmatic and utilitarian perspective.

1.4  Why small (and) manufacturing firms?

                                                            
1 Ylinenpää (1988)
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For decades the importance of small firms was more or less ignored despite the fact that small
enterprises in for example Europe constitute at least 95% of all enterprises (Storey, 1994). The
pioneering work of Birch (1979), however, highlighted the importance of small firms for
employment and economic development. Even if recent research questioned the actual level of
small businesses contributions to employment and economic development (see e.g. Storey,
1994, pp. 160 ff.), the general conclusion is that small firms create jobs faster than larger firms
(ibid, p. 201). Ongoing rationalisation and computerisation of large-scale, often mass-
producing industries implicate decreasing employment, and has stimulated political expecta-
tions of compensating employment to be accomplished by an expanding SME-sector. Statis-
tical evidence seem to support the relevance of such expectations: In Sweden 78% of the net
growth of employment during the period of 1985-91 was, according to a European study
(OECD 1994), created by small businesses employing 1-19 persons. Davidsson et al (1994),
elaborating on gross and net changes in employment in Sweden during 1985-89, arrived at the
conclusion that two thirds of the net growth of employment could be referred to small and
medium-sized firms. In a follow-up study (Davidsson et al, 1996) on the development during
the economic recession between 1990-93 and the turn-around which took place in 1994, these
results were confirmed, and further underlined the importance of small businesses for job
creation and wealth. In Europe as a whole similar results are reported (cf. Storey, 1994; or
Mulhern, 1995). Other researchers have illustrated the importance of small firms for regional
development. The successful examples of the small-scale semi-conductor industries in Cali-
fornia (Rothwell, 1986), the industrial districts in Italy (Piore and Sabel, 1984), or the tradi-
tional Swedish SME-districts such as Gnosjö and Anderstorp (Johannisson, 1996), have
stimulated researchers to investigate the factors and processes that constitute and underlie
these desirable examples.

Building on the understanding that intangible resources are considered to be of increasing
importance, it therefore seems important to elaborate on how small firms actually develop in-
house competencies and co-operate with external expertise. Research in this field specifically
addressing SMEs are, however, rare. Variables such as the managers’ education, functional
skills and prior management experience have been found to relate positively to company
growth. Work-force training activities have on the other hand not been found to correlate with
growth in SMEs, although this was focused in several studies.2 Studies taking a more holistic
view of competence development in SMEs are even more difficult to identify. One exception is
Hendry et al (1995), who suggest a frame of reference for analysing how SMEs “develop,
adapt and change in their markets and products, and the implications of this for their internal
resource configurations” (p. 102).

This accordingly explains why the study focuses on small firms. As mentioned above, this
study can be regarded as a development of my licentiate thesis, involving a delimitation of the
research focus to competence-related questions at issue. My licentiate thesis investigated
factors behind growth in small manufacturing firms. This study includes a longitudinal study of
four manufacturing firms, where I also utilise data gathered since 1986, partly reported in my
licentiate thesis. This is also an important reason behind why this study addresses small
manufacturing firms.

1.5  How will the research theme be approached?

                                                            
2For an overview, see Storey, 1994.
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Competence3 development in small firms can be approached from different angles. One often
utilised distinction is to separate the firm (or the organisation) from individuals in the
organisation. Studies focusing on organisations are interested in the organisation’s competence
development and how this relates to the organisation’s strategy, structure and /or performance,
using theory from the organisational and management field (e.g. Argyris, 1993; Casey, 1993;
or Senge, 1990). Studies addressing individuals most often focus on how individuals learn,
using pedagogical or psychological theory (e.g. Kolb, 1984; or Piaget, 1951). This study will
build on organisational theory, and especially on approaches and previous results addressing
how competence development relates to organisational change and performance.

Ellström (1992), from the literature on planning and decision theory (e.g., Simon, 1957; and
March and Olsen, 1976), as well as literature on strategies and organisational change (e.g.,
Mintzberg, 1983; Pettigrew 1985), was able to identify four different theoretical perspectives
on competence development. Three of these perspectives are here regarded as relevant for
market-driven organisations: a technical-rational perspective, a humanistic perspective, and a
conflict-control perspective4. The technical-rational perspective with its roots going back to
Weber and Scientific Management is built on the perception that management by defining
visions and goals, analysing gaps and selecting strategies, methods and tools, can (and has the
obligation to) influence organisational performance. The humanistic perspective on
competence development departs from the Human Relations tradition by emphasising human
needs for fellowship, participation and self fulfilment, and states that organisational efficiency
requires an open-minded and trustful culture, functioning communication and flexible, informal
structures. The conflict-control perspective regards organisations as platforms for political
processes where conflicting interests (between individuals and the organisation, or between
individuals or groups of individuals) are decided upon on the basis of power-relations between
different power (vote) structures. Recognising the situational relevance of all these different
perspectives, this study, however, mainly departs from a technical-rational theoretical
perspective. I hence regard competence development as a means for improving organisational
performance, which should harmonise with organisational goals and strategies.

The choice of organisational (instead of pedagogical or psychological) theory, and the choice
of a technical-rational perspective (instead of a humanistic or a conflict-control perspective)
implicates that the study also adopts a management perspective toward competence
development. I am hence interested in strategic and methodological considerations regarding
how firms develop and utilise competencies, and how these from a management perspective
relate to organisational performance.

My interest is in small firms, and small firms are in some but important respects different from
large firms (Penrose, 1959/1995; Johannisson, 1990; Nootebom 1991; Borch, 1992; Julien
1993; Storey, 1994; Voordeckers, 1996). One example is the importance of, as well as the
impact of, the firm’s owner-manager. This points to a vital difference distinguishing especially
micro-firms from other firms: the lack of an extended management team representing different,
complementary competencies. Another example is the limitations size itself places on
concerning corporate strategies, implicating that the literature mostly suggests that small
                                                            
3 By competence I here understand individual and organisational knowledge and skills. The concept of compe-
tence is discussed and defined more in detail in Chapter 2.
4Ellström also suggests a fourth perspective (institutional perspective); a perspective that however is less appli-
cable on market-driven organisations and hence excluded here.
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businesses should adopt a niche strategy (Cooper et al, 1986; Ylinenpää, 1988). Also,
differences between large and small firms relating to competence development have been
identified. According to Westhead and Storey (1996), small firms invest less than larger firms
in all forms of training, due to a higher degree of external uncertainty, thus manifesting a more
short-term orientation. Hendry et al (1995, pp. 152 ff.) especially address the pros and cons of
learning related to the scale of the firm, as well as how scale itself affects a firm’s dependency
on outside forces. Research on small businesses accordingly constitutes a third important point
of departure for this study. What researchers in the small business field sometimes seem to
forget is that firms, regardless of their size, also share several similarities. I will here try to
develop a better understanding of competence development in small firms by utilising both
organisational theory (and especially theory dealing with competence develop-ment in
organisations), as well as previous research on small businesses.

1.6  To whom is this important?

There are, besides interested parties in the academic world, two main groups of stake-holders
interested in the issues outlined above:

• Small firms, and especially managers responsible for the competence development and
acquisition in their firms,

• Authorities, organisations and consultants who operate in competence development
funding, training and counselling.

The thesis, as pointed out above, mainly utilises a management perspective, addressing
strategic and decision-making situations relating to development and/or acquisition of
competencies in small firms. Hopefully this does not reduce the study’s relevance for stake-
holders who, in different roles, support small business development.

1.7  Disposition of the study

This first introductory chapter gives a brief overview of the research field, and touches upon
some of the motives behind the study and the choice of small manufacturing firms as a target
group. My purpose here was also to position the study by relating it to other possible
approaches to my specific subject. In Chapter 2 I build a theoretical frame of reference, which
will serve as a guide for the study’s empirical investigations. In this chapter I also define the
research questions to be approached by the empirical studies. Chapter 3 contains the study’s
methodological chapter, and reveals its research design, different empirical investigations and
the empirical base for each study. I here discuss several general methodological considerations
which I faced during the research process. Methodological issues are however also reported in
other chapters and in Appendices 1-4, and are especially evident in the chapters presenting the
study’s results and conclusions.

              4. Management
              of competence
              in small firms

 1. Introduction            2. Theory                  3. Method 5. A long-term                  8. Conclusions
               perspective
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                                  6. Differences
                                      by market

            performance

                 7. A market
                     perspective

Fig 1:1.  Disposition of the study

In chapters 4-7 I present the study’s results under different themes. Chapter 4 addresses how
small manufacturing firms manage their competence development and acquisition. In Chapter 5
I focus on how competence-related issues are being managed by four small manufacturing
firms during a ten-year period, where I relate and discuss each firm’s management of
competence on the basis of a broad contextual perspective. In Chapter 6 I shift approach. My
previous focus on developing a better understanding of how small firms develop and acquire
competence here shifts to a downright comparison of low- and high-performing firms. I then
specifically address differences regarding various kinds of variables related to competence
planning, acquisition and development of competence in small manufacturing firms revealing
low and high market performance. In Chapter 7 this comparison is extended to involve
differences between high- and low-performing firms in a more contextual and market-oriented
perspective, involving differences related to environmental factors as well as the firms’
strategic orientation. While chapters 4 and 5 deal with how small firms in general develop and
acquire competence, the theme in chapters 6 and 7 accordingly is to compare differences
between firms revealing a favourable versus a less favourable market or sales performance.
Referring to the study’s research questions, in Chapter 8 I eventually summarise the results of
this study, and discuss some theoretical and practical implications.

More detailed information describing how different results have been generated is presented in
appendices (Appendices 1-4). In Appendix 5 more detailed results from case studies on time
investments in different learning methods are reported.

Knowledge is the only instrument of production
that is not subject to diminishing returns.
/J.M. Clark (1884-1971)
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2.  THEORETICAL FRAMEWORK

  Referring to the brief introduction and the demarcations made in the first chapter,
I here focus on literature specifically addressing competence and competence
development. I thereby utilise two different perspectives:
• A resource-based view on competence and competitiveness,
• A broader view where I integrate a resource-based approach with a more
market-oriented view by recognising the context in which a small firm’s manage-
ment of competence-related issues appears.
    Building on selected contributions from previous research I define my research
questions and form two different frameworks that will be utilised in the study’s
analyses in forthcoming chapters.

CONTENTS

2.1    Different learning and competence concepts… … … … .… … … … … … … … … .......... 16
2.2    The Competence Chain...................................................… … … … … … … … … … … 21

2.2.1  Competence planning.......................................................................................... 22
 2.2.2  External competence acquisition......................................................................... 27
 2.2.3  Competence development.................................................................................... 29
2.3  Towards a frame of reference, research questions....................................................… 34
2.4  Competence utilisation… … … … … … … … … … … … … … … … … … … … … … … … . 36
2.5  A broader perspective...............................................................................................…

37
2.6   A more developed frame of reference, more research questions.............................… 42

2.1  Different learning and competence concepts

Manufacturing small firms, as well as most other firms, are today confronted with a variety of
suggestions and formulas how to improve their competitiveness and facilitate survival and
further development in an environment characterised by a more internationalised competition,
continuous technological renewal and more demanding customers. Competence development
is often regarded as a condition for improved competitiveness since “learning generally
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increases average performance” (Levinthal and March, 1993). Levinthal and March also have
an explanation as to why this is the case:

“More experienced and more extensively trained  individuals or groups will gene-
rally do better than less experienced or less trained ones. The second feature of
learning is that it generally increases reliability. More experienced and more ex-
tensively trained individuals and groups produce fewer surprises.” (ibid, p. 106).

At the same time as the arguments seem to be very rational, the evidence presented so far that
learning ‘really does make a difference’ appears to be lacking. Some empirical evidence even
seem to suggest an opposite relation: that business performance is negatively correlated with
investments in developing a firm’s competence (Baldwin et al, 1994). Edith Penrose’s charac-
terising of the field as ‘a slippery subject’ (1959, p. 77) accordingly still appears to be most
relevant. The confusion may be due to both the difficulties and the variety of how to define the
relevant parameters to study, as well as methodological problems in approaching diffuse
concepts such as tacit knowledge or, even, competence. It hence seems adequate to start out
by  discussing the basic concepts utilised in the field.

There are numerous different views on and definitions of competence suggested in literature
(see e.g. Cohen and Levinthal, 1990; Söderström, 1990; Ellström, 1992; Nordhaug, 1993;
Hamel and Prahalad, 1994; Lado and Wilson, 1994; Hörte, 1995; Axelsson, 1996; or
Docherty, 1996). In common dictionaries the meaning is often explained by (sufficient) skills,
capability, authority and qualification. Scientific literature generally emphasise knowledge as an
important component of competence, but also suggests components such as aptitude, attitude,
commitment and motivation. Definitions are normally also related to specific tasks or a specific
context. One of many examples is found in Nordhaug (1993). Nordhaug relates competence to
professional requirements regarding productivity, and defines competence as

”the composite of human knowledge, skills and aptitude that may serve productive
purposes in organizations” (p. 50).

This professional competence appears at different levels of analysis. A common division is to
separate between individual and organisational competence (Nordhaug, 1993; Kim, 1993;
Mabey and Salaman, 1995; Teece, 1994: Hendry et al, 1995; Hörte, 1995). Individual
competence is often regarded as a prerequisite for organisational competence. Nordhaug, for
example, advocates the view that organisational competence is something that is based and
dependent on individual competencies. Individual competence is in turn developed out of
learning. Even if individual learning is often regarded as a prerequisite for organisational
learning, most previous research seem to share the view that “individual learning is a necessary
but not a sufficient condition for organizational learning” (Mabey and Salaman, 1995, p. 340).
Teece et al, (1994) and Simon (1991), starting by stating that all learning takes place inside
individual human heads, find that organisational or business learning ”involves organizational
rather than individual skills” (Teece et al, 1994, p. 15).

Work by Bateson (1972) and Argyris & Schön (1978) introduced the concept of single-, and
double-loop learning as a framework for describing how different levels of learning relate to
different degrees of change. This concept has been used by many researchers to link indivi-dual
competence and learning to organisational competence/learning. Single-loop learning, then,
relates to ‘doing things right’ by detecting and correcting errors. Double-loop learning
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questions these taken-for-granted standards of doing things right, and thus facilitates a radical
change of existing processes, routines and values.5 Built into these concepts is the under-
standing that the degree of change correlates with (or even implies) learning processes that are
shared among most of the members in an organisation. These learning processes are,
moreover, oriented towards a deeper level of collective knowledge and understanding that
facilitates change and development of an organisation. Underlying is also the idea that
individual learning and competence “can be harnessed positively to produce collective
learning” (Mabey and Salaman, 1995, p. 317). This collective or organisational learning results
in a higher degree of organisational competence, which is manifested by shared “mental
models” (Senge, 1990; Kim, 1993), more developed routines “constantly revised to update
best practice in the organisation” (Adler and Docherty, 1995, p. 250), and an infrastructure
supporting the collection, storing and distribution of new knowledge, experience and practice
(ibid; cf. also Simon, 1991, or Teece et al, 1994). Organisational learning resulting in new or
more developed work practices and routines can accordingly be regarded as one of the means
a firm can utilise in order to improve its performance in a changing environment (cf. DiBella et
al, 1996, p. 363).

The distinction between single- and double-loop learning addresses the need to recognise
change-forces in a firm’s environment when discussing what kind of learning an organisation
requires. In a stable environment there is less pressure and fewer incentives for an organisation
to change, thus implicating that ways of ‘doing things right’ are well defined and well known
by the organisation. In situations like these, the optimised learning can be expected to be
directed towards detecting errors and correcting behaviour according to the defined standard
of ‘doing things right’ by utilising single-loop learning. In more dynamic environments
characterised by, e.g., rapid technological development, shifting market demand or other
environmental influences, single-loop learning is insufficient, since the current standards of
‘doing things right’ are called in question. In order to maintain or develop its competitiveness,
an organisation needs to challenge its taken-for-granted standards and routines, and renew, for
example, its technological processes, product concepts, or marketing approaches. This requires
a more developed form of learning (double-loop learning). Normally organisations have a need
both for developing their skills in doing things right (as when the firm recruits and trains a new
employee), as well as for renewal of their standards, practices and approaches (as when
technological development or a shifting market demand changes the conditions in the firm’s
line of industry). This understanding of how learning (and need for learning) is dependent on
dynamic forces outside the firm’s boundaries, is thus something I henceforth will utilise in this
present study. Similarly, I henceforth understand individual and organisational learning to be
inter-related and dependent on each-other. I will soon, with assistance from Kim (1993), return
to this theme.

A firm’s human resources represents a vital condition for competitiveness, where intangible
resources such as competence represent resources contributing to a firms competitiveness.
Teece et al (1994) specifically departs from competence elements such as a firm’s
technological skills and organisational routines and capacities to define the competitiveness of
a firm:

                                                            
5 Sveiringa and Wierdsma (1992) identified a third level of learning in triple-loop learning, where essential
principles on which an organisation once was founded are challenged. Others (e.g. Hörte 1995) instead
understand triple-loop learning (or ‘deutero learning’ according to Argyris and Schön) as when an organisation
‘learns how to learn’ in a continuous process of change and development.
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“A firm’s competitiveness is a set of differentiated technological skills,
complementary assets, and organizational routines and capacities that provide
the basis for a firm’s competitive capacities in one or more businesses” (p. 18).

Several researchers, building on Polanyi (1962) and Nonaka (1991), also distinguish between
explicit and tacit knowledge (e.g. Nordhaug, 1993), or explicit/tacit skills (Hendry et al, 1995)
and routines (Teece et al, 1994). The distinction between ‘explicit’ and ‘tacit’ builds on the
understanding that a certain kind of knowledge or skills is more visible and often consists of a
specific type or category of knowledge, while others are more discreet or intangible and often
comprised of several integrated knowledge and skills elements (Nordhaug, 1993, p. 95). Tacit
knowledge is, according to Polanyi (1962), more difficult to articulate, and hence also more
difficult to transfer between employees or organisations. Tacit knowledge comprised of several
different categories of knowledge will hence ”be the most difficult to transfer, whereas
articulable and non-complex6 competencies will normally be easily transferable” (Nordhaug,
pp. 95-96). A high degree of explicity has, especially when combined with low complexity,
both its pros and cons. High explicity implicates that this kind of knowledge and skills can be
easily exchanged between employees in an organisation, and thus easily conveyed to collective
learning and organisational competence. Unfortunately, this kind of knowledge and skills is
also just as easily transferred across firms and often copied by competitors, and therefore
seldom any base for a sustainable competitive advantage. The degree of explicity (and hence
also transferability) of a firm’s specific knowledge and skills therefore seem to be a relevant
factor to recognise in a study trying to investigate if and how competence can be related to
competitiveness in small manufacturing firms.

A frequently used concept to discuss and distinguish between knowledge and skills with diffe-
rent characteristics and different functions is to separate knowledge oriented towards “know-
what”, “know-why” and “know-how” (Lundvall and Johnson, 1994).7 Know-what-knowledge
is related to having information about facts and state of things, and is by some researchers
characterised as ”knowing that” (e.g. Gagné, 1984). Know-why-knowledge relates to know-
ledge about principles and causal relationships between different elements behind specific
phenomena, and ”the ability to articulate a conceptual understanding of an experience” (Kim,
1993, p. 38). Know-how-knowledge8 is related to how people understand and apply what they
learn, including their “physical ability to produce some action” (ibid). Lundvall and Johnson
also utilised a fourth category (“know-who”); a knowledge about who knows what, why or
how. A similar division of competencies was utilised by Gibb (1995) for discussing competence
development in small firms.9

Returning to the distinction between explicit and tacit knowledge, we may understand know-
what-knowledge (such as information) and know-why-knowledge (such as scientific explana-
tions of cause and effect taught in university courses) as more related to explicit knowledge,
                                                            
6 Notable is that ‘complexity’ in Nordhaug (1993) does not refer to the level of knowledge or skills regarding
one specific field of competence, but to the number of different knowledge and skills elements and how these
are related to each other.
7Rogers (1983) utilised another terminology, where “awareness-knowledge” corresponds to know-what-
knowledge, “how-to-knowledge” corresponds to know-how-knowledge and “principles knowledge” to know-
why-knowledge.
8Sometimes characterised as “procedural knowledge”.
9 These concepts are here understood in the traditional positivistic way, and should hence not be confused with
my later addressing of the need for recognising, e.g., managers’ or customers’ perceptions as a base for their
individual decision-making.
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implicating that this kind of knowledge also is more standardised or general, and more easily
transferred or copied across firms. Know-how-knowledge and know-who-knowledge on the
other hand are more firm- or person-specific properties, often internalised in organisational
routines and procedures as well as in a firm’s or a firm member’s business or personal network.
These tacit and often non-standard assets are more difficult to transfer from one firm-specific
context to another, they are hence not as easily copied by competitors, and accordingly they
also represent a possibility to exploit a competitive firm advantage.10 Due to my interest in
linking competence issues to firms’ competitiveness and performance, I will here mainly utilise
the distinction between tacit and explicit knowledge, skills and routines instead of the
distinction between knowing-what/why/how/who.

Kim (1993) suggests that several different concepts could be integrated in order to improve
our understanding of organisational learning, and how this learning relates to individual
learning. Starting from a separation of ”operational learning” from ”conceptual learning”, Kim
understands operational learning on the individual level as ‘single-loop learning’ resulting in
‘know-how-knowledge’. This kind of learning is stored in a memory on both the individual
level (in terms of routines and work practices in individual mental models), and on the
organisational level (in terms of organisational routines that are shared with other members of
an organisation). Similarly, conceptual learning is related to ”a conceptual understanding of an
experience” (i.e. to know why) which in turn facilitates, or at least can facilitate, ‘double-loop
learning’ stored in individual framework’s.11 These individual frameworks implicate that new
best practices can develop by operational learning. By transferring and sharing the conceptual
frameworks with other members of the organisation, a more developed organisational mental
model (‘Weltanschauung’ or ways of seeing and understanding different phenomena) can
emerge, which in turn stimulates the development of new organisational routines. Central to
Kim’s concept is the role of the individual and organisational memory (mental models) that by
a transfer mechanism links individual and organisational learning in a dynamic process. This is
a two-way process between the individual and the organisational level, as well as a two-way
process (or a learning cycle) between conceptual and organisational learning on both the
individual and organisational level. Kim also points out that…

… mental models are a mixture of what is learned explicitly and absorbed
implicitly. That’s why it’s so difficult to articulate them and share them with
others (ibid, p. 46).

Both tacit and more explicit knowledge and skills can hence be regarded as a result of learning
processes consisting of an interplay between operational and conceptual learning. Learning
processes resulting in, for example, explicit product solutions or process routines are more
visible and hence more transferable both inside organisational boundaries as well as between
firms. This implicates that the transfer of explicit knowledge and skills is less problematic inside
organisational boundaries, but also more easily copied by the firm’s competitors. Learning
processes involving the development of new individual and organisational ‘mental models’ and
expressed as ‘tacit routines’ are more difficult both to articulate and share inside organisational

                                                            
10 Nordhaug (1993) also discusses the distinction between general and firm-specific knowledge and skills, and
notices that this distinction is central in transaction cost theory (Coase 1937; Williamson 1981). Building on
dimensions of task specificity, firm specificity, and industry specificity he suggests a typology that represents
six types of competencies: meta-competencies, industry competencies, intra-organisational competencies,
standard technical competencies, technical trade competencies, and unique competencies.
11 Cf. Piagét’s (1951) theory on learning as a process constituted by ‘assimilation’ and ‘accommodation’.
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boundaries, but also more difficult to imitate for the firm’s competitors. At first sight this
seems to imply that a firm should concentrate on developing shared mental models and tacit
routines by conceptual learning processes instead of explicit knowledge and skills by
operational learning. As Kim however points out, ”effective organizational learning requires a
balance of conceptual and operational learning” (p. 42). This view of learning as a dynamic
process involving two-way or cyclic dependencies between conceptual and operational learning
hence underlines the importance of interplay and balance in order to achieve an optimal degree
of learning on both the individual and organisational level. Similar, an optimal degree of
organisational learning requires a transfer mechanism that facilitates an interplay between
individual frameworks and routines, and the organisation’s ‘Weltanschauung’ and its
organisational routines.12

Kim’s suggestion to integrate individual and organisational learning accordingly synthesises
several of the different concepts utilised in the literature, and forms a base for my own
understanding of how different concepts can be related to each other. Kim however also
demonstrates the importance of recognising individual and organisational perceptions of the
context in which they operate. These perceptions include explicit and implicit understanding
that ”help us make sense of the world we see”, but also may ”restrict our understanding to that
which makes sense within the mental model” (ibid, p. 39). Regardless of whether these
perceptions are grounded in scientifically proven knowledge or in more subjective, or even
superstitious understanding of different phenomena, these perceptions guide individual and
organisational mapping and decision-making, producing responses to environmental influences
and pressures. Recognising individual and organisational perceptions when studying small
firms’ development of in-house competencies, or their acquisition of external expertise, hence
seems to be most relevant. Also this insight is hence something I bring with me into the
following chapters of this thesis.

2.2  The Competence Chain

When further on I use the term ‘competence’ it is understood as the composite of human
knowledge and skills serving productive purposes in the firm, and contributing (or expected to
contribute) to a firm’s competitiveness.13 This competence can either be individual or
organisational. Referring to this definition, competence development represents the measures a
firm takes to develop its human knowledge and skills, and thereby its competitive capacity.
These measures are operationalised as the financial or time investments a firm makes in order

                                                            
12 Research of Cole (1994) or Stata (1989) has revealed that individual and organisational competence are not
necessarily related. Cole, for example, has demonstrated how different combinations of individual and
organisa-tional competencies are possible, and that a high level of individual competence does not
automatically result in a high level of organisational competence. What Kim theoretically contributes with here
is hence a reasonable suggestion as to how insufficient ‘transfer mechanisms’ between the individual level
and/or poorly developed ‘shared mental models’ may explain the dysfunctions’ thus occurring.
13This definition accordingly departs from Nordhaug’s definition, but excludes the aptitude element in the
definition due to the difficulties to operationalise and measure this element empirically. On the other hand,
Nordhaug’s utility aspect (that competence should “serve productive purposes in organizations”) is specified
further by  requiring that competence should (directly or indirectly) contribute to a firms competitiveness (cf.
Teece et al, 1994).
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to improve its competitive capacity by utilising different methods for in-house competence
development or by acquiring the desired competence externally.

For analysing how firms actually invest in competence development I will depart from ”The
Competence Chain model”, developed by Nordhaug (1993). Nordhaug’s model offers a basic
approach for describing how firms develop competence. The model includes four vital
elements, which can be regarded as stages in a competence development process:

1. Competence planning includes the relation to generic business goals and strategies and the
process of defining actual and future competence gaps.

2. External competence acquisition includes recruitment of new employees, purchase of
consultant services and co-operation with other organisations.

3. Competence development consists of planned programmes and various forms of informal
learning (personnel training, management development, career planning, internal
seminars/work groups etc.).

4. Competence utilisation is defined as the way the organisation makes use of the investments
in new or extended knowledge in terms of organisational design, specialisation versus
despecialisation, incentive systems, employee participation, and the significance of transfer
barriers.

   Ex terna l  com petence
              uti l isation

             C o m p e t e n c e          C o m p e t e n c e
                p l a n n i n g            uti l ization

           C o m p e t e n c e
           d e v e l o p m e n t

Fig 2:1.  The Competence Chain model (Nordhaug, 1993, p. 28)

Nordhaug accordingly contributes with activities specifically addressing the question how firms
actually invest in competence development. Here ”competence planning” can be seen as the
link to the context of a firm’s competence development and utilisation. ”External compe-tence
acquisition” and ”Competence development” address how organisations invest in order to fill
actual or future competence gaps, while ”Competence utilisation” depicts how firms make use
of these investments for strengthening their competitiveness. I will here briefly elaborate on the
first three components in the Competence Chain Model, and later return to ”competence
utilisation”.

2.2.1 Competence planning

Literature in the stream of learning organisations strongly emphasises the importance of
continuous learning and continuous improvement (see e.g. Casey, 1993; Senge, 1990; or
Argyris and Schön, 1978). The message is that competitiveness requires, or at least will
require, an ongoing learning process involving the whole organisation. Isolated and only
occasionally occurring activities in order to develop a firm’s competence are accordingly not
regarded as sufficient for competitiveness. Another vital aspect addressed both by the learning
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organisation literature (Pedler et al, 1989), as well as organisational theory literature (Coase,
1937; Williamsson, 1981), is how a firm, when e.g. investing in competence development,
relates to a broader context and utilises resources outside organisational boundaries. To
develop competencies supporting a firm’s competitive advantage implies that you invest in
developing in-house competencies that could be characterised as “unique, synergistic, and/or
causally ambiguous” (Lado and Wilson, 1994, p. 717) and not easily copied or transferred
across firms. On the other hand, a focus merely on in-house competencies involves the risk of
tunnel-vision and that the firm does not take advantage of expertise existing outside the
organisational boundaries. Recognising the current rate of technological and market
development this seems like a high-risk strategy, especially in small firms with limited in-house
resources. Management of a firm’s competence development accordingly involves decision-
making on issues such as how much to invest in competence development, who to invest in,
the degree of sustainability of competence development investments, and how to balance the
contributions from in-house and external competencies.

Competence planning is here seen as the link between managerial decision-making and the
context of a firm’s competence development and utilisation. A central mission for a firm’s
competence planning is to identify and tackle actual and future competence short-comings.
Common in the literature in this field is to emphasise the need to recognise the organisation’s
goals and strategies, and to take this as a point of departure for gap analysis (see e.g. Hall,
1984; Axelsson, 1996; Prahalad and Hamel, 1990; or Mabey and Salaman, 1995).
Shortcomings are, however, of different categories. Green and Ashton (1992, pp. 287-288)
here introduced ‘skills shortage’, ‘skills gap’ and ‘skills deficiency’ to conceptualise different
shortcomings referring to firms’ occurring lack of knowledge and skills. A skills shortage
refers to difficulties in filling vacancies, and is according to Green and Ashton related to a
focus on immediate needs, characterised by low or intermediate skill levels, and often linked to
variations in business cycles. A skills gap occurs when a firm finds out that the in-house
competencies are insufficient for optimal effectiveness. Skills deficiency, finally, refers to firms’
failure to even recognise their short-comings when comparing the optimum performance
requirements and the actual ‘state of the art’ in the firm.

From a management perspective, the distinction between different types of competence
shortcomings seems like a fruitful concept to utilise to investigate this matter further. I will
therefore here utilise the concepts of ‘skills shortage’ for describing and analysing
shortcomings being more related to capacity,14 and ‘skills gap’ as being more related to
competence. Previous evidence indicates that small and medium-sized firms ”conceptualise
their lack of skills almost exclusively in terms of the first two categories” (Scott et al, 1996, p.
86). The third variant (skills deficiency) is excluded here, since it would imply that a firm
acquires or develops competence in order to fill a competence or capacity gap they are not
even aware of.15

The concepts of ‘skills shortage’ and ‘skills gap’ also draw attention to the fact that
competencies may be very different. Referring to the definition of competence as ‘the

                                                            
14 However not necessarily on a low or intermediate level. Whether a shortcoming is defined as a skills shortage
or a skills gap is dependent on the in-house competence structure of the firm. A small hi-tech firm employing
only PhD’s might, similar to a simple jobbing work-shop with employees holding low formal degrees, for
example experience a need for more knowledge and skills that relates more to capacity than to a need for a new
specific (and in the firm non-existent) competence.
15 I will however return to this third concept in Chapter 8.
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composite of human knowledge and skills serving productive purposes in the firm, and
contributing (or expected to contribute) to a firm’s competitiveness’, a required competence
may be represented by a need for both a new (or another type of) competence, or by a need for
extended capacity. When a firm recognises that its in-house competencies are less (or
differently) skilled than required for optimum effectiveness, the firm faces a skills gap. When a
firm recognises that its in-house competencies are insufficient for reaching a desirable capacity,
a skills shortage occurs. Often we tend to understand skills shortage as related to ‘muscles’,
and skills gap to ‘brain’. This is however not necessarily the case. Let me take a possibly over-
explicit example: A small engineering firm employing only highly skilled PhD’s may, similar to
a simple jobbing workshop, experience both skills gaps (a need for new or another type of
competencies) and skills shortages (a need for competencies that will increase the capacity of
the firm). A firm’s shortcomings regarding its competencies may hence refer to a need to
develop or acquire for the firm new competencies on different levels (and thereby filling a skills
gap), or refer to a need to on different levels acquire or develop ‘more-of-the-same’
competencies (and by improving capacity fill a skills shortage).

When approaching how to deal with the misfit between competence supply and demand the
management in principal has to choose between developing in-house competencies required, to
acquire (or ally to) necessary external competencies, or to combine the two measures. The
strategic choices between ‘make’ and ‘buy/ally’ thus made constitutes the other critical
element in a firm’s competence planning. In some, preferably larger firms, these decisions are
formalised into competence development plans both on the organisational as well as on the
individual level, as well as into formal agreements with external partners. In small firms the
degree of formality often is lower, implicating that these kinds of relations and agreements may
exist without any further external announcement. An interesting issue is hence how small firms
actually come to a decision on the choice between make, buy or ally. Another exciting issue is
whether these considerations and decisions distinguish firms by the performance they exhibit.
The ambition of this study is to penetrate this issue further.

Acquisition of external competence, as well as in-house competence development, can be
regarded as both a strategic and an operative firm task. From a strategic point of view a firm
faces the choice between developing in-house competencies necessary for competitiveness on
specific markets (to ‘make’), to co-operate with and utilise external expertise needed to fill
specific market needs (to ‘buy’ or ‘ally’), or  to combine these measures. In extremes, a
realisation of a ‘making’ strategy implies that we are dealing with a multi-competent firm
supplying its needs of expertise exclusively through internal resources. The implication of a
pure ‘buying’ or ‘allying’ strategy, on the other hand, is the slimmed, virtual company
combining resources necessary for competitiveness regardless of organisational boundaries. In
practice, these ideal types of firms are rare. Firms following different orientations in this
respect are, however, more visible. Often we here also recognise an organisational scale factor.
Networking, external co-operation and competence acquisition are hence by many small firms
regarded as rational methods to compensate for lack of own, in-house resources (Julien, 1993;
Ramachandran and Ramnaryan; 1993). The choice between external and internal orientations
is, however, also dependent on other factors. Besides the differences in orientation touched
upon above, it seems reasonable that the level and the diversity of in-house competencies per
se would affect a firm’s acquisition of, and co-operation with, external expertise.16 If you have
                                                            
16 Cf. Curran and Blackburn, 1994, who when studying the interaction patterns of small firms found that
especially high-tech oriented firms (involving higher levels of in-house competencies) were least oriented
towards a locally embedded network
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a high level of internal competence, the acquisition of and co-operation with external
competencies starts on a qualitatively higher level than in a firm with a low internal level of
competence. If you, moreover, satisfy several or most of the competence areas needed for
competitiveness by internal resources, your external competence acquisition by nature is
different from a highly specialised firm covering, e.g., only production-oriented expertise. This
discussion pinpoints the need to distinguish between firms with different levels of in-house
competencies and different degrees of in-house competence diversity or range when
approaching external competence acquisition (Fig 2:2).

 Range of in-house competencies
NARROW          BROAD

  High-competence     High-competentce      
             HIGH firm with a     firm with a

  narrow scope of     broad scope of
In-house com- competencies     competencies
petence level 

  Low-competence      Low-competence
              LOW firm with a                firm with a

  narrow scope of        broad scope of
  competencies            competencies

Fig 2:2  Firms characterised by in-house competence related to level and range

Acquisition of external competence is expected to fill either a skills gap (which according to
Green and Ashton, 1992, refers to an insufficient in-house competence level as compared to
market need), or a skills shortage (which fills a vacancy, and is understood to be more related
to a short-coming regarding capacity than competence). A firm with a low level and a limited
range of in-house competencies (the low-narrow alternative in Figure 2:2) can be expected to
acquire external competence preferably in order to fill a skills gap. An example is a small
manufacturing firm without own construction competence that on a sub-contracting basis
delivers simple components to a more qualified customer. When this customer requires
constructional drawings, the firm is unable to meet this demand by utilising its own in-house
staff, and is forced to fill this skills gap by acquiring external expertise.

A firm with a high level of in-house competence distributed on a broad range of competence
fields (the high-broad alternative in Figure 2:2) already possesses significant in-house
resources. An example is a mechanical engineering firm operating in different product areas
and covering the needs for expertise in different lines of technology, financing, marketing, etc.
by trained and skilled in-house staff. When market demand exceeds the firm’s ability to deliver
during, for example, an upward business cycle, the firm decides to fill this skills shortage by
adding capacity. This acquisition of capacity is accomplished by either recruitment of more of
the competencies the firm already possesses, or by co-operating with another firm holding a
similar competence.

A firm with a narrow or specialised but high-level in-house competence can be expected either
to acquire capacity (to fill a skills shortage in fields represented by in-house competence) or to
acquire competence (to fill a skills gap by acquiring competence in areas not represented in-
house in the firm), depending on the specific nature of the occurring gap. Similarly, a firm
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holding a low level but a broad range of in-house competencies, can be expected to purchase
external competence both in order to fill competence gaps (when the own moderate level of
competence is regarded as not sufficient) and to fill capacity gaps (when more of the broad and
moderate in-house competencies are required, especially during favourable business cycles).

I here suggest that a strategy aiming at filling a competence gap can be characterised as a
compensating acquisition strategy. The nature of the firm’s internal competencies implicates
that the firm is forced to compensate for the lack of internal competencies in order to maintain
or improve its competitive strength, no matter whether this compensation means acquisition of
higher level competence or a category of competence not represented in-house. A strategy
aimed at meeting a capacity challenge, and thus filling a skills shortage, can be characterised as
following a complementing acquisition strategy. Firms positioned in the low-narrow-position
in Figure 2:2 (the low-competent firm with a narrow scope of competencies), can hence be
expected to orient towards filling skills’ gaps by utilising a compensating acquisition strategy.
Similar, firms positioned in the high-broad position can be expected to orient towards pooling
complementary resources with external partners and thus delivering added value to its
customers (cf. Teece, 1992) by utilising a complementing acquisition strategy.

Firms positioned in the other two alternatives in Figure 2:2 (high-narrow or low-broad) are,
depending on the actual situation, expected to choose between the two acquisition strategies.
Following the diagonal C-D in Figure 2:3, firms with a narrow scope of high-levelled in-house
competence regarding competencies not represented in-house apply a compensating
acquisition strategy, while, regarding acquisition of competence in fields already represented in
the firm utilising a complementing strategy. Correspondingly, firms with a broad but
intermediate or low-levelled in-house expertise in situations where more capacity is needed will
utilise a complementing acquisition strategy, and in situations when the required competence is
not represented in-house will utilise a compensating strategy.

These lines of thought are illustrated by Figure 2:3. A problem I will specifically address is
whether small firms with low and high market performance are different regarding their
strategies for external competence acquisition, and if these differences can be related to the
differences regarding in-house competence level and diversity discussed above.

        Range of in-house competencies
       NARROW                 BROAD

                  To fill a skills       To fill a skills
              HIGH  shortage or skills        shortage by utilising

 gaps by complemen-   a complementing
              In-house com-  ting or compensa-       acquisition strategy
              petence level  ting strategy

       To fill a skills gap      To fill a skills
               LOW        by utilising a com-     shortage or skills

  pensating  acquisi-     gaps by complemen-
           tion strategy      ting or compensa-

        ting strategy

 Fig 2:3 Acquisition strategies related to competence level and range

 A
D
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Utilising the term ‘acquisition strategy’ calls for a more precise definition of the term
‘strategy’. By strategy I here understand the formation process resulting in either a ‘deliberate’
or an ‘emergent’ strategy (Mintzberg, 1978). Deliberate strategies are represented by
formalised or non-formalised intentions guiding the operative decision-making in the firm,
which are realised by operative decision-making. A strategy can however also be realised
without being intended, and instead unfold as a result of gradual learning process. This kind of
emergent strategy is manifested as “a pattern in a stream of decisions” (ibid, p. 935). In this
process “people take actions ... and respond to them, so that patterns eventually form”
(Mintzberg, 1987, p. 69). The pattern formed by actions thus emerging can retrospectively be
identified as a strategy, functioning as “a guide for the future” as well as describing “patterns
from the past” (ibid. p. 67). By ‘competence acquisition strategies’ I accordingly understand
the emergent pattern of actions as specifically referring to a firm’s acquisition or utilisation of
external competencies. This ‘pattern in a stream of decisions’ can either be intended or
unintended. Based on the discussion above, the strategic alternatives for external competence
acquisition has been modelled as a compensating or a complementing acquisition strategy, or a
combination of these two acquisition strategies.

To summarise, a firm according to Nordhaug’s Competence Chain model during its compe-
tence planning process is understood to identify its shortcomings regarding competence and/or
capacity, and take measures whether and how to fill these gaps. The decision-making whether
to fill a skills gap or a skills shortage by ‘making’, ‘buying’ or ‘allying’ is here under-stood as
being founded on either a deliberate or an emergent strategy (Mintzberg, 1978). The firm’s
acquisition strategy is understood to be oriented either towards complementing available in-
house competencies, or towards compensating for the lack of such resources. Firms with either
low-level and broad or high-level but narrow in-house competence are understood to utilise
both strategies depending on the specific situation. The choice of a deliberate or an emerging
acquisition strategy is accordingly understood to be significantly dependent on the firm’s level
and range of in-house competencies. These propositions will be specifically tested by the
empirical studies.

2.2.2 External competence acquisition

One of the measures a firm can choose to fill a factual or future gap is to acquire necessary
competence or capacity externally. This is especially relevant for small firms with limited in-
house resources, and where the need for specialised competence often does not motivate
recruitment of a new, full-time employee.17 Instead, small firms may utilise external
competencies such as those depicted by Pedler et al (1989): customers, suppliers and other
significant stake-holders. By utilising, for example, the firm’s customers and other kinds of
market information in its learning process, a firm is expected to increase its possibilities of
creating customer value and sharpen its own competitiveness. By utilising its suppliers and
other significant stake-holders the firm may “use external resources ... beyond the limits set by
the resources they currently control” (Jarillo 1989, p. 135).

According to Ramachandran and Ramnaryan (1993) small firms utilise external resources for a
variety of purposes: capital raising, identification of market opportunities, obtaining of
personnel, identification and development of product and process technology, identification of
suppliers, and development of business ideas. This categorisation can be translated into diffe-

                                                            
17Empirical evidence on this point is reported by Hendry et al, 1995.
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rent external actors representing similar or complementary competencies, e.g., banks and other
financing sources, customers and suppliers, business colleagues and competitors, con-sultants,
organisations and authorities, and different types of competence centres. Håkansson (1990)
here distinguishes between vertical and horizontal partners. Vertical partners are represented
by the firm’s suppliers and customers. Horizontal partners are characterised by the property of
not being directly involved in the value-processing chain from supplier to customer, such as
other firms or managers, trade organisations, authorities or universities. The role of customers
and suppliers (vertical partners), and of other significant stake-holders (horizontal partners)
will be specifically recognised in the present study. This role will be operationalised in terms of
the categories of external competencies involved (e.g., vertical and horizontal partners), the
perceived importance of their contributions, and the frequency of their utilisation.

A number of previous studies have addressed the importance of external competencies, and
how the interaction with different external actors may be related to some measure of firm
performance. Research in product development has, for example, shown that the original idea
behind new product innovations often stems from customers’ needs (see Myers and Marquis,
1969; Cooper, 1979; or Persson, 1986), suggesting that successful product development
prospers from a firm’s interaction with its customers. The frequency of a firm's environmental
scanning has by Daft et al (1988) also been found to distinguish firms by their performance.
Storey et al (1987) revealed that low-growth firms had a poorer understanding of their
competitors than small firms exposing a higher growth rate. Recognising imitation as a strategy
in many successful enterprises brought competitors and bench-marking techniques into focus.
As Bolton (1993) remarks, “learning-by-watching results in the acquisition of new knowledge
through observation and assimilation of external information” (p. 33).18 Examples like these
suggest that competencies incorporated as sources of knowledge and information either
vertically (as suppliers and customers) or horizontally (as colleagues, competitors, banks,
auditors and different types of competence centres) may have impact on a firm’s performance.
Such a network ”extends the boundaries of the organization’s knowledge” and provides an
external network of expertise which a firm can ”tap for ideas and advice on a wide range of
subjects” (Hendry et al, 1995, p. 191-192). This also raises the issue whether there are any
differences between firms exposing low and high market performance regarding (1) how they
utilise external competencies in terms of competence acquisition strategies, contact frequency,
or (2) how small firms perceive the value or importance of different external actors. This will
be elaborated on in the study’s empirical investigations.

External competencies that a firm acquires are expected by the firm to have a positive impact
on the firm. When a small firm e.g. acquires external consultant services or recruits a new
employee, the firm expects that the actors delivering the desired knowledge and skill thereby
themselves bring about the facilitators for a positive development. We hence expect the carrier
of specific competence per se to represent this asset. Far less recognised in the field is that a
party or an actor, representing external competence, also may act as a broker or an
intermediary to other external resources. Network theory (e.g. Nohria and Eccles, eds., 1992)
here utilises the terminology of ‘bridges’ to illustrate situations when an actor may channel
knowledge, information or other assets between two ‘nodes’ without connecting these nodes
directly to each other. The actor serving as a ‘bridge’ often has the function of a ‘gate-keeper’,
since this actor is normally in a position to decide both whether, and in that case, what kind of
information that will be ‘transferred across the bridge’.
                                                            
18This view on imitation contradicts the traditional view that “imitation almost ensures a lack of competitive
advantage” (Porter, 1994, p. 434).
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The relevance of also recognising the indirect significance of external actors seem to be
especially important when studying small firms, and this for at least three reasons:

• The smaller scale per se limits the number of potential nodes between the firm and external
competencies,

• The more simple structure of a small firm, often implicating that ownership and control are
integrated and that the importance and dependency of the firms owner-manager is higher,
also limits the number of potential external nodes of competence,

• The level and range of in-house competencies in different, specialised fields are generally
lower/more limited in a small firm than in a large enterprise. This indicates a more explicit
need for a link that ‘translates’ specialised information and knowledge from, e.g., univer-
sities or authorities.19

One of the few studies that have observed the importance of broker functions linking small
firms to other external competencies than those they directly interact with, is Belotti’s (1996)
study of technological renewal in small wood-processing firms. Here especially consultants and
other firms in the same line of industry were found to act as brokers to other external
competencies such as universities, research institutes and specialised suppliers. Also, suppliers
to the firm were found to act as ‘bridges’ and ‘gate-keepers’ to other external competencies.

Several studies have revealed that small firms generally perceive customers and suppliers to be
their most important partners, and to represent their most significant external sources of
competence. Håkansson (1990) in a study of technological renewal in 123 SMEs especially
pinpointed the importance of these generally long-term and continuous relations, integrated in
the firm’s value-processing chain.20 I will in this study specifically elaborate on the co-
operation between small manufacturing firms and their suppliers. One important issue that will
be addressed is the role of suppliers as brokers to other external competencies.

Recruitment of new employees is by Nordhaug (1993) regarded as a variant of external
acquisition together with measures such as purchase of consultant services and co-operation
with other organisations. Recruiting a new employee can, however, also be regarded as a
measure between external competence acquisition and internal competence development.
When a firm recruits a new fellow employee it certainly acquires an external human resource,
but when the recruitment is completed this human resource adds to the firm’s already present,
in-house resources. Recruitment will here hence be regarded as an intermediate station in a
process transforming an external human resource to an in-house resource. Recruitment can
moreover involve the acquisition of a capacity or competence beyond the capacity/compe-
tence represented by the recruited person him/herself. In a case-study of three small manu-
facturing firms, Belotti (1996, p. 170) especially recognised that recruitment of skilled or
technically competent staff not only increased the firm’s problem-solving capacity, but also
strengthened the firm’s ability to mobilise and utilise more external resources. A new, and
especially a more qualified employee, could hence be regarded as representing the capacity or
competence the individual per se is able to contribute with, and the possibility to link and get
access to new and other external competencies. How small manufacturing firms recruit new
                                                            
19Of course, this is deliberately a very general characteristic. I am well aware of the existence of small firms
with highly educated and skilled employees operating in, e.g., specialised niches and high-tech sectors.
20When studying the technological renewal of small firms, Belotti (1996) however points out the importance
horizontal partners have in the process of the firm’s technological renewal
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human competencies and capacities and how this affects a small firm’s competence network
will hence specifically be recognised in this study.

2.2.3 Competence development

The strategic alternative ‘to make’ involves a firm deciding to develop the human resources
they already hold in the firm. This implicates that the firm invests in developing individual
and/or organisational knowledge and skills. Such a refinement of own recourses can be
achieved by different methods for competence development. Referring to Kolb’s (1978)
learning cycle, Randolph and Posner (1979), Ulrich and Cole (1987) and Axelsson (1996)
distinguish between methods where learning in one dimension is achieved on a continuum from
concrete action (as in field work) to abstract conceptualisation (as in theoretical lectures). In
another dimension learning can be achieved on the continuum from active experimentation (as
in research) to reflective observation (as in analyse of theoretical literature). Let us hence first
state that competence development or learning involves considerably more than courses and
literature, and can be gained by utilising a variety of different training and learning methods.
These methods may be situated on-the-job or off-the-job, they may be integrated in daily work
or occurring at specific events, and they may address one, several or all of the firm’s members.

In small business research the management of competence development is often described as
ad-hoc-based and short-termed oriented decision-making. Atkinson and Meager (1994), for
example, demonstrated that workforce training increased with the size of the firm. Storey
(1994) explains small firms’ limited interest in training by (1) the owner-managers’ awareness
of the risk of failure when doing long-term investments in competence development, (2) the
fact that small firms often depend more on flexibility and general competence than on the deep
specific skills e.g. external training aims to develop, and (3) that a generally higher degree of
labour turnover reduces the value of own training, and instead stimulates a strategy where a
small firm tries ”to ‘poach’ trained labour and then to ‘mould’ it according to their
requirements” (ibid, p. 145). Hendry et al (1995) adds that fear of other small firms’ poaching
is a traditional reason why small firms don’t train; an argument that Pettigrew et al (1989)
however regard as an excuse or an alibi for investments in training that would not have been
made anyway.

The results from previous studies normally address traditional, formal and visible investments
in developing competence in small firms. As Hendry et al (1995) remark, the notion of
standards and vocational qualifications may have limited relevance in many small firms.
Instead, ”real day-to-day issues form the basis of learning; the relationship with the sectoral
infrastructure for training and specification of occupational skills is likely to be dynamic” (p.
153). Accordingly, experimental learning and ”learning from others on-the-job is a hallmark of
the small firm” (p. 158).21 In these processes, Hendry et al found that ”the traditional master-
apprentice model still prevailed, for example in the construction and engineering trades”. By
doing case-studies in 20 SMEs they however also revealed two-way learning processes where
younger workers introduced new techniques and older employees represented a source of
practical knowledge, especially in situations involving a high degree of technological change.
The few studies made on how small firms actually develop their in-house competencies to a
large extent seem to suggest that competence development in small firms is different from
                                                            
21 In a study of competence development in 122 Swedish firms (Leion, ed. 1992) the importance of on-the-job-
training is underlined. This study involved both small and larger firms associated with the Swedish Employers
Federation (SAF).
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larger firms. The empirical evidence presented so far on this point is however not very
persuasive.

As already exemplified above, the literature in the field often categorises different learning
methods by utilising various dimensions or criteria. Mabey and Salaman (1995), for example,
depart from the learners degree of autonomy, “a subject which has been a major area for
researchers in individual learning” (ibid, p. 328). To separate different methods by the learners’
degree of autonomy is built on different philosophies of education and learning, where
instrumental learning constitutes one end of a continuum and experimental learning the other.
Instrumental learning processes are characterised by the understanding that there exists a body
of knowledge to be taught, and that practice can be deduced from theory and planted out to
the learner/pupil by a teacher using preferably formal learning methods. Experimental learning,
on the other extreme, departs from the learner’s individual talent, ideas and motiva-tion, and
regards knowledge as being something evolving inside each learner as we learn more about
ourselves and our context. Learning can be stimulated by open-ended and informal sessions
and experiences where tutors act as facilitators or ‘coaches’ in an interactive learning process
together with the learner.22 The degree of learner autonomy is by Mabey and Salaman related
to content (concepts, principles, skills covered), and process (the way of organising training
activities). A high degree of learner autonomy over content means that the learner can decide
on what to learn or what learning goals to achieve. A high degree of learner autonomy over
process implies that the learner has significant influence on the methods used in the learning
process.
The approach of Mabey and Salaman is interesting from the point of view that it addresses the
autonomy/control dimension of managing competence development. Since the concept is
developed from the perspective of the learner and I am here interested in analysing the results
of this study in a way that facilitates more distinct managerial implications, the perspectives
obviously diverge. The framework suggested by Mabey and Salaman hence cannot without
further notice be transferred to a management perspective. Building on the understanding that
a high degree of management control over the learning process and the learning content is at
the expense of the firm’s employees, indicates that we are here dealing with a zero solution.
One would hence expect that transforming Mabey and Salaman’s model from a learner to a
management perspective implicates an inverted model where a high degree of learner
autonomy per definition implicates a low degree of management control. This is, however, not
necessarily the case.

Let us for example recognise the possibility a small firm has to send one of its sales staff to a
standardised university course in marketing. This method can, from a learner perspective, be
characterised as a method that facilitates a low degree of autonomy over both content (since
the curriculum and the literature that will be used are decided by the university) and process
(since the possibilities to adjust the time schedule, the examination form or other course
conditions are normally limited). This is, however, also the case if we should characterise the
same method from the perspective of the small business manager. Similar, when Mabey and
Salaman characterised ‘process workshops’ as an example of a method that facilitates a high
degree of learner autonomy over both content and process, the same characteristics could
actually be relevant also from a management perspective. When the small business manager
and his sales staff together conduct a bench-marking study and on the basis of this develop a
market plan for the firm, this does not necessarily imply that a high degree of management

                                                            
22The distinction between experimental and instrumental learning builds on Handy (1974).
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control results in a low degree of ‘autonomy’ for the sales staff. In this example we moreover
have a situation where the manager himself becomes one member of a learning team, where the
degree of autonomy over both the content and the methods utilised in the emerging learning
process could be expected to be high for all those participating in the process. If the small
business manager decides to bring all his employees to a trade fair in order to develop the
firm’s knowledge of the technological development in its branch of industry, as well as
knowledge about competitors and market need, the manager is again one member of a learning
team. The difference is that the team in this example could be expected to have less autonomy
or power in influencing the learning process, since the opportunity to have influence over both
the content of the trade fair they visit and the different factors conditioning the learning
opportunities is more limited.

With a management perspective on competence development the degree of the management’s
(in small firms normally the owner-managers’) control over the content as well as the process
of learning is an interesting issue. Referring to the technical-rational perspective on
competence development and the definition of competence adopted in this study, competence
development that does not serve productive purposes and contribute to a firm’s compe-
titiveness has no value. Consequently there is a natural management interest in controlling the
firm’s financial and time investments in competence development in order to ensure that the
firm’s investments actually serve productive purposes. As revealed above, a high degree of
management control does not per se imply a low degree of learner autonomy over the learning
content or the learning process, and vice-versa. Shifting focus from a learner perspective to a
management perspective does hence not imply a simple inversion of the learner perspective.
Moreover is it obvious that we are here dealing with complex phenomena which would benefit
from separating different learning situations as well as  different categories of learning content.
The manager of a small firm can for example, depending on the situation, be regarded as a
teacher, a facilitator, a participating learner, or a combination of these roles. Learning events
can be organised, packed and distributed, but can also emerge as more or less unintended by-
products from other, especially work-related situations and processes (cf. Jones and Hendry,
1994; or Hendry et al, 1995).

Although Mabey and Salaman’s approach implicitly addresses interesting problems and
challenges also from a management perspective, it is not uncomplicated to transform to such a
perspective. The problem is that while frameworks that describe and analyse competence
development from either a learner perspective or a neutral perspective are quite common in the
literature,23 we seem to lack frameworks for analysing the same phenomena from a
management perspective. I will, building on a separation of learning process and learning
content, therefore here try to develop such a basic framework.

Organising an in-house training course in a small firm normally implies that the owner-manager
can decide on both the content of the course, as well as how the training process should be
organised. As already noticed, the measure of sending an employee to an external and
standardised course organised by, for example, a university implicates a low degree of control
over both content and process from the small business manager. Providing employees in the
organisation the opportunity to read professional journals at work gives the manager a high
degree of decision-making control over content (he/she normally decides what kind of journals
the firm should subscribe to), but offers limited possibilities to influence whether, and how,

                                                            
23See e.g. Axelsson (1996), Mabey & Salaman (1995), Ulrich & Cole (1987), or Handy (1974).
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his/her staff actually utilise this opportunity (i.e., low control over process). An example of the
opposite situation (high control over process but a low control over content) is when a small
business manager instructs one of his/her employees to act as a mentor for a new employee
according to the firm’s routines for introduction of new staff. The manager is then in the
position to prescribe how the introduction should be conducted, but normally has limited
possibilities to control the factual content of the learning process taking place between the
mentor and the new employee.

Utilising the management’s degree of control over content and process accordingly result in a
new framework for depicting and analysing methods for competence development:

      “LOHI-methods”       “HIHI-methods”
        High       e.g. literature study           e.g. in-house

Management control       at work       training course
over content

        Low       “LOLO-methods”            “HILO-methods”
      e.g. external course          e.g. mentor for new

      employees

                   Low              High
                      Management control over process

Fig 2:4.  Degree of management control over competence development methods
It is a genuine management responsibility to execute control over a firm’s investments in
developing its in-house competence resources and how these investments in time and money
can contribute to the competitiveness of the firm. The proposed typology addresses how
different methods for competence development relate to managers’ decision making power and
control, and will here be utilised for analysing how small manufacturing firms from a
management perspective invest in competence development.

The framework however also addresses an ongoing discussion in the literature (see e.g. Hendry
et al, 1995) on the management dilemma of how to balance management control with learner
autonomy, especially when this issue is related to the need for different kinds of learning. As
discussed in section 2.1, environmental pressures and influences affect the need for competence
development in a firm. In a stable environment, standards and practices on how to ‘do things
right’ are well defined and well known, implicating that the learning required in an organisation
is understood to orient towards single-loop learning. Because ‘doing things right’ can be
accurately defined, it also enables a high degree of management control. In more dynamic
environments where new rules of the game are continuously introduced, the critical task is to
‘do the right things’ and then, often in a process involving trial and error, develop new work
practices and routines. In situations like these, management normally does not have the
answers to questions and problems occurring. Instead, solutions to new problems are
developed in a learning process that is more ”open and unprescribed” (Mabey and Salaman, p.
326) where double-loop learning produces new solutions to new challenges. Such learning
processes are fertilised by more participants taking an active part in a process that, per
definition, implicates less management control over learning content and learning process.24

How small manufacturing firms distribute their investments on developing new knowledge and

                                                            
24 Mabey & Salaman (1995, p. 315) here bring forward the intricate question ”if management can be learned,
can learning be managed?”.
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skills both between different categories of staff as well as between different methods for
competence development will be addressed in this study. I will here specifically investigate
whether small manufacturing firms apply any division of labour in-house in the firm regarding
the job of picking up and developing knowledge and skills required for the firm’s
competitiveness.

As noticed earlier, studies addressing small firms’ competence development are not especially
frequent. An even rarer issue is whether developing in-house competencies in small firms
actually contributes to the firm’s ‘competitive capacity’ or its proved competitiveness. Two
examples, however, are studies of Huselid (1995) and Bartel (1994), which indicate that there
exists a positive relation between training and company performance. Yet another and
contradicting example is a study of Baldwin et al (1994) of 1 480 SMEs and how their
investments in competence development related to organisational performance. Based on
postal and telephone surveys, Baldwin et al found that investments in training had limited (if
any) effect on company performance. In fact, they found that the expenditure per employee on
training could be negatively correlated with business profitability.25

Normally studies like these are limited in the sense that they focus only on visible methods for
competence development that are easy to grasp and define by their visibility regarding time
consumption (e.g. a two day internal course for all employees), or their consumption of
financial resources (e.g. the size of investments in external courses or literature). Focusing only
on investments or methods visible in, e.g., a firm’s accounts implies that work-related learning
and development of tacit knowledge are not recognised. Recognising that discrete on-the-job
learning is ”a hallmark of the small firm” (Hendry et al, 1995, p.158) this surely seems to
suggest that recognition of only formal training or competence investments visible in the firm’s
accounts implicates biased results. When conducting case-studies in 20 small and medium-
sized firms, Hendry et al accordingly found that “the commitment to employee learning
through formal training budgets was minimal” (p. 153; cf. also Leion, 1992), and that
measuring learning “by the existence and size of training budgets is highly misleading” (p. 168).
Visibility, moreover, is often related to standardisation and generalisation, and not to the
discrete or tacit knowledge expected to found the base for a firm’s ‘competitive edge’. The
discrete nature of competence-enhancing methods such as personal development meetings,
work rotation, staff meetings incorporating elements of education, or competence development
utilising cross-functional project teams, however, also implicate methodological challenges and
obvious problems. This, of course, is one important reason behind the lack of research trying
to cover the whole spectrum of methods for in-house competence development and how these
relate to performance. This, then, represents an interesting challenge for the present study.

Returning to the discussion above on explicit and tacit knowledge and skills, we may expect
that different methods actually address different kinds of knowledge and skills. A general
question at issue that we are only beginning to get a better understanding of is how small firms
actually develop their in-house competencies. Other challenging issues at question are whether
development of in-house competencies can be related to the competitiveness and market
performance of a firm, and in that case how different categories of learning, and the methods
utilised to achieve these different skills and competencies, can actually be related to a firm’s
performance.

                                                            
25 Baldwin et al investigated 1 480 growing SMEs in five regions and ten industries in Canada, where perfor-
mance data was based on the firm’s growth of assets, sales and employment during the period 1984-88.
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2.3  Towards a frame of reference, research questions

Vital elements of Nordhaug’s Competence Chain model have for me served as a basic
framework and a point of departure for building the theoretical frame of reference for this
study. As I indicated already in the introductory chapter of this thesis, such a framework
should also build on a management perspective. Decision-making is central in management,
and a firm’s decision-making is in literature normally understood to depart from a firm’s
(formalised or informal) strategies. I here understand the process of competence planning to
consist of (1) identification of competence gaps and shortages, and (2) decisions regarding
how to overcome these shortcomings. As I have discussed above, the owner-manager of a
small firm is understood to decide whether he/she should develop in-house competencies or
acquire necessary competencies outside the firm - or whether he/she should combine these
measures. These decisions form and depart from a firm’s orientation to ‘make’, ‘buy’ or ‘ally’
and are manifested by its acquisition strategy.

I here accordingly regard the owner-managers’ decision-making as being based on a formal or
informal identification of a gap between requested competencies and the competencies the firm
at that time possesses. These gaps can either be characterised as a skills shortage (which refers
to difficulties in filling vacancies), or a skills gap (which occurs when a firm finds out that the
in-house competencies are insufficient for optimal effectiveness). Making decisions on whether
to ‘make’, ‘buy’ or ‘ally’ can from a management perspective be illustrated by a balance, where
each alternative has its pros and cons. On a more operative level, decision-making is about
which method to utilise for developing in-house competence, which consultant to co-operate
with, or what kind of competence to recruit to the firm.26 The balance metaphor is hence
applicable on both the strategic and operative management level, and illustrated by a stylised
balance scale in Figure 2:5.

From a management perspective competence development and acquisition has no value unless
it, directly or indirectly, contributes to preserving or strengthening a firm’s competitiveness (cf.
Porter, 1994). I am here interested in investigating whether firms exposing high market
performance are different from low-performing firms when it comes to competence planning,
competence development and external competence acquisition. Utilising several of Nordhaug’s
concepts and linking them to the firm’s market performance, the frame of reference for this
study thus can be illustrated in the following way:

         COMPETENCE PLANNING
           Identifying actual/future competence gaps (skills shortage or skills gap)
                                            ‘Make’, ‘buy’ or ‘ally’?

                      ACQUISITION OF EXTER-                          DEVELOPMENT OF IN-
      NAL COMPETENCE                       HOUSE COMPETENCIES

                Recruitment of new employees
        Vertical and horizontal partners                 Different learning and training

       methods
   

                                                            
26I here disregard whether the decision-making process is based on adequate or formalised gap analyses or not.
Nor do I here take into account the degree of management professionalism. Instead the reasoning aims at
developing a general theoretical framework for further empirical analyses.
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                ORGANISATIONAL MARKET PERFORMANCE

Figure 2:5.  Frame of reference

A firm’s organisational market performance may, according to Figure 2:5, be dependent on
how the firms plans, develops and acquires competence. Also the opposite relationship is
possible, namely that the degree of a firm’s performance on the market facilitates and/or
necessitates a firm to ‘making’ or ‘buying’ competencies, or ‘allying’ with external competen-
cies. The relationship is marked in the figure by a two-way arrow. Due to methodological
difficulties in establishing causality in this specific respect, I will however treat this specific
relation as a simple relationship. The first research questions of this study can thus be
formulated in the following way:

• How do small manufacturing firms manage their competence planning, their acquisition of
external competence, and their development of in-house human resources?

• Are there any differences between small manufacturing firms revealing low and high
organisational market performance regarding their competence planning, acquisition of
external competence, or development of in-house competencies?

2.4  Competence utilisation

The frame of reference outlined in Figure 2:5 is basically rooted in the tradition of resource-
based theory. According to Porter (1994), the argument in a resource-based view of a firm is
“that the origins of competitive advantage are valuable resources (or competencies) that firms
possess, which are often intangible assets such as skills, reputation, and the like” (p. 445). By a
favourable utilisation of in-house resources, and especially by developing intangible resour-ces
that are relatively immobile and not as easily copied by competitors, a firm is understood to
nurture its competitive advantage. Porter especially points out that ”while the tangible assets
normally depreciate, the intangible assets involved in performing activities can accumu-late
over time (provided the environment remains relatively stable)” (p. 436). A favourable
utilisation of the firm’s resources is manifested by a favourable market position, where ”the
skills and market position a firm possesses today are the result of past choices about how to
configure activities and what skills to create or acquire” (Porter, p. 442. Cf. also Mintzberg,
1978 and 1987).

Central to resource-based theory is the interest for the firm’s in-house resources. Penrose
(1959) defined resources as ”the physical things a firm buys, leases, or produces for its own
use, and the people hired on terms that make them effectively a part of the firm” (p. 67). Later
research in the field has emphasised intangible resources such as reputation, image, and trade
marks. These resources have however no value per se, since the value of tangible and intan-
gible resources is determined by ”the contributions these resources can make to the produc-
tive operations of the firm. A resource, then, can be viewed as ‘a bundle of possible services’”
(ibid). Also Porter (1994) underlines the view that resources are “not valuable in themselves,
but because they allow firms to perform activities that create advantages in particular markets”
(p. 446; cf. also Black and Boal, 1994; or Borch et al, 1996). A firm’s knowledge and skills in
making use of its resources in a way that corresponds to customers’ needs on the specific
markets the firm operates on accordingly ”provide the basis for a firm’s competitive capacities
in one or more businesses” (Teece et al, 1994, p. 18).  Similar to the message incorporated in
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Nordhaug’s (1993) Competence Chain model, it is hence the productive utilisation of a
resource that determines the value of this specific asset.

Returning now to the fourth element in Nordhaug’s model, ‘competence utilisation’ can be
understood as how a firm makes use of its investments in developing in-house competencies
(or purchasing external competencies) for strengthening the firm’s competitiveness. Nordhaug
here specifically addressed the firm’s organisational design, its division of labour and
responsibilities in terms of specialisation versus de-specialisation, its incentive systems, the
degree of employee involvement and participation, and the significance of transfer barriers.
How a firm decides to design its organisation, divide labour and authority, and involve and
motivate its members accordingly frames and governs the contribution a firm can expect to
receive from its efforts to acquire and develop competence resources. Similarly, different
barriers hampering the transfer of knowledge and skills to work situations in the organisation
determines the value a firm can expect from its investments in competence development and
acquisition. A conservative culture in a firm resisting any change in the present situation can,
for example, be a very effective barrier towards transferring new ideas and new knowledge to
practical use in the organisation (cf. the concept of ‘mental models’ in Kim, 1993, and Senge,
1990).

An element of competence utilisation not specifically addressed by Nordhaug is the degree of
organisational routinisation. As earlier discussed, organisational learning can be regarded as
constantly revised routines for updating best practice, where the firm’s infrastructure supports
the collection, storing and distribution of new knowledge, experience and practice (Adler and
Docherty, 1995). By developing routines, procedures and methods aiming at transferring
knowledge from individuals in the organisation to the organisation as a whole, an organisation
is expected to increase its level of performance by reducing variability (Levinthal and March,
1993). These routines can be seen as ”the organizational analogue of individual skills” (Hendry
et al, 1995, p. 184) where collective ‘learning by doing’ is translated into ‘remembe-ring by
doing’ (Nelson and Winter, 1982, p. 99). Even if routines may be (and often are) formalised in
order to obstruct forgetfulness, routines normally have a tacit dimension which make them
difficult to articulate. This implicates disadvantages for transferring this kind of knowledge in-
house in an organisation. On the other hand, it also indicates a possibility to develop a
competitive advantage:

”Because routines involve a strong tacit dimension, they may not be easy to
imitate. To the extent that this is so, routines contribute to a firm’s distinctive
competencies and capabilities. Such capabilities, by virtue of their evolution in
particular environment and organizational contexts, are likely to differentiate
firms from each other and provide the basis for differential performance vis-à-vis
competitors” (Teece et al, 1994, p. 15).

Routines may, however, also function as a double-edged management sword. Routines cer-
tainly facilitate an increased management control over the firm’s production processes, and by
standardising a best practice reduce the need for improvisation in the organisation. The
drawback is that routines may also bring about ‘transfer barriers’ that prevent new knowledge
and new ideas from being introduced. The introduction of routines hence depicts a trade-off
between efficiency and flexibility (Grant, 1991), and addresses the management dilemma
between relaxing ”control over the learning process while channelling the benefits from it”
(Jones and Hendry, 1994, p. 160).



37

I will in this study address how small manufacturing firms make use of in-house and external
competence, involving their competence structure (level and range of competencies),
organisational design, organisational specialisation/despecialisation, and degree of
routinisation. I will moreover, by using the management control matrix in Figure 2:4, deal with
the dilemma of how small firms balance management control with learner autonomy when
investing in different methods for competence development.

2.5   A broader perspective

The relevance of relating competence planning, development and acquisition not only to intra-
organisational needs and ambitions, but also to an inter-organisational perspective that
recognises driving forces for change in the environment, has specifically been recognised
during the past decade. Resource-based theory today accordingly focuses on the relation
between how firms continuously develop and utilise their internal resources and skills, and the
risks and opportunities they are confronted with outside the firm (see e.g. Hörte, 1995). The
field of Human Resource Strategies (HRS) and its attachment to business strategy is thus
developing and challenging the more traditional field of Human Resource Management
(HRM). Mabey and Salaman (1995, pp. 23-24) from a UK-perspective illustrate different
change forces in a firms environment in the following way:

 “Economic environmental changes include changes in markets, or market
segments, changes in competition (new entries, take-overs, decline), changes in
the national or local economy in terms of inflation rates, unemployment, interest
rates and balance of trade. Political changes include the single European market
in 1992, legal and political deregulation, the European Social Charter, levels of
UK government or local authority spending, privatization/public ownership, the
end of the Cold War, the Green movement and energy issues. Technological
changes include the likely or current form of technological developments and the
costs and implications of such developments. Social changes refer to factors
which affect people as consumers/users of an organisation’s goods or services via
the influencing of attitudes, life-styles, values, expectations; or which affect
people as employees. Of obvious importance here are demographic trends which
bring about staff and skill shortages.”

Burns and Stalker (1961) and Lawrence and Lorsch (1967) have already noted that the degree
of change or uncertainty in a firm’s environment determined the optimal organisational
structure. A firm’s environment can be regarded as both a constraining and influencing force
affecting a firm’s behaviour, where the degree of change or uncertainty in a small firm’s
environment could be expected to affect, for example, how the firm develops or acquires
competence. Pettigrew et al (1988) revealed that trigger events in the environment of
commercial firms generally highlighted a skill performance gap. Based on in-depth case-study
analyses they elaborated on how the degree of competitive pressure affected firms’ competence
management, and depicted seven potential management reactions to environmental pressures.
It hence seems reasonable to suspect that a high degree of environmental turbulence per se has
vital implications for firms’ competence development and acquisition.

Accordingly, there seem to be several good arguments to broaden the perspective on compe-
tence management I have utilised so far. As Porter (1994) points out, an introspective resource
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view fails to recognise that the environment both constrains and influences a firm’s behaviour.
Therefore it is important to “deal simultaneously with both the firm itself and the industry and
broader environment in which it operates” (p. 449). Hendry, Arthur and Jones (1995) added
the opposite perspective that pure opportunity-seeking behaviour without any recognition of
the resources currently controlled hardly form any base for a sustainable competitive
advantage. Building on this understanding, they identified how SMEs in a process of ongoing
adaptation empirically could be related to different categories of strategic behaviour. This
behaviour could be referred to either a resource-based view (emanating from the need to utilise
internal resources as efficient as possible), or an opportunity-seeking, market-oriented view
(emanating from the need to develop competitive advantage by recognising competitors and by
aiming at filling a market need). Also combinations of these two underlying rationales were,
according to Hendry et al, possible and, in fact, most common.

The main interest of Hendry et al was to study how SMEs ”develop, adapt and change in their
markets and products, and the implications of this for their internal resource configurations”
(p. 102). Central in their view of internal resource configurations are human resources, which
they (referring to Penrose, 1959) regard as the soil from which ”competitive advantage is
grounded and from which experience and learning develops” (ibid, p. 20). Based on longitu-
dinal studies of twenty small to medium-sized enterprises they identified seven strategic
alternatives27 that depicted the firms’ strategic behaviour. These alternatives, being grounded in
either an ambition to fill market needs, to utilise capacity more efficiently, or in a combina-tion
of these two motives, pinpointed precise tactics for development. Instead of the more
commonly utilised vocabulary ‘strategies’ or firm typologies, Hendry et al prefer to talk about
‘adaptation’ and ‘modes of adaptation’. These modes suggest different behaviour regarding
how to build the human resource base, how to conduct market search and planning, and how
to develop the firm’s networking activities.

Hill (1993) represents a third approach how to integrate a resource-based view with an
opportunity-seeking and market-oriented view. Hill suggests that a firm by defining ”corporate
objectives”, by analysing how different products win orders against competitors, and by using a
special model/frame-work, can develop its (manufacturing) strategy. He departs from five basic
and classical steps in corporate planning (p. 36):

1. Define corporate objectives
2. Determine marketing strategies to meet these objectives
3. Assess how different products win orders against competitors
4. Establish the most appropriate mode to manufacture these sets of products - process choice
5. Provide the manufacturing infrastructure required to support production.

Hill points out that these classical steps in the literature normally involve interactive feed-back
loops on the first three steps, while remaining steps are regarded as linear and determi-nistic.
Rather than regarding the manufacturing strategy (steps 4 and 5) as solely determined by the
firm’s overall strategy defined during steps 1 and 2, Hill emphasises the importance of
developing an understanding of how products win orders in the market place, and how they are
expected to win orders in the future. This knowledge is then used as an important input for the
firm’s strategic considerations and decision-making, thus affecting both the overall strategy of
the firm as well as its manufacturing strategy for different product areas. Instead of limiting the
arena for interactive feed-back loops to the first steps of a firm’s planning process, Hill
                                                            
27The fact that Hendry et al identified seven modes of adaptation, and Pettigrew et al noticed seven alternative
reactions to environmental pressures, is a pure coincidence.
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accordingly understands this arena to include steps four and five above. This view on how to
link manufacturing with the firm’s overall strategy implicates that the process forming a firm’s
strategies, including its manufacturing strategy, can be regarded as an ongoing learning
process. This process is nurtured by input from both the firm’s marketing function
(contributing with customer-pull information) and its manufacturing function (contributing
with capacity-push motives or restrictions). By integrating a market-oriented view with the
more introspective, resource-based perspective traditionally dominating the manufacturing
strategy field, the message from Hill in this respect hence is similar to those of Porter (1994)
and Hendry et al (1995).

One important contribution Hill makes is the concept of qualifying and order-winning crite-
ria.28 By qualifiers Hill understands ”those criteria which are necessary even to be considered
by a customer as a possible supplier” (p. 44). Let me take a simple example. For many
manufacturing small firms, the introduction of quality standards such as ISO 9000/BS 5750 has
served as a qualifier, since potential customers often do not even consider turning to a supplier
unable to present a documented quality standard. Some years ago, the possession of such a
standard often was regarded as an order-winning criteria, defined by Hill as ”those criteria
which win the order” (ibid.). Today, the order-winners may be represented by other criteria,
such as product design and image, delivery reliability, or technical field and after-sales support.
This example highlights important conditions to be recognised when utilising the concept of
order-winners and qualifiers. The most important thing is that strategy is time- and market-
specific, which implicates that the strategy debate in a firm also should be time- and market-
specific. As the example above illustrates, criteria serving as order-winners during period a do
not necessarily represent the order-winners during period b. Market need and competition
often change the rules of the game, which necessitates a continuous updating of the firm’s
understanding of factors that actually win orders on the market. Similar, it is dangerous on
most markets to assume that tomorrow’s qualifiers and order-winners will be the same as those
criteria that are important today. This brings us to the other important condition to recognise,
namely that the analysis should be made on the relevant level of analysis. Firms supplying the
market with different products, or a mix of products and services, normally operate on several
and different markets. These markets often operate with different qualifiers and order-winners.
It may seem tempting to rationalise the strategic discussion to involve only the company level,
since this is normally the level of analysis forming the ‘corporate’ and ‘generic’ strategies of a
smaller firm.29 As Hill however points out, aggregating several different markets to a corporate
or company level ”may simplify the process but will confuse the outputs” (p. 43). Different
markets operate under different conditions, and should accordingly be analysed separately in
order to produce the required information. I will in this study specifically use the concept of
qualifiers and order-winners as an interface between market demand and a firm’s management
of competence development and acquisition.

The views of the macro- and large-firm-oriented Porter, the large-firm and manufacturing
strategy-oriented  Hill, and the SME-oriented Hendry et al to a large extent coincide. They all
draw attention to the need to recognise both introspective and firm-centred resource-based
arguments, as well as the relevance of an outward orientation towards exploitation of market
opportunities. They also explicitly question the simplification involved when research deli-mits
                                                            
28 This concept constitutes important tools for a firm’s activities conducted during step 3 in the planning
process.
29 In small firms the difference between ‘corporate’ and ‘generic’ strategies is blurred and treated as being just
strategies (cf. Curtis, 1983)
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their interest and frame of reference to recognising either only a firm’s measures to effectively
utilise capacity and develop in-house resources, or recognising only its entrepre-neurial
ambition to fill market needs and establish a favourable market position. I will here adopt this
understanding, and develop the framework in Figure 2:5 to involve also more contextual
variables.

Comparing the large-firm-oriented Porter and Hill with Hendry et al also reveals different
views. While Porter and Hill utilise different concepts of ‘strategy’ and stress the importance of
management’s proactive decision-making and positioning, the SME-oriented Hendry et al
prefer to utilise ‘adaptation’ instead of strategies, and describe managerial decision-making as
being more reactive than proactive.30 This difference may be related to the organisational size
of the study object per se, and the different possibilities a large and a small firm have to
influence the standards and business logic’s in a market niche or a whole line of industry. One
consequence may be the well-documented insight that small firms utilise less of the formalised
strategies, implicating also that the recognition of “emergent strategies” (Mintzberg, 1978)
becomes an even more central issue in small business research.

Storey (1994) notices how small firms have to cope with a higher degree of uncertainty than
larger organisations due to their limited strength to ‘set the rules of the game’. Building on
Wynarczyk et al (1993) he identifies two dimensions of uncertainty that are more significant in
smaller than in larger firms:

• The uncertainty of being a price-taker,
• The uncertainty stemming from a limited customer and product base.

This external uncertainty of the environment in which the firm operates is, according to Storey,
greater in smaller firms, but compensated by a greater internal consistency of the firm’s goals,
strategies and actions. In small firms31 ownership, management and control are normally
integrated and personified by the owner-manager, implicating a more simple and effective
decision-making process (cf. Julien, 1993; or Nootebom, 1991). This facilitates for a small firm
to operate in a more flexible manner than a larger firm, which is often tied up by formal plans,
expectations from external shareholders, and a more complicated decision-making process. In
fact, a strategy aiming at maximising a firm’s freedom of action to respond to different
occurring situations beyond the firm’s control can be regarded as a specific strategy especially
suitable for smaller firms. This kind of strategy, sometimes interpreted as an opportunistic
strategy (cf. Johnson & Scholes, 1993; Gill, 1985; or Curtis, 1983), has obvious implications
on how the firm designs its machine equipment, its portfolio of in-house competencies, or its
co-operation with external competencies. A small firm optimising its prospects to take
advantage of changes occurring in its environment can hence be expected to, for example,
invest in machinery that allows maximal flexibility, or to invest in in-house expertise or external

                                                            
30 The distinction between ‘proactive’ and ‘reactive’ strategic behaviour utilised above can be related to Miles
and Snow’s (1978, p. 58) typification of ‘prospectors’ and ‘reactors’, or to Mintzberg’s (1973) ‘entrepreneurial’
and ‘adaptive’ strategic behaviour. Proactive behaviour is characterised by active search for new opportunities,
while reactive behaviour is characterised by responding to environmental pressures and influences.
31 At least in the size of firms I investigate in this study (small manufacturing firms with 5-50 employees).
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networking (or even alliances) in a way that allows the firm to compete for orders in a broader
field.32

Besides recognising introspective resource-based factors as well as contextual factors in a
firm’s environment, I will in this study adopt the view that a small firm, due to a greater
external uncertainty, is more exposed to utilise flexibility as a competitive weapon. This
flexibility is understood to be characterised by a more reactive decision-making style and
informal planning, often formed more by emergent than deliberate strategies. Still, however,
the more reactive decision-making style of smaller firms involves fundamental strategic cross-
roads regarding, for example, which markets the firm should target, which products it should
produce or which production methods the firm should utilise.

2.6  A more developed frame of reference, more research questions

The preceding text has demonstrated the need for a broader context when addressing how
firms develop and acquire competencies. As observed earlier, my frame of reference in Figure
2:5 is primarily grounded on a resource-based perspective. In order to properly address the
phenomenon I wish to study in this theses, it is necessary also to recognise factors existing
outside organisational boundaries that could be expected to influence, and condition, a small
firms competence development and acquisition. Adding a market-oriented perspective
(grounded in a firm’s ambitions to fill a market need) to the resource-based perspective
(grounded in a firm’s ambition to efficiently utilise its resources) hence constitutes an
important element in a more developed frame of reference. Adding a market-oriented
perspective implies recognition of customer and market needs, discussed above e.g. in terms of
a specific markets’ qualifiers and order-winners.  A market-oriented perspective however also
involves the recognition of other influences and driving forces affecting a small firm, such as
market competition, the degree of change or turbulence on specific markets, the technological
development in its branch of industry, or other environmental pressures and influences
emerging from e.g. legislation, trade agreements or the financial infrastructure. Environmental
influences and driving forces such as market need, technological development and other
environmental influences will here be regarded as input in a dynamic and on-going process
influencing a small firm’s strategic behaviour. Hill’s (1993) concept of distinguishing between
‘order-winners’ and ‘qualifiers’ will here serve as an interface between market demand and
management of resources, and especially how firms invest in human resource development and
acquisition.

Due to the fact that I here address small firms generally expected to be more dependent on the
context in which they operate, and hence more predisposed towards reactive decision-making,
I will investigate how small firms adapt to their environment by developing a generic strate-gic
orientation regarding its products and markets. Since external uncertainty in smaller firms can
be expected to be greater (Storey, 1994; Wynarczyk et al, 1993), the different orientations
smaller firms adopt in order to reduce the disadvantages of being a price-taker, or the measures
smaller firms take in order to tackle a limited customer and/or product base, becomes of
                                                            
32 Results from Smallbone et al (1993) also suggest that a small firm’s capability of performing continuous
adjustments in response to changing customer composition, changing regulations, changing technology, etc.,
distinguishes low- and high-growth ventures.
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special interest. Variables that will be specifically investigated in this study are (1) firms’
orientation towards own products versus orientation towards subcontracting, and (2) firms’
orientation towards products/production with high versus low complexity:

1. Firms oriented towards own products may be oriented towards very different types of own
products regarding for example required skills level, utilised technology, or the opportunity
to set the price on the market. A frequently utilised distinction in the literature is to separate
firms with high technology products from other firms, or to separate firms by their degree of
product innovation.33 Similarly, firms oriented towards subcontracting may expose very
different characteristics and face very different challenges depending on, for example, the
degree of interaction with the firm’s contractor, market competition, or the level of in-house
technological skills and equipment. Subcontractors are expected to deliver either capacity or
specialised and complementing competence to a contractor, or a combination of capacity
and competence (cf. Blenker and Christensen, 1994).34

 
2. The degree of complexity of both own products and subcontracted supplies may moreover

vary regarding (1) the technology level of products produced, (2) the technology level of
production processes or methods, and (3) the number of different components included in
the product.35 Firms producing high-tech products containing numerous different
components by utilising advanced manufacturing methods are hence understood to produce
high-complexity products. Firms utilising simple production technologies to produce low-
tech products composed of only a few components can hence be regarded to produce low-
complexity products.

Together with more general analysis of the firms’ strategies in terms of products and markets,
these two variables will be used to investigate whether the strategic orientation distinguishes
small manufacturing firms exposing low and high market performance.

This strategic orientation is understood to emerge as a result of the firm’s intentions and plans,
or emerge as a result of more ad-hoc-based and reactive decisions and operations in the firm.
The firm’s general strategic orientation is understood to interact with the process of managing
competence illustrated in Figure 2:5, involving the elements ‘competence planning’,
‘acquisition of external competence’ and ‘development of in-house resources’. The adaptation
resulting in a strategic orientation is, however, not solely determined by external factors and
conditions, since a firm’s strategic orientation can be expected to be determined by, as well as
determining, the firm’s in-house resource base. The firm’s existing resources and the way the
firm has chosen to organise its utilisation of these resources in terms of ‘organisational and
competence structure’ could hence be expected both to influence and to be influenced by its
strategic behaviour. Similarly, the process of managing competence-related matters in a firm
could be understood as being both determined by and affecting its organisational and
competence structure.

                                                            
33 Storey (1994) found several studies reporting that the degree of innovation and the identification of a
particular niche differentiated small firms by their market performance. Specifically the product innovation
capacity of small firms was, in five out of eight studies reported by Storey, found to correlate with company
growth.
34 Blenker and Christensen (1994) here identified four different categories of subcontractors by their degree of
co-ordination with the contractor and the complexity of the tasks performed, consisting of firms delivering
simple supplies, expanded supplies, strategic development supplies and partnership supplies.
35 This definition of complexity is developed on the basis of Campbell (1985).
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A firm’s sales or market performance can be regarded as an output of the firm’s adaptation
and decision-making process. The market performance of a firm, however, is also expected to
influence the adaptation and decision-making process of a firm by determining its ability to
generate financial in-house resources and having impact on the firm’s ability to attract external
competencies in terms of new employees or new co-operation partners. Also this relation may
hence be understood as an interactive relation instead of a simple cause-and-effect relationship.

I have here revealed my own understanding of relevant factors relating to the development and
utilisation of competence, especially applied on small firms. This understanding constitutes a
more developed frame of reference and a further development of the  frame of reference in
Figure 2:5. This extended frame of reference is illustrated by Figure 2:6:

 TECHNOLOGICAL DEVELOPMENT
           MARKET DEMAND          OTHER ENVIRONMENTAL INFLUENCES

         STRATEGIC ORIENTATION

           COMPETENCE PLANNING
                                Identifying actual/future competence gaps

                                                          (skills shortage or skills gap).
               “Make”, “buy” or “ally”?

      ACQUISITION OF EXTER-                        DEVELOPMENT OF IN-
      NAL COMPETENCE                      HOUSE COMPETENCIES

                           Recruitment
       Vertical and horizontal partners             Different learning and training

                                                         methods

 ORGANISATIONAL AND COMPETENCE 
                      STRUCTURE

                        ORGANISATIONAL MARKET PERFORMANCE

Fig 2:6.  A developed frame of reference

From Figure 2:5 we recognise the elements ‘competence planning’, ‘acquisition of external
competence’, and ‘development of in-house competencies’. Building on an identification of
actual and future vacancies (skills shortage) or lack of specific competence (skills gap), the
owner-manager of a small firm, according to the previously introduced balance scale metaphor,
is understood to make strategic decisions regarding whether to ‘make’ (develop in-house
skills), ‘buy’ (acquire the competence/capacity needed from external sources) or ‘ally’ (e.g. co-
operate with a partner that already possesses the required competencies or capaci-ties). On the
more operative decision-making level, the owner-manager is confronted with more specific
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questions regarding external acquisition (who to buy from, who to ally with, etc.) and
development of in-house competencies (who to develop, by what methods, etc.). Instead of the
rational step-by-step relation indicated by Nordhaug’s Competence Chain-model, the decision-
making process here is understood as a more dynamic process, involving a continuous
interplay between the strategic and operative level. A direction towards ‘making’ or ‘buying’
competence, for example, obviously has impact on the firm’s decision whether to invest in in-
house competence development or to purchase this competence from an external consultant or
recruit a new employee already possessing the required competence. The firm’s previous
experiences from developing in-house competencies, purchasing consultant services and
recruiting new employees however also reinforce or questions the firm’s orientation towards
‘making’ or ‘buying’ such competence. This process of mutual dependency is here understood
as a continuous learning process, and is in Figure 2:6 illustrated by the circular or looping
arrows in the figure.

A similar inter-dependency is expected to occur between external acquisition and in-house
development. Acquisition of consultant services can thus in most firms be expected to
represent a short-term measure to fill an occurring skills gap, while developing in-house
competence represents a more long-term solution to such a gap. Acquisition of, e.g., specific
technical skills may hence start with a consultancy assignment. When the firm realises (or
learns) the benefits the firm draws upon when it utilises this specific competence, the purchase
of consultant services often is substituted by recruitment of a new employee or development of
this specific competence among the firm’s present staff. Also the opposite process may
however occur when a firm by out-sourcing specific competencies moves from investing in the
development of in-house resources (‘making’) to purchasing (‘buying’) or co-operating with
(‘allying’) a specific competence outside organisational boundaries.

Recognising that flexibility is generally considered to be one of the specific features of small-
scale businesses, it seems reasonable to expect that the continuous management process, in the
figure represented by the ongoing learning process involving competence planning, acquisition
and development of  in-house competencies, also serves as input for the firms generic strategic
orientation and adaptation. Recruitment of a new, highly skilled employee can for example be
expected to significantly contribute to a small firm’s problem-solving skills, but may also (as
Belotti, 1996, pointed out) involve the acquisition of a new network of external competencies
that might be utilised for development of the small firm. In-house competence development
involving double-loop learning (Argyris and Schön, 1978) often challenges established best
practices, values and conceptions, and might hence lead to adjustment or reorientation of a
small firm’s whole business idea. Similar, a small firm’s organisational structure and the level
and range of in-house competencies (‘organisational and competence structure’ in Figure 2:6)
can be expected  both to influence, and be influenced by, the process of managing competence-
related issues. The firm’s performance on the market36 is expected to be at least partly
dependent on its “competitive capacities” (Teece et al, 1994) but, as touched upon earlier, also
the inverse relation seems plausible: that a firm’s market performance conditions the size and
direction of investments in competence development and acquisition a small firm is capable of
carrying out.

The framework outlined above accordingly constitutes a more dynamic view on how
management of competence development and acquisition can be related to both factors

                                                            
36Performance and operationalisation of performance will be further discussed in Chapter 3.
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external and internal to the firm. It also constitutes the base for formulating a third and a fourth
research question for this study. I will in this study address whether the strategic orientation of
small manufacturing firms can be understood as adaptation to different external driving forces
and environmental influences, and how the management process interacts with the firm’s
generic strategic orientation and its organisational and competence structure generating a
specific degree of market performance. These research questions can then be formulated in the
following way:

• How is the process of managing competence-related issues in small manufacturing firms
related to contextual factors in the firm’s environment?

• How is the management of competence-related issues in low- and high-performing small
manufacturing firms related to contextual factors in the firms’ environment?

I now turn to the methodological considerations I faced when I was confronted with the
challenge to find empirical evidence related to the study’s four research questions.
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The most beautiful thing in the world is, precisely,
the conjunction of learning and inspiration.
Oh, the passion for research and the joy of discovery.
/Wanda Landowska (1879-1959)
Polish harpsichordist and music critic

3.  RESEARCH METHODOLOGY AND EMPIRICAL BASE

In this chapter I present and discuss methodological issues connected to my
research. Methodological considerations and choices are reported together with
the overall research design, survey and case-study populations, and data
collecting techniques. Details about the methodology applied for obtaining
different results, however, are also depicted when presenting the empirical results
in forthcoming chapters.
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3.1  Quantitative or qualitative method - or both?

The research questions formulated in the previous chapter address a need to develop new or
extended knowledge about how small manufacturing firms develop and utilise competence,
how these phenomena relate to contextual factors, and how they all relate to a firm’s market
performance. I am hence interested in developing a better understanding of different
phenomena relating to small firms and their competence development and acquisition. This
may indicate that I should use qualitative methods and delve deeply into a few cases in order to
develop my understanding of the phenomena I wish to study. On the other hand, I am also
interested in knowing more about how different factors relate to a firm’s market performance;
for example, if different ways to develop or acquire competence ‘make any difference’. These
ambitions may implicate that I should use quantitative methods and address a larger population
in order to compare similarities and differences across many firms. Johan Galtung provided me
with a solution to this problem:

“It seems obvious that a given problem in most cases can be approached better by
a suitable combination of methods than by one single method”
(Galtung, 1970, p. 15).

Thus stimulated to combine different methodological approaches I also consulted others on
this matter. Even if ‘Real Men Don’t Collect Soft Data’ 37, also advocates of traditional
positivistic research and quantitative methods such as Hellevik (1977) stated that...

... a possible way to approach the “ideal situation”, i.e. to have data regarding
all relevant units and variables inside a given research problem, is to combine
diffe-rent approaches of investigation (p. 72).

Researchers more oriented towards qualitative research agreed as well, and especially
pinpointed that...

...”even when the quantitative reliability  of survey research is essential to the
research goal, the additional perspective of qualitative research is useful as a rule
for the purpose of assuring validity  (Kirk and Miller, 1986, p. 29).

The view that different methodological approaches not only address different phenomena but
also support each other, seemed to be a strong argument for research aiming at both a better
understanding and generalisable results:
                                                            
37The title of an analysis of the conflict between quantitative/qualitative research by Gheradi and Turner
(1987).
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“We typically need multiple methods, or techniques which are imperfect in
different ways. When multiple methods are applied, the imperfections in each
method tend to cancel one another, and the resulting data are less ambiguous”
(Weick, 1979, p. 21).

This understanding, founded early in my research process, accordingly directed me towards a
multi-methodological approach, where quantitative and qualitative approaches are used to
address different phenomena in my research field, but where these different approaches also
support one other. As Miles and Huberman (1994) so appositely remark,

“...we have to face the fact that numbers and words are both needed if we are to
understand the world” (p. 40).

Miles and Huberman, building on suggestions in previous research, also summarise the reasons
behind linking qualitative and quantitative data (p. 41):

• it enables confirmation or corroboration of each other via triangulation,
• it elaborates or develops analysis, providing richer details,
• it initiates new lines of thinking through attention to surprises or paradoxes, and
• it enables sequential data collection by expanding the scope and breadth of a study.

Linking quantitative and qualitative data lead to several potential research designs, of which
Miles and Huberman illustrate four sequential alternatives:

Figure 3:1.  Illustrative designs linking qualitative and quantitative data
(adopted from Miles and Huberman, 1994, p. 41)

  1. QUAL (continuous, integrated collection
of both

QANT         kinds of data)

  2. QUANT    wave 1      wave 2 wave 3

QUAL                  continuous fieldwork

  3. QUAL                   QUANT                   QUAL
(exploration)             (questionnaire)        (deepen, test findings)

  4. QUANT                    QUAL                QUANT
(survey)                (fieldwork)             (experiment)

I will return to Miles’ and Huberman’s different design alternatives further on. First, however,
I will address another methodological dilemma linked to my research questions.

3.2  ‘Snapshots’ or longitudinal studies?

The questions put forward in this thesis address also the methodological dilemma between
trying to get hold of how things relate to each other in a present context, or to investigate how
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different phenomena unfold as a consequence of situations, conditions or actions taken in the
past. Especially if the research aim is to develop a better understanding of a phenomenon, an
organisation’s strategies and actions can be understood as both “a guide for the future” as well
as “patterns from the past” (Mintzberg, 1978, p. 67). A common critique in the small business
field has been that to much energy has been put into detecting descriptive characteristics (how
things, firms or entrepreneurs are) rather than what they actually do (cf. Stevenson and Jarillo,
1990; or Julien, 1995). Addressing what small manufacturing firms actually do when they
invest in competence development and acquisition indicates a focus on the present participle.
Addressing a better understanding of how a small firm’s competence development strategies
and adaptation relate to a broader context, on the other hand, also requires a recognition of the
imperfect tense. It accordingly seems important also to understand “how the past shapes the
present and constrains the future”.38 Westhead and Storey (1996), in a study of the impact of
management training in small firms, hence pointed out the need for studies ‘tracking groups of
firms over time’. Besides underlining the importance of linking quantitative and qualitative data
discussed earlier, these arguments substantiate the need for including a longitudinal perspective
on competence development in small firms.

Also this understanding has thus influenced my choice of research design. Addressing ‘what
small firms actually do’ (rather than what they are) implicated a focus on how different mea-
sures regarding competence development and acquisition actually taken by small firms can be
related to a firm’s performance. Measuring (counting ‘numbers’ by using quantitative met-
hods) and developing a better understanding of ‘what small firms actually do’ (by putting
‘words’ on the studied phenomena by using qualitative methods) accordingly seemed like a
suitable research strategy. In the heading to this section I somewhat disrespectfully
characterised a research focus on the present tense as taking ‘snapshots’ of reality. In order to
broaden my understanding of the context of competence-related issues in small manufacturing
firms, I however also utilise a longitudinal approach. Such approaches address how
organisational learning is related to earlier experiences and activities (Levinthal and March,
1993; and Teece et al, 1990), and thus

“... with its focus on historical processes and real-life settings, can reveal the
interaction between strategy and the people of an organisation, which broader
survey approaches fail to register” (Hendry et al, 1995, p. 22).

While a ‘snapshot strategy’ normally refers to a very limited time-frame, and normally
addresses a phenomenon that is occurring at the actual time of observation, the ‘snapshot
strategy’ in this study refers to a period of three years. For developing a better understanding
of how firm behaviour can be related to a broader context involving, for example, learning
from previous experiences, even a three year perspective may however be regarded as a
snapshot. This time perspective will here be combined with a more longitudinal approach
spanning over a decade. And while the ‘snapshot strategy’ mainly departs from the simplified
frame of reference in Figure 2:5, the longitudinal approach builds on the more developed
framework in Figure 2:6.

Above, I have revealed my own understanding of important considerations that was actualised
when I was to design how to address my research questions. When choosing between a
                                                            
38This is actually the title of  an article by Kimberly and Bouchikhi (1995). The article is a thought-provoking
analysis of a small growth venture, and how organisational biography can expand our understanding on the
dynamics of organisational development and change.
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quantitative and qualitative method, I found good arguments for utilising both. Similarly, when
selecting between analysing the present situation and a more longitudinal perspective, I also
found relevant arguments for utilising both a ‘snapshot’ and a longitudinal time perspective.
This, then, implicates new challenges, since combinations of the different approaches include
the challenge to manage both different categories of information as well as different time
perspectives. Why should I mix so many different approaches, when instead I could cultivate
one single approach and thereby reasonably achieve either a better understanding and ”explain
the causal links in real-life interventions” (Yin, 1994, p. 15), or more solid quantitative results
facilitating generalisation? Utilising a downright quantitative approach, e.g., would have
facilitated a broader sample and more statistical sophistication. Concentrating only on case-
studies would have allowed a deeper understanding based on, e.g., interviews with more
employees, customers and suppliers; snow-balling technique in order to reveal chains of
information and knowledge directed towards a small firm; or initiated interiors of small firms’
behaviour based on participant-observations. Recognising the trade-offs my methodological
approach actually involves, I still believe that my prospects of arriving at a valid and reliable
solution to my research problem benefit from applying different time perspectives and utilising
different kinds of empirical data. I will here report on how I went about achieving this, but first
I think it is relevant to pause here to give the reader a sense of the kind of pre-understanding I
brought with me into my research project.

3.3  My own pre-understanding

Lindholm (1979) suggests that a researcher should be aware of his/her own paradigms and way
of thinking, and in order to make it possible for others to evaluate the results, also share this
with the audience. I will here do this very briefly and fragmentarily by revealing my personal
driving forces and personal interest behind the choice of research field. It may for example be
relevant for the reader to know that for several years I have been working with the
development of local communities in different parts of the country. Looking back, I can now
see that my experiences during these years constitute a learning process. My understanding of
‘know-why-relations’ thus transformed from a belief that development could actually be
administrated in a top-down process, to an understanding of the importance of facilitating and
stimulating local entrepreneurship. Working then as a public consultant for a local business
development company, I received a lot of evidence of the importance of small business
development and its dependence on skilled entrepreneurs. Intuitively I started to form
prejudices about factors constituting successful small firms. Too often, however, my ‘tentative
hypotheses’ were rejected by the appearance of another type of successful firm, or another
kind of a prosperous entrepreneur. This fertilised an interest for a more systematic search for
answers, and when I got the possibility to start out as a research student on the subject in the
mid-eighties I gratefully seized this opportunity. In 1988 these research efforts resulted in a
licentiate thesis, that contributed some new insights into factors behind small firm growth.39

After the licentiate exam I was employed by the university as a liaison officer and (later) as
head of the liaison office for co-operation between university and industry. A couple of years
later I started out as a small business consultant and trainer in an independent foundation
associated with the university. In stead of linking small firms to university competencies, my
main profession now became to facilitate competence development in predominantly small
firms both on a national and an international market. Doing different assignments in

                                                            
39Ylinenpää (1988).
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counselling, seminars and training programmes (in-house as well as outside different firms,
utilising both traditional courses and methodologies more oriented towards action-learning) I
started to develop a new interest: the management of competence-related matters in small
firms and its impact on firms’ performance. In 1994 I once more got the opportunity to satisfy
my curiosity by taking up my research studies again, now focusing on this specific question.

My point in telling this very condensed and partial story of my life is two-fold:
1. I want to draw the readers attention to the fact that I myself for several years have been

fairly involved in developing competencies in small firms. During these years I have, in
different packages, been representing the kind of knowledge and competence a university
normally possesses.

 
2. My own experience, formed by an interplay between practical work outside traditional

academic boundaries and the adventure of discovering new perspectives and solutions in the
academic world, has fostered a utilitarian view of what research is all about. One expression
is my interest in relating different factors and phenomena to performance.

I will come back to the question of performance further on. First, however, I will return to the
research design utilised in this study.

3.4  Research design

Starting out from my pre-understanding of the field, the research process forming this thesis
can be described in four steps:

Pilot study; From the empirical base of my licentiate thesis, four manufacturing firms were
selected for a pilot study. Based on literature studies in the field and data already available on
the four firms, a semi-structured form addressing especially external competence acquisition
was developed. Analyses were conducted on both company level and product area level (ten
different product families). For details on themes and operationalisation, see Appendix 1.

First survey study; The empirical base of the first survey study consisted of 52 manufacturing
small firms, representing three different sectors in equal parts: the wood processing industry,
the mechanical engineering industry and the electronics industry. Empirical data generated by
the survey addressed mainly in-house competence development, and was complemented by
secondary data based on annual reports covering a three-year period. More information on
how the first survey was conducted is shown in Appendix 2.

Second survey study; Utilising the same survey sample,40 another survey was conducted, this
time with a focus on external competence acquisition. Details of themes and operationalisa-tion
are reported in Appendix 3.

Fulfilment of case studies; Returning to the case-study firms (and the data collection and
analysis that started in these firms back in 1985/86), I finally addressed competence
development issues in a broader context. Data collection and analysis depicted both a three
year perspective (as in the prevailing phases), and a longitudinal perspective spanning from
1986-1996. More information on methodology is reported in Appendix 4.

                                                            
40Except for one firm that for different reasons could not participate in the survey.
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An overview of the different studies that constitute the empirical base of this thesis is given
below. Here main purpose, method, number of firms investigated, size, time perspective and
time for data collection are reported.

Study No: Study 1 Study 2  Study 3     Study 4
(pilot study)    (longitud. study)

Data collection: 1994-95 1995  1995-96     1996-97
    (1986-97)

No of observed firms: 4 52  51      4

Research design + Case study 1: Survey 1:  Survey 2:      Case study 2:
main focus: External com- In-house de-  External com-       In-house de-

petence ac- velopment  petence ac-     velopment and
quisition  quisition     external acqui-

    sition

Time perspective: 3 years 3 years  3 years     3 and 10 years

Main purpose: Exploratory Descriptive  Descriptive       Descriptive
and descrip-     and explana-
tive     tory

Method for data Personal in- Postal survey  Telephone     Personal in-
collection: terviews with + archival  survey +     terviews with

owner-mana- records  archival     key suppliers,
gers and key  records     employees and
customers     owner-mana-

    gers. Archival
    records.

Form: Semi- Structured  Structured     Semi-
structured     structured

Tab 3:1. Different studies constituting the empirical base of the thesis

Returning to Miles’ and Huberman’s research designs illustrated in Figure 3:1, the chosen
design can be characterised as a combination of the third and the first variants. The explora-
tory fieldwork during the pilot phase facilitated a development of quantitative instrumentation
(survey form). The findings in the first survey then, together with experiences from the pilot
study, served as input to the formation of the second survey. Questionnaire findings were
finally explored further, put into a broader context and tested systematically within the next
round of qualitative work. During this last phase I utilised data collected from 1985/86 on, and
explicitly focused on the firms’ development during the period 1986-96. The data-collection in
the four case-study firms could hence also be characterised as a type 1-variant, since I started
to collect information and analyse the development of these four firms as early as 1986. This
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has been a more or less ongoing process for more than a decade, and has involved both
quantitative and qualitative information.41

All investigated firms were classified by their market performance as ‘low-performing’ or
‘high-performing’ firms. Before I give a more detailed description of the different popula-tions
and the distribution of low- and high-performers, a special note on why and how to measure
performance should be made.
3.5  Why and how to measure performance

Measuring performance and relating different variables in a firm’s context to an output
measure has a long research tradition. There are both well grounded theoretical as well as
more pragmatic reasons behind this interest in performance measurement. Theoretically and
from the technical-rational perspective I have already professed to in the introduction to this
dissertation, we have a massive pre-understanding that advantageous performance is promoted
by a favourable mix of goals, strategies and actions. From a more pragmatic view, and maybe
especially from a small business management perspective founded on limited in-house
resources, the ‘what’s-in-it-for-me/us-question’ is most relevant. Learning and competence
development have no value for a small business manager unless they are related to a better
output in terms of efficiency (‘to do things right’) or effectiveness (‘to do the right things’).42

The relevance of this issue motivates a closer elaboration on the subject of performance.

Performance can be measured in many different ways. In the human resource management
tradition (e.g. Ilgen and Schneider, 1991) performance is related to individual performance,
while literature on strategic planning/adaptation and general business economics by perfor-
mance normally understand organisational performance. Right from the introduction to this
thesis, building on technical-rational rationales and arguments, I adopted a management
perspective toward my subject. This implicates that I here understand performance as
organisational performance. This view on performance is also dominant in small business
research (see e.g. Storey, 1994).

Organisational performance can, in turn, be measured in very different ways. A predominant
method in small business research is to measure an organisations’ performance over time by
the development of the number of employees, but also other methods to address organisational
output have been used. In Storey’s (1994) comprehensive overview of small business research,
measures such as survival rates (Phillips and Kirchhoff, 1989), the owners’ business earnings
(Kalleberg and Leicht, 1991), or sales growth (Reynolds, 1993), are reported. In general
strategic management literature different measures of performance have been extensively used.
Greenley (1994) in a review of research on performance hence found 29 different studies trying
to link strategic planning to different definitions of company performance.43 Greenley’s analysis
revealed that most of the studies used common financial performance measures, either
addressing internal efficiency (return on capital) or value of ownership (return on shareholders’
funds). Some studies used composite calculations of performance, consisting of up to 13
different measures. Greenley, as well as Storey (1994), also notes the presence of more
subjective measures, such as perceived performance (Greenley) or managerial ambitions for
                                                            
41 See also Chapter 5, where I more in detail report on the methodology utilised for these case studies.
42 The concepts of effectiveness and efficiency are adopted from Vesalainen (1995), Hofer & Schendel (1978),
and Drucker (1954).
43Noticeable is that none of these studies were reported after 1988, indicating either less interest for the subject
or recognition of the difficulties involved.
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growth (Hakim, 1989; reported in Storey, 1994). The bulk of studies in Greenley’s review,
however, refer to large-company studies. Only four out of the 29 studies addressed SMEs
under the U.S. definition (i.e., up to 500 employees). These studies measured performance as
profitability (Robinson, 1982), a combination of sales growth, profitability, productivity and
employment (Robinson et al, 1984), sales growth and profit (Ackelsberg and Arlow, 1985),
and a mix of sales growth, profitability and salary costs (Bracker and Pearson, 1986). Besides
these measures, studies explicitly addressing specific topics also utilised other ways to define a
firm’s performance. Studies in marketing often focus on market shares, and studies in the
innovation field addressing firms’ product and process development often try to measure the
degree of innovation.44 Among the very few studies that tried to relate competence issues to
firm performance, Bartel (1994) has shown that training programmes can be related to an
increased productivity, while Russell, Terborg and Powers (1985) established a link between
adoption of employee training programmes and financial performance. There accordingly seem
to be a vast number of alternatives to measure a firm’s performance. Which one should a
researcher interested in relating competence to business performance then utilise? Referring to
Gandemo (1996) there is no simple answer to this question. Recognising the importance of the
performance dimension in my research question, I however think it is beneficial for the reader
to understand how I finally reached a conscious choice on this matter.

First, different performance measures can be distinguished by their purpose. A fundamental
purpose for any serious small business is to survive on the market. From a resource-based
perspective an industrial firm has

“to make use of productive resources for the purpose of supplying goods and
services to the economy in accordance with plans developed and put into effect
within the firm” (Penrose, 1959/1995, p. 15).

From a market perspective the survival of a firm is facilitated by its ability and skills to satisfy a
market need (cf. Drucker, 1985). While the market perspective is more related to effectiveness
(‘to do the right things’ by providing the market with products and services that are required
by customers), the resource-based perspective more addresses efficiency (‘to do things right’,
i.e., to utilise physical and human resources as effective as possible when supplying the market
demand). A basic condition for long-term survival of a small firm requires both sufficient
effectiveness (customers generating revenues) and efficiency (ways of producing the products
and services facilitating that a firm’s costs are lower than its revenues). Differences regarding
firms’ efficiency and effectiveness are manifested by the firms’ profit level. The profit level of a
firm in turn represents both evidence of effectiveness and efficiency, as well as a potential for
further growth. Following this reasoning, other performance measures suggested in the
literature can be regarded as means of generating a positive balance between efficiency and
effectiveness. A firm’s degree of innovation, sales growth, market shares, productivity, or
capacity in terms of employment, refer either to effectiveness or efficiency. This indicates that
the profit level of a firm should be a suitable and relevant measure of company performance.

Utilising profit level to measure firm performance is, however, not without problems. One
reason is the time frame normally utilised in research addressing company performance.
Greenley (1994) accordingly found that the four studies addressing SMEs utilised a time
perspective spanning from one to three years. Also Story (1994, p. 124) notices the marked
                                                            
44One example is a study on barriers to innovation I myself was involved in (Cooney and O’Connor, eds., 1996,
Ylinenpää, 1996b)
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variation of time over which performance is measured in different studies, and complains of an
often very short time perspective (p. 118). This is obviously often a problem, since profits in
the short run often are negatively correlated with the size of investments in, e.g., new products
or new production equipment. For many small firms economic motivation and profit
orientation ranks lower than the pursuit of other goals (Hult, 1996; Davidsson, 1979; Beckérus
and Roos, 1985). The level of profitability in small firms can to some extent moreover be
regarded as a fiction, and dependent on the extent the owner-manager makes use of his/her
opportunity to canalise profits into dividends or own salary level. As Johnsen (1996)
furthermore points out, the use of financial measures such as profit level is problematic in
resource-based studies,

“..specially if capital is classified as a resource. A correlation between capital as a
resource and capital as a result of resource deployment, is tautological.” (p. 40).

The practical research utilisation of profit as performance measure is hence and especially in
shorter time perspectives dubious, and (as Storey, 1994, p. 113, concludes) “a weak proxy for
efficiency”. On the other hand, several studies investigating different performance measures
over longer periods (e.g. Boman and Boter, 1984) found a high degree of inter-correlation. In
a previous study of manufacturing small firms I myself utilised six different techniques to
measure performance over a period of six years. These measures were tested on a group of ten
manufacturing small firms, and revealed only marginal differences depending on which
performance measure was chosen (Ylinenpää, 1988, p. 48).

Since measuring company performance by profit level hence proved to be less appropriate, I
turned to other available alternatives. Due to the risk of vicious circles I also eliminated other
financial measures, productivity measures such as value added, and degree of innovation and
renewal. The number of employees, frequently used in small business research, was eliminated
merely due to the fact that this is per se not an interesting measure from a management
perspective. Finally I considered the possibility to use market shares as an output measure.
This measure has the favourable feature of depicting a direct performance on the market place,
and from a resource-based perspective moreover neutralises the risk of reasoning in circles. I
soon discovered the substantial difficulties of using this measure for small firms, since
statistical data appropriate for determining the size of most small firms’ total or potential
markets are not available. I moreover found that small business managers regarded the market
share dimension as irrelevant, and very often had no clue of their own firm’s market share.
Eventually I arrived at selecting sales growth45 as the performance measure. As Feeser (1987)
argues, this measure is (1) easily obtainable, and (2) reflects both long-term and short-term
changes in the firm and its environment. Sales growth is moreover (3) “least susceptible to
manipulation” (Ozanian et al, 1988, p. 36), and by Neiswander and Fulton (1989) found to be
(4) the common measure of growth among managers themselves. For these basic reasons, and
since sales growth provides a reasonable representation of a firm’s market efficiency or the
degree of market acceptance of a firm’s products and services, sales growth was chosen as the
performance measure of this study.

When comparing firms by performance I here utilise sales growth related to the development
of each firm’s line of industry as my performance measure. The rationale behind this is obvious,
since this facilitates a comparison across firms and branches of industry with, e.g., different

                                                            
45According to Hoy et al (1992, p. 346) “the dominant measure selected for entrepreneurship research”.
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business cycles. It may however be argued that sales performance in absolute figures should
also be recognised. A firm performing worse than its competitors may hence in relative terms
still be exhibiting a sales growth, while a firm in another branch of industry, performing better
than its competitors, may reveal a sales decline. As noticed in section 2.6 in the previous
chapter, a firm’s sales performance may be expected to be at least partly dependent on its
‘competitive capacities’, but also to influence and condition the size and direction of the firm’s
investments in competence development and acquisition. For this reason I will therefore
investigate how sales growth and decline per se are related to small firms’ management of
competence and to the context in which this occurs. This, then, is an important theme in the
longitudinal case-studies in Chapter 5.

After this excursion into the performance measurement challenges and problems I perceived,
we now turn back to the study’s research sample. I will here also report on the techniques
utilised to distinguish low- and high-performing firms.

3.6  Survey sample

The empirical results from the two survey studies data emanates from 52 (in the second survey
51) small manufacturing firms in Sweden. This data was pooled together with register data
regarding market performance from each firm’s annual reports and from corresponding
branches of industry. The first survey was conducted as a postal survey to owner-managers
during winter 1994/95. The second survey was performed in November-December 1995 by
telephone interviews with the same firms’ owner-managers. The survey sample was originally
selected by using the following principles:

a)  The sample should contain three manufacturing branches with different degrees of maturity.
The combination of the wood processing industry, the mechanical engineering industry and
the electronics industry were judged to fill these requirements.

b)  The sample should reflect the situation in different parts of Sweden. Here it was decided to
focus on a central region (the Gothenburg region in south-west Sweden) and a peripheral
region (the county of Norrbotten in northernmost Sweden).

c) The sample should focus on small firms with 5-50 employees.

Utilising a CD-ROM-based register containing 500 000 Swedish firms and applying the criteria
above, a sample population of 393 firms was identified. Of these, 108 small firms were
randomly selected for the survey studies. 64 firms responded to the first survey, i.e., the
response rate was 59%. Of these 64 firms, 52 could be classified by their market performance.
In the second survey, one of these 52 firms for different reasons could not participate. The
studied sample in this specific study accordingly consisted of 51 firms. An analysis of the drop-
out rate revealed no major bias referring to line of business, geographical location, or firm size.

The starting point of the operationalisation was the definitions of high and low market
performance. Market performance was here defined as sales performance for each firm during
the preceding three-year period. This data was then related to corresponding data for relevant
branches,  provided by the central statistical authorities in Sweden.46 Firms which during the
studied period of time revealed a better market performance than the mean for its branch of
industry (i.e., a better sales growth), were classified as firms with high market performance,
and firms performing worse than its branch as firms with low market performance. The same
                                                            
46SCB ‘Indikatorer’/Indicators
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technique was utilised for both survey studies. Since the second survey study was conducted a
year after the first study, a new performance year with data regarding both the survey-study
firms’ market performance and the sales growth in their branch of industry replaced the first
year in the previous three-year period. This implicated that the groups of high- and low-
performing firms vary between the two studies. A closer investigation of how the two
performance groups changed during this period revealed that four wood-processing firms and
three firms in the electronics industry, which in the first survey were classified as high-
performers, in the second survey study turned up as low-performers. One mechanical
workshop that in the first survey was categorised as low-performing, was moreover in the
analyses of the second survey classified as a high-performing firm. Similarly to the study of
Hambrick and Crozier (1985), the sample accordingly included firms with a mixed
performance. These firms represent 15% of the total sample. Instead of excluding the middle
group containing firms with medium or mixed market performance (as Hambrick and Crozier
did in their study comparing firms by performance), I however chose to divide the whole
sample into two groups. It should moreover be recognised that the distribution of firms by
sales growth is generally more bimodal than following the Standard Normal Curve. When
plotting sales performance for the firms in the sample, two distinct groups of firms emerged,
leaving only a few firms between the high- and low-performing groups.

Data concerning the survey sample is presented below:

                         Market performance according to
           First survey          Second survey
Low High Total Low High Total

                                                                     n=27          n=25          n=52          n=33          n=18          n=51             
Branches
- Wood processing industry 11   8 19 15   4 19
- Mechanical engineering industry 11   5 16 10   6 16
- Electronics industry   5 12 17   8   8 16
Geographic location
- Peripheral region (Norrbotten region)   9 13 22 12 10 22
- Central region (Gothenburg region) 18 12 30 21   8 29
Size
- No. of employees (mean value) 16 17 17 16 21 17

Tab 3:2.  Facts about the survey sample

As Table 3:2 shows, the sample consisted of 19 wood processing firms, 16 mechanical work-
shops and 17 (in the second survey 16) electronics firms; located to either a central region
(57%) or a peripheral region (43%). The average size of the firms was 17 employees.

3.7  Case-study firms

Referring to the research questions defined in previous chapter, and especially from the third
and fourth research question and the developed frame of reference in Figure 2:6, I selected the
case-study firms to reflect differences referring to the context in which they operate, but also to
allow cross-case comparisons. In order to depict different environmental conditions, I
specifically looked for manufacturing firms representing lines of industry with different degrees
of maturity and turbulence. A mix of firms representing the wood processing industry, the
mechanical engineering industry and the electronics industry was considered to fill this
requirement. In order to represent different strategic orientations and external dependencies I
also wanted to select case-study firms both producing and marketing own products as well as
firms dependent on sub-contracting. In order to facilitate cross-case comparisons I eventually
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also selected firms that were comparable regarding firm size.47 The study investigates four
different manufacturing firms in Sweden and is based on longitudinal data covering a ten year
period (1986-1996), provided through personal in-depth interviews with firm managers,
employees, and competencies external to the firms (key customers and suppliers). Facts about
the firms are depicted in Table 3:3.

     ALPHA      BETA    GAMMA     DELTA

Branch/line of industry Electronic  Mechanical    Mechanical       Prefabricated
 engineering engineering workshop houses

                                                                                                                                               (+ planing mill)
Established (year) 1984 1969 1963 1969
Annual sales (MSEK)  1986   5.5 41.0   4.5 27.0

   1993 18.0 14.0   7.0 28.0
   1996 30.0 19.5   9.048 14.0

No. of employees    1986  11 70   6   25
   1993 11 15 11   11
   1996 20       20 20     9

No. of product areas    1986   2   2   4     2
   1993   3      2   2     2
   1996   3   2   2     2

Tab 3:3. Facts about case-study firms

Also the case-study firms (who were not included in the survey sample) were classified by
market performance, by comparing each firm’s sales performance with its branch during a
period spanning over a decade (1986-96). As we shall see, ALPHA here stands out as the
only firm representing high-performing firms. A similar comparison was made on the product
area level. Due to the difficulties to secure reliable data,49 this comparison was (similar to
survey data) limited to a three year period. How performance categorisations were conducted
is, together with a brief outline of each case-study firm, reported below.

ALPHA was established in 1984 by the current owner-manager of the firm, who today
together with family members owns 95% of the firm. The business concept was to provide
industrial customers with tailored systems (hard- and software) for production control and
other industrial processes, and to manufacture industrial PC’s. During recent years a third
product area was incorporated: development and installation of software products. Industrial
PC’s contribute today with 30% of annual sales (50% in 1993); tailored systems with 60%
(40% in 1993) and software products with 10% (same as in 1993). The firm has experienced a
substantial growth in sales and employment during the studied period of time (1986-96). Its
products and processes are characterised by a high degree of complexity regarding technology
level of products and processes and the number of components. New and modified products
are continuously developed, normally in close co-operation with key customers and suppliers.
ALPHA co-operates with 10-20 suppliers located in Europe, United States and South East
Asia, and regards a number of well-known multinational Swedish industries as its most
important customers.
                                                            
47 Number of employees in 1993.
48 Sales forecast for the present year is 12 MSEK.
49Contrary to firm performance data, this kind of information is not available from the secondary data sources
(CD-Rom data based on firms official annual reports) I used for controlling firm performance data.
Performance data regarding the product area level is hence based on data I received directly from each case-
study firm.
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ALPHA can, from a competence perspective, be characterised by its young and enthusiastic
engineers and an educational mix consisting of engineers from upper secondary school/senior
high schools and university. Another vital component of the firm’s competence is its own
experience from, and its good understanding of, industrial customers’ needs. While regarding
practical and relevant experience and customer orientation as more important competencies
than formal degrees, ALPHAs manager gives high priority to continuous competence
development regarding himself and his staff of employees. From being a firm with one single
decision-point (the owner-manager) the organisation today best can be described as a project
organisation, co-ordinated by a management team consisting of the managing director, the
production manager, the development manager (hardware), the development manager
(software) and the marketing manager. Delegating responsibility to a management team has
facilitated for the owner-manager to concentrate more on the development of a new product
area. This product area (development of a combined hot-air and condensation dryer utilising
new kiln technology) is presently commercialised in a separate but related company.

The market performance of the firm as compared to ALPHA’s line of industry is depicted
below. Due to the fact that official Swedish statistics are not grouped in a way that makes it
possible to refer ALPHA to one single statistically defined line of industry, I here report several
lines of industry that to different degrees are relevant to a comparison of ALPHA’s market
performance versus industry market performance:

Fig 3:2. ALPHA’s market performance as compared to different industry alternatives

The different lines of industries ALPHA’s sales performance here are related to are the
following:

• ‘Compman 50-99’ represents computer manufacturing firms with 50-99 employees (SNI
3825/300),

• ‘Compman 50-’ is the same group but with firms employing 50 employees or more,
• ‘Consulting’ is computer/system consulting firms with 50 or more employees (SNI

83230/72000),
• ‘Electr man (oth)’ is other firms in the electronics industry with 50- employees (SNI

38399/316).

ALPHA: Sales development 1986-95 as compared to different lines of industries.
Index 1986=100.
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Due to limitations in the statistics available from the national statistical bureau in Sweden
(SCB), data depicting sales performance for firms below 50 employees were not accessible on
the detailed level of analysis utilised here. I therefore compared the more aggregated data
available for smaller firms with a summation of the more detailed data available for firms with
50 or more employees. This comparison did not reveal any major differences.

Evident from Figure 3:2 is that the sales growth of ALPHA, regardless of which line of
industry it is compared to, is substantially better than its line of industry, especially after 1992.
As noticed earlier, ALPHA compared to the other case-study firms here stands out as the only
representative of firms with high market performance.

BETA was founded in 1969 by moving an existing business idea from another part of the
country and thereby starting a new firm in mechanical engineering. Contrasting to the other
case-study firms, family or owner-manager interests did not form the development of BETA.
Being a firm managed by (different) contracted managing directors and owned during the years
by several different owner constellations, BETA has experienced significant turbulence. During
1986-88 BETA was owned by a regional subsidiary to a state-owned group of companies. In
1989 BETA was sold to a private group, which approximately one year later experienced a
dramatic decline in sales in the firm due to a significant decrease in domestic building and
construction. Annual sales declined from 47 MSEK to 15 MSEK, and the number of
employees was reduced from 63 to 15 between 1990 and 1992. In 1993 the owners decided to
sell the firm to four private persons employed by BETA. After 1993, however, the new
management team has succeeded in consolidating the firm’s position, and even to expand on a
declining market heavily dependent on the building and construction sector. A partly owned
subsidiary was established in Finland, and today employs 4.5 persons. Sales have increased to
nearly 20 MSEK, and the number of employees to 20. The dominating product area is still
generating 85% of total sales, but this stable figure masks a significant change regarding the
firms products and markets: A new family of environmentally-friendly products has
successfully been introduced on the market, and the technical solution utilised in this new
family is now gradually being implemented into the rest of the firm’s products. Product
development aiming at a (for the market) new product concept is, moreover, carried out
together with a partner. The product area which in 1993 represented 15% of sales per annum
not longer exists, and instead a new product area has taken its place. This new product area is
also represented by a joint-venture together with a firm in a different part of the country.

The level of product and process complexity, as well as the firm’s level of formal education, is
neither especially low nor high, and comparable with its industry branch. The formal
competence level exposes a variety of different levels, where technicians in mechanical
engineering, normally employed after a practical two or three year upper secondary school
education, represents the most typical competence. BETA’s ‘core competence’ is (according
to both the firm, its customers and suppliers) its competence to produce complete comfort kits
for air conditioning with multiple functions, tailored for specific customer requirements and
ready for installation. The organisation of the firm is the traditional functional organisation
managed by a team that includes three of BETA’s four owners.

The market performance of BETA as compared to BETA’s line of industry is depicted below.
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Fig 3:3. BETAs market performance as compared to line of industry

As depicted by Figure 3:3, the sales performance of BETA to a large extent resembles its line
of industry50 except for the dramatic decline between 1990 and 1992.

The mechanical workshop GAMMA was founded in 1969 by the father of the present
managing director, who now (together with his brother) owns and manages the firm. The
brother is however not employed by the company, but engaged on a consultancy basis in the
firm. GAMMA has during the period of 1986-96 experienced a development characterised by
turbulence and strategic reorientation. In 1986 the strategy was to move from subcontracting
to own products. The firm was manufacturing three different products on a subcontracting
basis in different product areas and involved in launching their own main product on a broader
market. In 1993 revenue from own products represented 50% of annual sales, and GAMMA
was planning for an expansion on export markets. In 1996, the firm is back to its dependency
on subcontracting (representing 90% of sales per annum): Decreasing sales of own products
have more or less forced the firm to revert to subcontracting as a strategy for survival. This
strategy has so far proved to be successful, resulting in expansion in employment and sales51.
The most important explanation behind this is a new, demanding customer represented by a
larger manufacturing company with a global market. The entrance of this new customer has,
besides providing the firm with jobs suitable for the firm’s competence, implicated a radical
increase regarding training of the firm’s employees. The ongoing upgrading of the firm’s
formal competence represents a for GAMMA very significant investment in competence
development, and will result in formal certification of the firm’s competence in performing
welding jobs. The complexity and the technology level of the firms processes and products,
however, are still low. The most advanced piece of production equipment is GAMMA’s NC-
machine, purchased second-hand a couple of years ago.

The firm’s most typical competence is represented by ‘young welders’ (mean age around 30)
as a rule having two years of a practical upper secondary school before employment by the
firm. The formal level of competence is generally low. Following the example of the classical
                                                            
50SNI 291-297
51 Sales forecast for the present year indicates a further increase with 3 MSEK. The firm has recruited five new
shop-floor workers this year.
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jobbing workshop, the firm today draws heavily for its competitiveness upon its flexibility to
deliver the requested quality on time. The organisation is extremely flat, since it consists of
only two levels: the managing director and ‘the rest’. Management capacity for duties the
owner-manager himself can not (or has not the time to) perform, such as business
administration and marketing, is today hired on consultancy basis. The market performance of
GAMMA as compared to its line of industry is depicted below.

Fig 3:4. GAMMA’s market performance as compared to line of industry

As revealed by Figure 3:4, GAMMA’s sales performance except for the peak in 1989-90 is
similar to that of its line of industry.52

DELTA, finally, was founded in 1969. DELTA emanates from a sawmill industry adding a
planing mill and, later, production of prefabricated houses, to its business idea. In 1983 the
firm was acquired by three persons employed by the company. Two of these owners are still
together managing the firm53. The business idea has since 1969 been centred on pre-fabrication
of one-family houses and leisure houses/cottages. Occasionally also other wood-based
products (equipment for road pull-ups, schools and day nurseries) have been significant
product areas. Due to the collapse of the market for (especially) one-family houses in Sweden,
DELTA’s planing mill has yet again turned into a significant resource for generating revenues:
In both 1993 and 1996 sales from planed board represented around 30% of total sales per
annum. These sales are exclusively generated on a sub-contracting basis from larger sawmill
industries in the region.

The collapse of market demand for one-family houses has implicated a reconstruction of a
whole industry in Sweden. DELTA, despite its declining sales, represents one of the survivors.
One reason is that the firm’s products are positioned in a special niche (high-quality houses).
Another reason is that DELTA, as opposed to many of its competitors, has been
cautious/conservative regarding heavy capital investments in production facilities. As indicated
in Table 3:3, DELTA has decreased its sales from 27 to 14 MSEK a year and reduced the
number of employees from 25 to 9 during 1986-96. This, of course, is yet another explanation
behind the firm’s survival.

                                                            
52SNI 263
53 The third owner has today sold his shares in the company and is not either employed by DELTA.
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DELTA co-operates with a limited number of key-suppliers, but the nature of its products
implies that they work with a broad customer base54. The complexity of DELTAs products and
processes are, if we disregard from the fact that a pre-fabricated house contains a lot of
components, generally low. Product development, besides normal customer adjustments, is at
present non-existent. The typical competence is represented by blue-collars either fabricating
different types of houses or working in the planing mill, typically having only a compulsory
school background or two years from a practical upper secondary school. The management
team (‘the office’) holds higher, although not university, qualifications. The market
performance of DELTA as compared to the firm’s line of industry55 is depicted below.

Fig 3:5. DELTA’s market performance as compared to line of industry

Evident from Figure 3:5 is that the sales performance of DELTA is similar to its line of
industry. A slight downward tendency is however registered from 1994 an onwards.

In DELTA, as well as in the other case-study firms, the level of staff turnover is generally low.

3.8  Data collection in case-study firms

Before collecting any new data in the firms’ selected for the case-studies, data regarding these
firms collected 1985-87 was compiled. Such data, addressing both generic business orienta-
tion and details about products, markets, number of employees, organisation, etc., was then
continuously updated during the whole research process. During the pilot study repeated
personal interviews were made with the firms’ owner-managers, starting with open questions
and ending with more structured forms. For example, I first asked the owner-managers of each
firm to define the qualifying and order-winning criteria of each product area. Then these
criteria were used as a base for constructing a form depicting different criteria important for
market needs and competitiveness. This list of criteria was then re-tested in repeated interviews
with the firms’ managers, addressing perceived market need and competitiveness. Moreover,
the same form was utilised also in the following survey studies to generate more generalisable
results. The main focus of the pilot study was to investigate how contextual factors such as
perceived market need and competitiveness as well as the strategic orientation (or adaptation)
of a firm could be related to the firm’s external competence acquisition. Interviews with the

                                                            
54 People normally do not buy one-family houses very often
55SNI 203
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firms’ owner-managers covered 2-4 hours plus complementary phone contacts. More details
on data collection and operationalisation are reported in Appendix 1.

The second major data collection in the case-study firms (study no. 4 in Table 3:1) was more
focused on in-house competence development. Data was obtained by personal interviews with
owner-managers and employees holding different positions, spanning from 30 minutes up to
two hours. Besides interviewing the owner-manager of each firm, at ALPHA I interviewed the
manager for hardware development, the production manager and one of the technicians
working in the production group. In BETA I interviewed one member of the management staff
responsible for technological and sales support, and one of the mechanics assembling the firm’s
products. In GAMMA, with its extremely flat organisation, I interviewed the operator
responsible for the firm’s NC-machine and one of the mechanics working with welding jobs. In
DELTA, finally, I interviewed the sales manager and one of the shop-floor workers in
DELTAs planing mill. Each interview was based on a number of open questions plus a couple
of structured questions where (1) time investments in competence development (mean hours a
year during the recent three-year period), and (2) each person’s individual network for solving
work-related problems by acquiring knowledge and competence was focused.56 When
discussing processual methods for competence development, normally integrated in daily work
and not as easy to quantify in terms of effective hours, a technique where the respondent tried
to quantify the number of effective training hours before he/she reached normal productivity
was utilised. Evidently this may implicate individual divergences depending on differences
regarding definitions or personal judgement. After each interview a summary was therefore
typed and sent to each person for correction and confirmation. In several cases a discussion
with the respondent addressing the reliability and validity of the results was carried out in order
to ensure the picture’s revealed correspondence with reality, as perceived by me as researcher
and by the respondent.

The second major data collection in the case-study firms also addressed the long-term deve-
lopment of the firm during the decade 1986-96. My main interest was to arrive at an under-
standing of how environmental influences and the firm’s adaptation to its external context
affected competence development and acquisition over time. By compiling data from the time I
first started to co-operate with the case-study firms (1985) and onwards, and by collecting new
data through interviewing the owner-managers as well as by utilising different secondary
sources, I thus created an under-standing of each firm’s development during the studied period
of time. Building on the developed frame of reference in Figure 2:6, I then specifically focused
on how the firm had managed its competence planning, external competence acquisition, and
in-house competence development. The main source of data for these analyses was interviews
with the firms’ owner-managers. Now I also utilised the technique of making notes or
summaries that were communicated to my respondents. Tentative conclusions regarding how
different variables could be related to each other were moreover sent to the owner-managers,
and used as a base for further discussions, adjustments and development. The ‘key
characteristics’ of each firm reported in Chapter 5 (Tab 5:1-5:4) are hence the results from a
joint processing of data and understanding together with the firm’s owner-manager.

For interviews with key customers (study no. 1) and important suppliers (study no. 4) a simi-
lar technique was utilised to assure the authenticity of collected data. Important customers and
suppliers were identified by the firms’ owner-managers or, in some case, during interviews

                                                            
56 See also Appendix 4.
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with employees. Interviews were conducted as telephone interviews, and normally extended
over approximately 30 minutes. Interviews with customers were specifically addressing
perceptions of market need/importance and perceptions regarding the firm’s competitiveness.
The supplier interviews focused on the nature of the co-operation between the firm and the
supplier and the role of the supplier as “broker” to other external competencies.

Several questions in survey and interview forms (summarised in Appendices 1-4) depict
respondents’ perceptions. One example is the question addressing market need and compe-
titiveness put to both owner-managers and customers. Other examples are questions to
company managers about the degree of market turbulence, or questions depicting perceived
value of different external competencies. One might object to the practice of such ‘subjective
measures’. The relevance of considering management perceptions and how these relate to
decision-making regarding strategy and operations is, however, well established, since these
subjective perceptions actually form the basis for the management’s decision-making (cf. Kim,
1993). The focus on a single point (the owner-manager) is especially relevant in small firms
where management and ownership are normally integrated (Curtis, 1983; Davidsson, 1989;
Dodgson, 1993), and the impact of the firm’s owner-manager per se is more evident
(Bergström and Lumsden, 1993). Similarly, it seems relevant to recognise the perceptions of
customers, since these subjective opinions actually determine customers’ buying behaviour.
The methodological rationalisation I here utilise is to accept the owner-managers’ perceptions
as a valid representation of the whole firm. Likewise I utilise the perceptions of other key
informants (such as customers and suppliers) as manifestations of different groups of
stakeholders in the firm.

3.9  Is my data trustworthy?

Referring to the fact that I here utilise both quantitative and qualitative method, the discus-sion
concerning reliability and validity becomes somewhat blurred. A discussion whether the results
are reliable in traditional, quantitative research implies that they may be statistically generalised
to a larger population (see e.g. Hellevik, 1977. p. 73). In qualitative research, the
generalisation towards theory (analytical generalisation according to Yin, 1994, p. 36) is the
main interest. Instead of going more deeply into the different standpoints, standards and
definitions I will here just report on the different measures I have taken to ensure that my data
and results are reasonably trustworthy 57 regarding both procedures (reliability) and content
(validity; that data/results really address what they are intended to address). Since content and
procedures are often theoretically and practically allied to one another, I here just specify the
different measures taken in order to ensure that procedures and content were as trustworthy as
possible:

• In order to test whether the research problem and the research questions put forward were
relevant and theoretically interesting, the thesis proposal was submitted and presented to a
pre-doctoral conference on Research in Entreprepreneurship (RENT VIII, Tampere,
Finland, November 1994; Ylinenpää 1994).

• Before collecting any data either by doing case-studies or by survey studies, test interviews
were conducted in order to ensure that specific questions were addressed in a proper
manner and understood in the way they were intended,

                                                            
57 A term adopted from  Miles & Huberman (1994, p. 277); also utilised by Denzin (1994).
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• In order to gain control over the stability of data collected from the same sources, several
recurrent questions were utilised both in survey and case studies respectively (cf. Hellevik,
1977, p. 142),

• In order to ensure that data reflected reality and not any wishful thinking on behalf of the
respondent (or, ghastly idea; of the researcher), multiple sources of evidence (Yin pp. 90 ff.)
were used. Doing case-studies I hence used both open-ended questions, structured
questions and archival records/documentation as methods to ensure the correctness of the
data received. I moreover often addressed different respondents (customers, suppliers,
company managers and employees) with the same or similar questions.

• By combining quantitative and qualitative method to address similar and related pheno-
mena I gained a more unbiased and more reliable understanding of how different factors
actually relate to each other.

• Notes from interviews (case-studies), as well as tentative results (survey studies and case-
studies), were regularly communicated with the informants/respondents. This implicated an
ongoing processing of results that was accepted both by the ‘transmitter’ (the source of
evidence) as well as by the ‘receiver’ (the interpreter of the results, i.e., myself).

• Results were continuously reported at scientific conferences where the reliability and vali-
dity of different results as well as their underlying theoretical frameworks were challenged.
Different phases of the research process were reported and discussed at subsequent
scientific forums. The first study (study 1 in Tab 3:1) was reported to the 40th World
Conference on Small Business Research (Sydney, Australia, June 1995).58 Study 2 was
reported to EFMDs 25th Small Business Seminar (Limassol, Cyprus, September 1995),59

while the third study was reported to the 9th Nordic Conference on Small Business
Research (Lillehammer, Norway, May 1996).60

• In order to depict the impact of different contextual influences and pressures on the process
of managing competence-related issues, the selected time period of three years was
extended to ten years in the case-studies (cf. Storey, 1994, who argues that a decade is the
appropriate period to investigate small firm growth).

According to Denzin (1994, p. 508), trustworthiness of research data is founded on
triangulated empirical materials. Triangulation can be employed in several different ways. Miles
and Huberman (1994, p. 267) have thus identified five different types of triangulation:

• By data source, which can include respondents, times and places,
• By method, which may include interviews, surveys and archival records,
• By data type, which may include linking qualitative and quantitative data,
• By theory, implicating that a researcher applies different perspectives on the same data set,
• By researcher, implicating that the same data set is treated by several investigators.

The first three types of triangulation (triangulation by data source, method and data type) have,
as reported above, to a significant degree been utilised in the present study. Also the fourth and
fifth type of triangulation have to some degree been employed. Two different theo-retical
frameworks, illustrated in figures 2:5 and 2:6, have hence been utilised to investigate the same
basic phenomenon: how small manufacturing firms develop and acquire compe-tence. The co-
operation with my supervisor, finally, involving processing of joint research papers, indicates

                                                            
58Ylinenpää and Hörte (1995a).
59Ylinenpää and Hörte (1995b).
60Ylinenpää (1996a).
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that the data and results presented here are not exclusively a result of a single person’s
interpretations.

I now continue by reporting the results from the empirical studies in four different chapters.

Wisdom is not a product of schooling
but of the lifelong attempt to acquire it.
/A. Einstein (1879-1955)
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4.  RESULTS - COMPETENCE PLANNING, ACQUISITION AND DEVELOPMENT
IN SMALL MANUFACTURING FIRMS

  I now move on to the results from
the empirical studies. In this chap-
ter I focus on my first research
question, namely how small
manufacturing firms manage their
competence development and
acquisition. Referring to the frame
of reference in Figure 2:5, I
investigate small firms’ compe-tence
planning, their acquisition of
external competence, and their de-
velopment of in-house competen-
cies. I hence here specifically
address the highlighted sphere of the adjoining frame of reference.
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4.1 Competence planning

When facing an occurring or future skills gap or skills shortage, a firm may chose between
acquiring the requested competence externally or to develop the specific competence in-house.

    COMPETENCE
       PLANNING

    ACQUISITION OF EXTER-      DEVELOPMENT OF IN-
    NAL COMPETENCE                  HOUSE COMPETENCE

    Vertical and horizontal             Development of in-house
              partners competence

      Recruitment

                         MARKET PERFORMANCE
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Decisions regarding whether to acquire the required competence or capacity externally or not
represents a strategic choice, founded by or forming a firm’s mode to solve such situa-tions.
This deliberate or emerging acquisition strategy in turn, as discussed more thoroughly in
Chapter 2, is suggested to be dependent on the level and range of the firm’s in-house
competencies. In section 2.2.1 two modes for acquiring external competence were identified in
terms of a complementing or a compensating acquisition strategy. Although specifically
addressing external competence acquisition, the choice of acquisition strategy also indirectly
depicts a firm’s behaviour regarding development of its in-house competence resources. A
small firm neglecting to invest in its in-house resources either by developing knowledge and
skills among its employees, or compensating this by recruiting competence from outside, will
sooner or later find itself in the low-narrow-position in Figure 2:2, and hence characterised as a
low-competent firm with a narrow scope of competencies. A firm which, on the other hand,
consciously invests in developing its level and range of in-house and relevant competencies is,
at least in theory, expected to develop into a ‘high-competent firm with a broad scope of
competencies’ (the high-broad position in Figure 2:2).61 While an orientation towards the low-
narrow position in Figure 2:2 can be related to a predisposition for filling skills gaps by
compensating for the lack of own resources, the high-broad position is related to filling skills
shortages by utilising a complementing acquisition strategy. I will here therefore utilise a firms
acquisition strategy as the variable that manifests its competence planning.

In order to develop a better understanding of the competence planning process in small
manufacturing firms I have used data emanating from both the four case-study firms and the 52
survey firms. In the case-study firms, I during the pilot study (study no. 1) investigated the
firms investments in new or developed products, processes or markets during a three-year
period. I then asked the owner-manager of each case-study firm to estimate their investments
in external competence acquisition, and to specify the nature of their investments in external
competence acquisition during the three-year period. By summing up the firms’ investments in
different types of consultant services, fees for external training courses, etc. I was able to
determine the size of each firm’s investments in external competence acquisition. Below the
results are depicted as (1) each firm’s total development investment, (2) by relating this
investment to the turnover of the firm, (3) the size of each firm’s investment in external
competence acquisition, (4) each firm’s investment in external competence acquisition in
percentage of total annual sales, and (5) the share of investments in external competence
acquisition when related to the firms total development investment. All figures refer to the
average mean for the investigated three-year period.

Development Development Investments Investments Investments
investments investments in external in external in external
(TSEK per as % of total competence competence competence
annum) annual sales acquisition acquisition acquisition

(TSEK per as % of total as % of total
                                                            
61 This reasoning implies that the firm operates in a stable environment where it can decide upon which compe-
tencies that actually are, and will be, relevant on the market. The higher the degree of turbulence and unpredic-
tability, the more attractive the low-narrow position becomes. This is, of course, one important argument for the
concept of virtual organisations.
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annum) annual sales development
investments

  ALPHA    1 420     8.0%      820      4.6%      58%
  BETA       698     5.4%      110      0.8%      16%
  GAMMA       834   11.1%      433      5.8%      52%
  DELTA       750     2.5%      300      1.0%      40%

Tab 4:1.   Development investments and investments in external competence acquisition in
case-study firms - mean values for a three-year period (1991-94)

From this ‘snapshot’ covering the three-year period between 1991-94 we may state that the
case-study firms to a considerable degree differ when it comes to how much they invest in
developing new products, processes and markets (spanning from 2.5% of annual sales to
11.1%). They also differ regarding how much they invest in external competence acquisition,
where BETA and DELTA invest about one fifth of ALPHA’s and GAMMA’s investments in
external expertise.  One may have a presentiment that this can be related to both different
general or generic strategic orientations, as well as to different conditions set by the market
context in which the firms operate. This theme is more thoroughly addressed in the next
chapter. I will here focus on the last column in the table, which indicates that the case-study
firms have chosen to balance the contributions of external competencies differently.
Recognising that DELTA’s 40% share of external competence acquisition originates from a
relatively modest level of development investments (2.5% of annual sales), we may ascertain
that ALPHA and GAMMA, both revealing a substantial level of development investments,
seem to be the firms that are most oriented towards acquiring external competence. I will here
concentrate specifically on these two firms.

When presenting the case-study firms in Chapter 3, ALPHA was characterised as a firm with
‘young and enthusiastic engineers and an educational mix consisting of engineers from upper
secondary school/senior high schools and university’ (p. 60). The firm’s own expertise covers
electronic construction, software engineering, marketing, and business administration. The
management team consists of the owner-manager and four middle-managers responsible for
different areas in the firm. The organisational structure is, however, not the traditional func-
tional organisation, but better characterised as a project organisation with functional speciali-
ties. Contrasting to this picture, GAMMA in Chapter 3 was described as a classical jobbing
workshop with a simple organisational structure consisting of ‘the managing director and the
rest’. The level of formal competence is generally low, and the typical skill is represented by
‘young welders’. Besides the fact that the average age of the firms employees is similar
(around 30), we here accordingly face two very different types of small manufacturing firms.

Referring to our discussion in Chapter 2 and to the classification of firms by their level and
range of competencies (Figure 2:2), ALPHA comes forward as a firm that could be characte-
rised as a ‘high-competent firm with a broad scope of competencies’. GAMMA, on the other
hand, is more oriented towards the characteristics of a ‘low-competent firm with a narrow
scope of competencies’. In Chapter 2, a high-competent firm with a broad scope of competen-
cies was understood to orient towards utilisation of a complementing acquisition strategy,
while a low-competent firm with a narrow scope of competencies’ related to a compensating
acquisition strategy. Despite the fact that ALPHA and GAMMA in Table 4:1 seem to invest in
external competence acquisition in quite a similar way, this reasoning hence suggest that they
may have different rationales behind their decisions and, in fact, that they follow different
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acquisition strategies. This brings about a closer look at each firms’ acquisition of external
competence.

ALPHA’s investments in external competence acquisition during the studied three-year period
consisted of purchase of consultant services in product design, advertising, and training. The
product design services supplemented the firms own skills in its production and construction
departments. The advertising services consisted of development of publicity leaflets and other
sales promotion materials, and was purchased in order to support the promotion material
produced in-house and the work of the firm’s own sales staff. ALPHA’s investments in
external training services consisted of a training course in new quality standards given to all
employees in the firm. We may understand ALPHA’s investments in design and advertising as
competence acquisition that complemented the skills represented by already present, in-house
expertise. These investments represent 96% of ALPHA’s total investment in external
competence acquisition. The remaining 4% (represented by acquisition of external expertise in
new quality standards) can hence be regarded as a purchase in order to compensate for the lack
of in-house skills and expertise in this specific field. Consequently, a complementing
acquisition strategy is clearly dominating in ALPHA.

In GAMMA, investments in external competence acquisition were directed towards purchase
of consultant services in export marketing of the firm’s own products, new quality standards
and construction. Generally, GAMMA did have only very limited in-house expertise in the
actual fields covered by external expertise.62 The external expertise hired for export marketing
(representing 84% of BETA’s investments in external competence acquisition), as well as the
consultants hired for introducing new quality standards (representing 11% of total invest-
ments), can both be characterised as purchase of competencies in fields where GAMMA had
no in-house expertise. The dominating mode of acquisition can in GAMMA accordingly be
characterised as a compensating acquisition strategy.

Results from the case-studies hence indicate that small manufacturing firms, although inves-
ting a similar amount in external competence acquisition, acquire external competence groun-
ded on different motives. These motives have here been understood to depart from and/or form
different acquisition strategies. In the succeeding survey study (study no. 3 in Table 3:1), I was
interested to investigate both what kind of acquisition strategy a broader base of small
manufacturing firms utilised, as well as if the choice of acquisition mode could be related to
different competence structures in-house the firm. After defining the meaning of each
acquisition strategy (i.e. the meaning of complementing and compensating when acquiring
external competence) I hence asked each owner-manager to depict what kind of mode that
most accurately described the firm’s acquisition of external competence during the recent
three-year period. Out of the 51 responding owner-managers 22 reported that they would
preferably have utilised a complementing strategy, 18 that they would have preferably utilised a
compensating strategy, 10 that they had utilised both decision modes to a similar extent, and
one owner-manager that they had not acquired any external competence at all during the recent
three-year period. The results thus indicate that small manufacturing firms acquire external
competence in different ways, following different acquisition strategies. My main interest was
however to investigate whether the choice of these different acquisition strategies could be
related to different in-house competence structures in terms of level and range of in-house
competencies. I accordingly also asked the firms’ managers to specify the level of formal
                                                            
62 GAMMA during the period investigated in the pilot study recruited a design engineer (1993) and a sales
representative (1994). The sales representative was however only active on the domestic market.
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education among their employees, as well as the range or diversification of these
competencies.63 Excluding firms that reported a mix of the two acquisition strategies then
facilitated a comparison of the two groups of firms that had utilised preferably either a
complementing or a compensating strategy.64 The result of this comparison is depicted below:

         Acquisition strategy:

               Complementing            Compensating Sign. level
Mean SD Mean SD             (t-test)

  Educational level 2.9 0.774 2.7 0.767 n.s.
  Range of competencies -
    educational diversification 2.3 0.577 1.9 0.676     0.036

Tab 4:2.  Acquisition strategies related to educational level and range (n=40; n.s.= not sign.)

As Table 4:2 shows, manufacturing small firms following a complementing acquisition strategy
reveal both a higher level of formal education, as well as a broader range of in-house
competence. The difference regarding educational level is however not significant, while the
difference regarding educational diversification is significant on the p<0.1 level.

It should be recognised that my utilisation of formal education level and the rough classifica-
tion of the diversification of in-house competencies represent only a proxy of a firm’s factual
competence. As noticed already in Chapter 2, qualification standards measured as level of
formal education may have only limited relevance in small firms, since ”learning from others
on-the-job is the hallmark of the small firm” (Hendry et al, 1995, p. 153). Such learning does
not result in any formal qualifications, and may thus be expected to result in a competence that
is not recognised by standard measures such as education level. This does not necessarily mean
that formal measures are irrelevant factors when addressing the competence structure of small
firms. The level and range of formal education gives us one indication of the nature of a firm’s
competence structure. Together with other methods to value firms’ competencies I will here
thus utilise formal education level and range as an indication of the competence structure in
small manufacturing firms.
To conclude, small firms’ acquisition of external competence can be understood as either filling
a skills shortage by utilising a complementing acquisition strategy, or filling a skills gap by
utilising a compensating acquisition strategy. Obviously these motives and strategies may be
mixed, implying that some purchase decisions may be motivated by an ambition to fill a skills
shortage while others may be motivated by a desire to fill a skills gap. Most small firms,
however, seem to be oriented either towards a complementing acquisition strategy or towards
a compensating strategy - in this survey study 40 out of 51 firms (78%). The orien-tation

                                                            
63 Level of competencies (mean values) was measured as education level on a scale 1-5, where 1 = primary
school level; 2 = level 1 + short courses/vocational training; 3 = upper secondary school level; 4 = level 3 +
short courses/vocational training; 5 = university level. Educational diversification was measured on a scale 1-3,
where 1 = only one type of competencies (technical, business administration or other) represented; 2 = two
competence areas represented; and 3 = three or more competence areas represented in the firm.
64 The group of firms reporting that they to a similar extent utilised both a complementing and a compensating
acquisition strategy (n=10) positioned themselves between the ‘complementing group’ and the ‘compensating
group’ regarding both education level and range.
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towards a specific acquisition strategy can be understood to reflect the structure of the firm’s
in-house competencies, and particularly the range of different fields of expertise covered by the
firm’s own staff. Bearing the simplification my operationalisation of compe-tence level and
range involves in mind, the suggested relation between a small firm’s acquisi-tion strategy
(Figure 2:3) and the nature of its in-house competence structure (Figure 2:2) is partially
supported: A broad range of in-house competencies  did according to survey results link to a
complementing acquisition strategy. This relation is further in a illustrative way manifested by
the two cases ALPHA and GAMMA above. Noticeable is, however, that the general level of
formal education, in the way this was measured here, only seems to have limited impact on
small firms’ choice of acquisition strategy. The results can  thus be conclu-ded in the following
way:

  In-house competence range  Most common shortcoming                 Acquisition strategy

  Broad    Skills shortage (capacity)      Complementing acquisition strategy

  Narrow    Skills gap (competence)      Compensating acquisition strategy

Tab 4:3.  Relation between in-house competence range, dominating type of short-coming and
               firms’ choice of an acquisition strategy.

4.2  Acquisition of external competence

One of the measures a firm can resort to in order to fill a skills shortage or a skills gap is to
acquire the requested capacity or competence from the outside. Following Håkansson (1990) I
have earlier separated between vertical and horizontal partners. How small manufacturing
firms’ make use of their vertical and horizontal partners will be reported here. I will specifi-
cally focus on the role of suppliers and the individual knowledge networks utilised by different
categories of staff in small manufacturing firms.

4.2.1  Vertical and horizontal partners

Several studies have revealed the importance of vertical partners integrated in a small firms
supply chain, i.e., suppliers and customers (cf. Håkansson, 1990, or Ylinenpää, 1991). As
Belotti (1996) and Gelsing (1989) pointed out however, external partners and competencies
can have considerable importance without being ‘vertical partners’ engaged in long-term
interaction with the firm.65 A high contact frequency between a firm and a specific external
actor does not necessarily imply that this specific actor has any vital importance for the firm’s
competitiveness. One simple example is the postman who, obviously representing another
organisation (the post-delivering firm or a civil service department), delivers post every day to
the firm. Even if we all recognise the importance of a well functioning postal system, the
function of delivering a standardised service like this is very seldom regarded as important for
the competitiveness of a small manufacturing firm. Evidently, an external resource has to be
more directly related to the firm’s business operations, and on either a short-term or a long-
term basis be perceived to have impact on the firm’s development in order to be regarded as
important. Let us then take the example of a supplier to a small manufacturing firm, who
delivers components used in the firms production. Due to the small manufacturing firm’s
                                                            
65 Cf. Granovetter’s (1973) theory about ‘the strength of weak ties’.
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ambition to minimise its cost tied up in own storage, the firm has recently with this supplier
agreed upon supply delivery on a just-in-time basis. This, then, implicates that the contact
frequency between these two firms becomes more intensive. This does not necessarily indicate
that the relation also has a vital importance for the firms development and competitiveness; nor
that this relation due to a higher contact frequency now is more important than before. My
point in these examples is then that it is important to separate variables such as contact
frequency with, and perceived value from, different external actors representing different
external competencies. This is also what I did in the survey study of 51 manufacturing small
firms (study 3 in Table 3:1).

In this study the contact frequency was measured on a scale 1-3, where ’3’ meant contact with
the specific external competence or actor at least once a week, ‘2’ several times a month, and
‘1’ more seldom or never. The importance of different external actors was measured as the
degree of importance as perceived by the firm’s owner-manager. I hence, utilising a pre-
defined list of external actors, asked the owner-manager of each firm to specify the perceived
value for the firm’s competitiveness of different external actors. The degree of importance was
operationalised by a three-graded scale, where ‘3’ = vital importance for the firm’s com-
petitiveness, ‘2’ = some importance for the firm’s competitiveness, and ‘1’ = limited or no
importance for the firm’s competitiveness. An additional question depicted whether any of the
pre-listed external actors (persons or organisations), which by the respondent had been
assigned ‘vital importance’, also functioned as a continuous speaking-partner for the firm’s
manager. If the responding manager identified such a co-operation partner, this specific actor
was assigned the value ‘4’ on the importance scale. In practice, the measure of perceived
importance hence utilised a four-graded scale.

The results depicted the plotted results (mean values) regarding contact frequency and percei-
ved value are reported in Figure 4:1. I here distinguish between vertical and horizontal
partners. As a third group of partners I also utilise the group ‘other partners’ to typify actors
that for different reasons were considered to fall outside the typification in vertical and
horizontal partners. A firm’s external board of directors is by definition a competence
positioned somewhere between an in-house and an external resource.66 Consultants may be
understood to be integrated as suppliers of specific expertise in a firm’s vertical value-
processing chain, but may also represent a broader and heterogeneous group of different
categories of external expertise. ‘External board members’ and ‘consultants’ are here therefore
regarded as a specific residual group. The firm’s auditor represents one specific and in small
firms common category of consultants. This consultant category represents a type of external
expertise that corresponds to the description of ‘horizontal partners’, and is therefore
categorised as such in the figure below.

                                                            
66 Recognising that I here address small firms that normally are owner-managed and often strongly oppose to
share ownership together with external equity (Storey, 1994), a small firm’s professional board of directors is
expected to represent external expertise that by a board assignment has been made more accessible for the firm.
These external competencies are investing a limited share of their time in the specific board assignment, and
are normally not dependent on it for their provision or earning of living. Although it could be argued that a
firm’s board of directors should be regarded as an in-house resource, and not as a source of external
competence, I hence here find good reasons to handle this specific competence utilisation as a variant of
external competence acquisition.
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Partner    Perceived         Contact
Sym-

  importance       frequency       bol
Mean      SD      Mean    SD

VERTICAL:
Customers 2.74     0.876    2.28    0.858      O
Suppliers 2.24     0.797    1.88    0.931      O
HORIZONTAL:
Banks 1.76     0.687    1.61    0.777      ∆
Auditors 1.78     0.887    1.26    0.483      ∆
Colleagues 1.84     0.738    1.51    0.731      ∆
Competitors 1.68     0.587    1.22    0.461      ∆
Universities 1.44     0.675    1.06    0.151      ∆
Other schools 1.20     0.404    1.06    0.252      ∆
Organisations 1.34     0.626    1.06    0.314      ∆
Authorities 1.42     0.609    1.04    0.200      ∆
OTHERS:
External board

   members           3.05     1.050     1.65    0.813      X members
3.05                      1.65                   x
Consultants         1.76     0.822     1.29    0.661      X          Consultants            1.76                  1.29             x

Fig 4:1.  External competencies - contact frequency and perceived importance (n = 51)

Not: ‘Colleagues’ = other firms and manager colleagues; ‘universities’ = universities and research institutes;
‘other schools’ = upper secondary schools and vocational training organisations; ‘organisations’ = employer
and trade organisations; ‘external board members’ = external members of the board in firms with professional
boards (n=20).

The results in Figure 4:1 give rise to several interesting observations. First we may notice that
contact frequency and perceived importance in general correlate. A high contact frequency
hence generally implicates that the specific actor also is perceived to be important, and vice-
versa. Important and frequent partners to small manufacturing firms are represented by the
firms’ customers and suppliers. Far less important and less frequent are universities and
research institutes, employer and trade organisations, and different authorities. Second, we may
observe especially one clear deviation from this pattern, namely that external members of the
firms’ boards of directors, despite an intermediate contact frequency, by the firm managers are
perceived as being the most important specific competence outside the firm.67 Third, when
comparing vertical partners (i.e. customers and suppliers, marked by an O in the plotted figure)
versus other external sources of competence, we find that these partners are being per-ceived
as the firms’ most important partners, exposing also the highest contact frequency. Horizontal
partners (marked by a triangle in the figure) generally score lower regarding both contact
frequency and perceived importance. The residual group labelled ‘other partners’ above (that
includes external members of the firms’ boards of directors and external consul-tants, and are
marked by an X in the figure) reveal a more ambiguous pattern. External board members are
perceived as being most important of all external competencies, but reveal a somewhat lower
contact frequency. Consultants are, together with auditors and competitors, perceived to
position somewhere in the middle regarding both contact frequency and perceived value.

                                                            
67 The results reported in Figure 4:1 originate from the 20 firms that in the third study (Table 3:1) had
established a professional board of directors. If the responses from these 20 firms in stead are related to the
whole sample of small firms, the average mean regarding perceived importance and contact frequency is
considerably lower.



76

It should be recognised that the results here depict coarse measures of different groups of
external sources of competence. Consultants are, for example, treated as a homogeneous
group of competencies. When responding to the specific questions put forward (see Appendix
3), a manager that have perceived one specific consultant to be very important but other
consultants to have less importance for the firm’s development, may be expected to orient
towards the middle of the scale. Similar circumstances may also have affected the results
concerning other external partners, and especially competencies that could be perceived as
more general groups of competencies. Regarding alternatives that the respondent could
identify as a specific actor or even a specific person, such as the firm’s bank or its auditor, the
results hence can be expected to depict more specific and factual contact frequencies and
degrees of perceived importance.

Recognising these limitations, the results support the suggestions that vertical partners opera-
ting directly in the firms’ value-processing chains are the most important and most frequent
external competencies for small manufacturing firms. In firms that have organised a professio-
nal board of directors, however, external board members by the firms’ owner-managers are
perceived to be even more important. In the case-studies this issue was investigated further by
a more specific elaboration on individual knowledge networks and sources. These results are
reported below (section 4.2.1.2). First we will, however, have a closer look at the role of
suppliers.

4.2.1.1 The role of suppliers

The results from the survey study have pinpointed that suppliers are frequent and important
sources of external expertise for small manufacturing firms. How small manufacturing firms
interact with their suppliers is, as announced already in Chapter 2, one of the specific issues of
interest in this study. In order to extend my understanding of how the firms related to their
suppliers, I asked the manager of each case-study firm to nominate three or four different
suppliers to the firm for me to approach. The manager was told that these suppliers should
preferably be important and long-term relations supplying the firm with different products or
services. Together with the company manager I then for each firm selected two (in one firm
three) suppliers to interview:

Case-study firm                         Selected suppliers                                                       Size (No. of empl.)                 .
ALPHA Consultant in design and construction           10

Supplier of electronic components           24
BETA Supplier of refrigerator components            32

Supplier of heat exchangers           23
GAMMA Subcontractor on surface treatment services           27

Supplier of metal components and material           30
DELTA Supplier of building material           21

Supplier of special building constructions           15

Tab 4:4  Facts about interviewed suppliers to case-study firms.
In some cases the supplier belonged to a larger group of companies. The firm size reported
above refers in these cases to the size of the business unit. The interviews with suppliers were
conducted mainly as telephone interviews based on a semi-structured form, and normally
engaging one respondent for each supplier.68 Data on specific supplier relations were also
collected during interviews with employees and company managers. Questions at issue during
                                                            
68One of the suppliers was interviewed by personal interview. For another supplier I interviewed two different
respondents in order to get a more complete picture of the specific relation.
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these interviews are reported in Appendix 4. Finally, my preliminary conclusions regarding the
firms relations to their suppliers were discussed with the owner-managers of each case-study
firm.

Based on the data generated by the interviews, each relation’s degree of importance from a
competence perspective was classified according to three alternatives:

1. ‘Limited’ - a pure buy and sell relation involving customary exchange of information.
2. ‘Exploitation’ - utilisation of the other party’s competence to own or mutual advantage for

the competitiveness of own, or both parties, firms.
3. ‘Synergy’ - Mutual exploitation based on each party’s specific competence in joint projects

of importance for the firm’s competitiveness.

As suggested by Belotti (1996), suppliers and other external actors may act as information and
knowledge brokers to other kinds of competencies. Based on the results from interviews with
suppliers, company managers and employees, the presence of such a broker function on behalf
of the supplier was classified as either “limited” or “vital”. In order to be classified as “vital”, a
broker function should involve the supplier acting as a doorway or a link to competencies
beyond the normal supplier role. The results from the interviews are briefly reported below for
each case-study firm:

ALPHA: The firm’s relation with the consultant firm was established nearly 20 years ago, and
has developed into personal friendship between the firms’ owner-managers. Despite the fact
that the firms are located in different parts of the country, the firms are in close contact.
“Members of our companies are in touch every week, and CEO’s every month. We visit each
other at least once a year. And every summer we go fishing together”. ALPHA buys consul-
tant services for design and construction in their continuously ongoing  product development -
“we are now working together on the next product generation”. For the consultant firm the
many years’ of co-operation have also involved tasks outside the firm’s business concept; the
consultant firm co-ordinates the work of specific subcontractors delivering components for
ALPHA’s products on behalf of ALPHA. Following the classification of the relation’s
competence dimension above, the co-operation can be categorised as mutual ‘exploitation’.
Since the consultant firm acts as an important market reference (in a part of the country where
ALPHA is not represented), and regularly delivers information about trends and market needs
on the specific industrial markets the firm operates, their broker role is important.

ALPHA’s supplier of electronic components is part of a US-based multinational concern, and
has co-operated with ALPHA for 15 years. They regard ALPHA as “a serious and demanding
co-operation partner interested in long-term co-operation, and not only in a low price”. Con-
tacts occur “several times a day”, and often involves other issues than purely buy and sell-
issues. “We exchange information regarding technical solutions and market development”. The
relation can be classified from a competence perspective as (mutual) ‘exploitation’. The
supplier’s broker role is ‘limited’, since it does not involve more than ordinary supplier
functions.

BETA: The firm’s relation with its supplier of refrigerator components started back in 1970,
when BETA was originally established, and involves contacts once or twice a week. BETA as
well as the supplier underlines that the co-operation is more than a buy-sell-relation, since “we
jointly develop complete technical solutions, and utilise both firm’s resources in doing so”.
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Depending on the situation production of specific components or functions can be produced by
either BETA or the supplier. The collaboration between the firms has also stimulated BETA to
introduce a new series of products among its former range of products. This integrated
supplier and partner moreover has a distinct role as a broker to competencies in its own
competence network among authorities important for this line of industry, to universities doing
research in the field, and to consultants possessing specific competence important for
development of new products. The relation is accordingly classified as a ‘synergy-relation’
assigning the supplier a ‘vital’ role as a competence broker.

Also BETA’s relation to the supplier of heat exchangers stems from when the firm was estab-
lished. The contact frequency is “approximately once a week”, and involves both traditional
buy and sell-questions as well as exchange of (primarily) technical knowledge and informa-
tion. The suppliers broker role is ‘limited’, since it does not involve more than ordinary supp-
lier functions. The relation’s competence dimension is categorised as (mutual) ‘exploitation’.

GAMMA: The firm’s supplier of surface treatment services is a long-term relation which,
from a normal buy and sell-relation, has developed into a closer co-operation. One reason for
this is the supplier’s present CEO, who in 1991 became the manager of the firm. The CEO is
active in the trade organisation for galvanising industries in Sweden, and very much involved in
producing information and training material for developing this specific line of industry. The
co-operation between the firms has also involved a transfer of knowledge from the supplier to
GAMMA, especially on how to process material before surface treatment. This transfer of
knowledge is also confirmed by GAMMA’s owner-manager. Regarding the relation’s contact
frequency, contacts occur “several times a week” and involves visiting each other’s firms
“several times a year”. The co-operation is today formalised by an annual preliminary
agreement on volumes and prices, and the supplier has also organised a special distribution
system for transporting material between the firms. The relation can preferably be described as
(one-sided) ‘exploitation’, where GAMMA has been able to utilise the suppliers’ specific
competence to develop its competitiveness. The supplier also expose an important broker
function, since the knowledge GAMMA has been able to utilise to a large extent has been
channelled through the supplier from other sources, mainly from expertise that the specific
trade organisation had access to.

Both the supplier and GAMMA’s owner-manager underline the importance of the excellent
personal contact existing between the firms’ managers. This may explain why the supplier has
acted as a broker also to a new demanding customer. As noticed already in Chapter 3 (p. 62),
the entrance of this new customer has had an important role both by generating new jobs and
by initiating extensive investments in competence development in the firm. This larger
mechanical company, employing 350 persons in Sweden and 170 abroad, also utilises the
surface treatment firm as a closely related supplier. The intimate relationship between these
two companies is manifested by specific recognition’s and organisational routines: the surface
treatment firm is certified by the larger customer according to current standards69, and is now
trying to up-grade this certification. Utilising EDI-communications70 the supplier moreover
works directly on the customer’s operation cards, implying that formal offers and
confirmations between the firms have became superfluous. My point on focusing on this

                                                            
69In this case the standard requirements were linked to ISO 9002.
70Electronic Data Interchange
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specific relation, addressing the relation between the firm’s supplier and one of its customers
and without any direct link to the relation between GAMMA and its supplier, is two-fold:

1. This larger company was introduced to GAMMA by the supplier of surface treatment
services. After a couple of test-orders, the relation between GAMMA and this larger firm
has developed into GAMMA’s most important specific customer relation. From a
competence perspective the introduction of this new customer has had tremendous impact
on GAMMA’s competence development, implicating both substantial investments in
training (all employees are taking courses in order to achieve the formal standards this
customer requires), as well as the introduction of new process technologies.

 
2. The development of a closer relation between GAMMA and the surface treatment firm

contains organisational solutions aiming at increased efficiency by introducing new routines,
e.g. the annual agreement on volumes and prices, and the distribution system for material
transports. It is reasonable to suspect that these solutions stem from similar routinisation of
the co-operation between the surface treatment supplier and the larger mechanical company.
We may regard these organisational innovations, developed by organisational learning
between the larger mechanical firm and the surface treatment firm, as a transfer of
organisational competence to the relation between GAMMA and the surface treatment firm.

These observations underline the broker role assigned to the supplier of surface treatment
services. The relation moreover agrees with the thesis put forward by Dodgson (1993a), that a
small firm’s technological skills or its sophistication of methods is often being forced upwards
by the larger firm they supply with components.

GAMMA’s long-term relation to its supplier of metal material and components, on the other
hand, is characterised as a pure buy and sell relation. The contact frequency is high (“twice or
three times a week”), but is very much focused on a customary business exchange of goods
and payment. The relation’s competence dimension as well as the supplier’s broker role is thus
‘limited’.

DELTA: The firm’s relation to its supplier of building material originates more than ten years
ago, and involves very frequent contacts (“every day”) between representatives of the two
firms. The supplier belongs to a larger group of whole-sale companies with its own experts in
different fields related to building industry. By co-ordinating the sales of products from an
immense number of suppliers, they also have access to a broad range of different competencies
among their suppliers. Occasionally, at the request of DELTA, they have also linked DELTA
to suppliers outside their normal range of suppliers in order to satisfy a specific customer
demand. One example was when the supplier invited a manufacturer of a special type of
windows, who was not an ordinary supplier, to meet with one of DELTA’s potential and
important customers with very specific requirements regarding windows. The firms’ managers
also meet in other arenas such as different social clubs, where they exchange experiences and
different kinds of information. “Our personal networks are partly different and complementary,
which both we and DELTA benefit from”, as the manager of the supplying firm puts it. I
regard this relation as a case of mutual ‘exploitation’, assigning the supplier a ‘vital’ role as a
broker to competencies outside the boundaries of the supplying firm.

DELTA’s other supplier - the supplier of special building constructions - represents a relation
established in 1989. They supply DELTA with roof trusses for DELTA’s owner-occupied
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houses and other dwelling houses. The contact frequency is “every other week”, involving
concrete business matters or discussions how to optimise different construction solutions. The
supplier perceives that they contribute in a substantial way with their specialised know-how of
building constructions, e.g. by utilising computer programmes for optimising technical
solutions. DELTA regards this, however, as a normal business service in this line of business.
The relation can hence be categorised as more or less a downright buy and sell relation
assigning the supplier a ‘limited’ broker role.

Results addressing (a) the importance of the relation from a competence perspective, and (b)
the role of the supplier as a broker to other external competencies, are concluded in Figure 4:2
below:

The relation’s The supplier’s role as knowledge or information broker: Specification of
competence vital broker role:
dimension: “Limited” “Significant”

 “Synergy” BETA’s supplier of refrige- Link to competencies
rator components in authorities, universi-

ties and consultant org.

“Exploitation” ALPHA’s supplier of  con- An extension of the
sultant services in design firm’s marketing
and construction department (scout +

local market reference)

ALPHA’s supplier of GAMMA’s supplier of Broker to specific pro-
electronic components surface treatment services cess technology and

to a new customer

BETA’s supplier of heat DELTA’s supplier of buil- Broker to specialised
exchangers ding material competence concerning

building material

“Limited” GAMMA’s supplier of
metal components and
material

DELTA’s supplier of
special building const-
ructions

Fig 4:2. Suppliers’ importance from a competence perspective and their role as brokers to 
other external competencies

Notable is that six out of eight investigated supplier relations to a considerable degree can be
regarded as more than pure buy and sell relations. These relations are characterised as either
one-sided or mutual exploitation of competencies outside the own organisation, or as a
synergistic relation involving exploitation of both parties’ competencies in joint projects. The
relations are perceived by the parties involved as having a considerable importance for (at
least) the case-study firms’ competitiveness.

The results also reveal how a small firm can get access to competencies and other resources by
networking, while maintaining control through the choice of its own dependencies
(Johannisson, 1990). In this case, the small firms have chosen to develop dependencies with
their suppliers which, in six out of eight investigated relations, can be understood as informal
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strategic alliances. Interesting is also that half of the relations assigned the supplier a vital role
as a broker to other external competencies. Especially illustrative is perhaps the case of
GAMMA’s supplier of surface treatment services, where the broker role involved both being a
bridge to professional competence beyond the competencies represented by the supplier itself,
as well as acting broker to a new demanding customer having considerable impact on the size
and direction of GAMMA’s competence development. Notable is moreover how BETA’s
supplier of refrigerator components, besides itself representing a very important competence in
joint projects with BETA, also acts as a doorway to external competencies in universities,
authorities and consultant organisations. This gatekeeper or liaison function of suppliers,
noticed also in Belotti’s (1996) study of small manufacturing firms’ networks, could be
expected to be more important in small than in large firms for at least three reasons:

• The smaller scale per se limits the number of potential nodes between the firm and external
competencies,

• The simpler structure of a small firm, often implicating that ownership and control are
integrated and that the importance and dependency of the firm’s owner-manager is higher,
also limits the number of potential external nodes of competence,

• The level and range of in-house competencies in different, specialised fields are generally
lower/more limited in a small firm than in a large enterprise. This indicates a more explicit
need for a link that ‘translates’ specialised information and knowledge from, e.g., univer-
sities or authorities.71

Returning again to the distinction between ‘horizontal’ and ‘vertical’ partners or competen-
cies, it is thus interesting that vertical partners may act as brokers to (new) horizontal compe-
tencies. Due to their close and long-term relation, the vertical supplier-partner may moreover
be expected to have another legitimacy from the perspective of the small firm, as compared to
‘professional gatekeepers’ in, for example, different government agencies set up to specifi-cally
support small businesses.

4.2.1.2  Individual knowledge networks and sources

So far the focus has been on the firms external competence acquisition. External sources of
expertise are, however, linked to organisations through individuals. This motivates also a
closer investigation of personal sources of knowledge and information held by different
categories of staff in the case-study firms. Each respondent was therefore asked to define
which competencies (persons, organisations or other sources of information and knowledge)
they normally applied to in order to acquire the knowledge they needed to perform
professional tasks and duties on-the-job. The question addressed both in-house and external
sources of knowledge. A list of such sources was generated in this way for each respondent.
Utilising this list, each respondent then ranked different competencies by their degree of
importance. The results, depicting each respondents most important sources of professional
knowledge and information, are reported in Table 4:5.

Firm Respondent Important source Internal/
external

ALPHA Owner-manager Lawyers; two different persons for discus- External

                                                            
71Of course, this is deliberately a very general characteristic. I am well aware of the existence of small firms
with highly educated and skilled employees operating in, e.g.,  specialised niches and high-tech sectors.
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sions on strategic risk, contracts, etc.
Owner-manager colleagues; two different External
persons for discussions on business deve-
lopment, owner visions, role and career
Researcher; speaking partner for discussing External
business development, especially on com-
petence related issues

Production manager Key suppliers External
Own sales staff Internal
Professional journals External

Development manager Demanding and competent customers External
Own sales staff Internal
The firm’s owner-manager Internal

Technician The firm’s production manager Internal
The firm’s development manager Internal
The firm’s specialist on software development Internal
The Internet External

BETA Owner-manager Three different persons in the supplier External
firm of refrigerator components
Chairman on the board of directors External72

Personal contact in authority important External
for the firm’s line of industry
Owner-manager colleague External

Design engineer Demanding and competent customers External
Previous colleagues on a technical External
consultant firm
Other technical consultants External

Mechanic Shop-floor colleagues; preferably elderly Internal
Management office staff Internal

Firm (cont.) Respondent Important source Int/ext.

GAMMA Owner-manager New demanding customer External
Supplier (CEO) of surface treatment services External
Suppliers of production equipment External
The firm’s bank and accountant External

NC-operator Shop-floor colleagues; preferably elderly Internal
The firm’s owner-manager Internal
NC-machine supplier External

Mechanic Nearest shop-floor colleague Internal

                                                            
72The firm has a professional board of directors. The chairman has his main occupation outside the firm, but is
by the capacity of his assignment also a part of the firm.
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Elderly shop-floor colleague Internal
The firm’s owner-manager Internal

DELTA Owner-manager Suppliers, esp. the CEO of the local External
supplier of building material
A larger, demanding customer External
Other firms’ boards of directors73 External
Trade and sectoral organisations

External
Social clubs External

Sales manager The firm’s owner-manager Internal
Colleagues in other firms External
Pals and other social acquaintances External
The father-in-law External

Worker The foreman of the planing mill
Internal

Nearest shop-floor colleague Internal
Management office staff Internal

Tab 4:5  Important individual sources of professional knowledge and information in the case-
study firms

The results depict several interesting circumstances in the four small firms. One is the conce-
quence a management team seems to have on how a firm interacts with external competencies.
ALPHA, with its more extended management team, thus reveals a marked division of labour,
where the owner-manager handles the corporate and strategic level contacts, the production
manager the supplier-contacts, and the development manager the firm’s customer-contacts.
Another expression of the division of labour in ALPHA is that the sales staff is recognised as a
source of market information both by the development manager and the production manager.
The contrast is found in GAMMA, with its extremely flat organisation. Here the owner-
manager handles a diverse multitude of external contacts, spanning from customers and
suppliers to banks and accountants.

Yet another general observation draws on the striking differences revealed between ‘white-
collars’ and ‘blue-collars’. Respondents working as owner-managers, middle-managers or staff
specialists (such as the design engineer in BETA), almost in unison report external sour-ces of
information and competence as important for their profession. Blue-collar employees, on the
other hand, are in a similar way oriented towards internal sources. Also this dividing may be
understood as a division of labour, where interacting with external sources serves the purpose
of securing a firm’s ‘effectiveness’ in a market context. Interaction directed towards in-house
sources on the other hand serves the purpose of securing ‘efficiency’ where the main task is to
ensure that the desired output is produced in a cost-effective and intelligent way.74 Monitoring
and interacting with external sources in order to ‘do the right things’ evidently seem to be a

                                                            
73DELTA’s owner-manager is a member of the board of directors in a local bank as well as in several commer-
cial firms.

74 Cf. Vesalainen, 1995, p. 55.
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white-collar business, while ‘doing things right’ (e.g. by asking elderly shop-floor colleagues)
seem to be the main mission for blue-collars.

Notable is finally the confirmation we receive of some of the previous results. The importance
of the firms’ suppliers is underlined by the fact that at least one respondent in each firm reports
suppliers as being important sources of knowledge and information. External competencies
scoring low in the survey results in Figure 4:1, such as universities, employer/branch
organisations, or authorities, are also in the case studies registered as less important sources of
expertise. The exceptions from the rule are ALPHA’s manager (who reported a university
contact) and BETA’s manager (who reported an authority-contact as an important  source of
competence). The fact that BETA’s owner-manager in Table 4:5 reports three persons in the
supplying firm of refrigerator components as vital external competencies confirms the
importance of this specific relation, and is further underlined by the results reported in Figure
4:2. Similarly, when the owner-manager in GAMMA depicts both their new demanding
customer and their supplier of surface treatment services as important sources of knowledge,
this confirms the previously assigned importance of these relations. The results thus validate
several of our previous findings.

4.3 Development of in-house competence

The other principal measure a firm can utilise to in order to fill a skills shortage or a skills gap
is to develop the required capacity or in-house competence in the firm. I will here report on
how different methods for competence development are distributed among small
manufacturing firms, and how small firms actually invest in developing in-house competencies.

4.3.1  Distribution of methods for competence development

From the survey of 52 firms (study 2) we can generate a piece of evidence regarding how small
manufacturing firms utilise different methods in order to develop their in-house competencies.
Percentages of firms that during a three-year period utilised different methods for competence
development are presented below.

Method Percentage of
all firms (n=52)

Visiting expos/trade fairs 81
In-house training courses 79
External courses 67
Work rotation 67
Study visits outside firm’s location 58
Delegation 56
Financed professional literature for study after working hours 48
Permitted/encouraged reading of professional literature during working hours       44
Personal development meetings/career planning 35
Regular meetings with employees incl. elements of education 29
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Tutor/mentor for new-employed 29
Recruitment of personnel with (for the firm) new competence 29
Study visits at the same location 26
Co-operation with external competence in order to develop internal competence       25
Project work 19
Linked competence development to salary by e.g. a bonus system 17
Appointments 12
Participation in network(s) 12
Senior tutor/mentor for employees 10
Temporary work in other firm   6

Tab 4:6. Distribution of methods for competence development

From Table 4:6 we can see that the method for competence development which is most
broadly distributed among small manufacturing firms is to visit expos and trade fairs in order
to, e.g., monitor the technological development and the market development in a firm’s line of
industry. Other common methods are in-house and external courses, work rotation, study visits
and delegation. These methods have all been utilised by more than 50% of the investi-gated
small firms during a three-year period. Far less common methods for developing in-house
competence are to work in another firm in order to learn something new, to have a mentor if
you are already employed, or to participate in different kinds of networks in order to develop
competence. The low scores for ‘appointments’ is understandable recognising the generally
less formalised structure in small firms, and the fact that ‘delegation’ seem to be a broadly
utilised method for developing in-house competence in small firms. Somewhat surprising is
perhaps the result that project work is not more recognised by small firms as a method for
competence development. All methods here noted as being less widely distribu-ted among
small manufacturing firms are utilised by less than 25% of the investigated firms.

4.3.2  Investments in competence development

The results presented in Table 4:6 indicates only to a limited degree how small manufacturing
firms actually invest in competence development. The evidence so far mainly depicts the
distribution of methods utilised by SMEs during a three-year period. The question how small
firms actually invest in competence development was, however, specifically addressed in the in-
depth case-studies of four small manufacturing firms. Referring to the visibility problem we
already touched upon in Chapter 2 (e.g., the problem of measuring investments in compe-tence
development that are closely integrated in daily work, often without visible ‘price-tags’), the
main interest was focused on time investments. When interviewing managers and employees in
different positions in the case-study firms the utilised methodology was to try to grasp how
much time each respondent invested in their competence development during a year by utilising
different methods. The concrete question put forward was: “Referring to the recent three-year
period, estimate how many hours per year you have invested in developing your professional
competence by utilising different methods” A pre-defined list covering different methods was
utilised as a base for discussions and evaluations with each respondent (Appendix 4). The
results accordingly depict the respondents’ approximations of their own time investments in
competence development by utilising different, pre-defined methods.

For several of these methods the estimations were unproblematic; it was for example easy to
calculate the time investments in occasionally occurring events like courses or study visits. For
other methods, and especially methods integrated in daily work, the respondent was asked to
estimate the amount of annual hours invested in activities that had the purpose of developing
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the person’s professional competence. Regarding on-the-job-training methods the respondents
were told to recognise the training time required before they according to their own
understanding ‘knew the job’ and reached a normal work performance. One example: when I
studied how a mechanical workshop introduced a new piece of equipment, I tried to get an
estimate of how much time an employee spent on learning how to operate this new equipment
by talking to/learning from the supplier of this specific equipment, reading the manual and
‘learning by doing’ until he/she reached a normal work performance (cf. the learning curve
concept).

Regarding several of the methods for competence development discussed with the respon-
dents it was evident that competence development was only one of several reasons behind
investing time in a specific activity. A visit to a trade fair could, for example, be motivated both
by an ambition to sell or buy concrete products or services as well as to learn more about the
technological development or market trends in the firm’s specific branch of industry. Another
example was that participation in different kinds of networks (e.g. a trade association or a
social club) could be motivated by both an interest in developing professional competence as
well as by other motives. Here the respondents were asked first to calculate the total time
invested in each specific activity, and then to estimate the share motivated merely by the
purpose of the respondent’s competence development.

The results, depicting time investments (estimated mean for the preceding three-year period)
for each respondent in the four case-study firms and distributed on specific methods for
competence development, are in detail presented in Appendix 5. In Table 4:7 below the total
time investments per annum and respondent are depicted. Total time investments are then
related to a normal, full-time amount of working hours per year (1 760 hours):

  FIRM Respondent/position                        Time investment per annum Staff
                   Estimated total      Share of annual category

                         hours           normal work-time (W/B)75

ALPHA Owner-manager 954 54% W
Production manager 374 21% W
Development manager 705 40% W
Technician 683 39% B

  BETA Owner-manager 386 22% W
Design engineer 396 23% W

                                                            
75 W = managers and employees classified as ”white-collars”; B = employees working on the shop-floor level
and characterised as ”blue-collars”
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Mechanic   32   2% B

  GAMMA Owner-manager 274 16% W
NC-operator 153   9% B
Mechanic   87   5% B

  DELTA Owner-manager 245 14% W
Sales manager 170 10% W
Worker     2   0% B

Table 4:7. Time investments in competence development in case-study firms

Before commenting on the results, two remarks are essential. Table 4:7 depicts time invest-
ments estimated by the respondents themselves. Despite my ambition to define what I here
understand as competence development, and how to estimate the amount of hours invested,
the methodology certainly allows the respondent to exercise his personal, subjective opinions
on what he or she regards as competence development. Different personalities may accor-
dingly perceive competence development in a different way. I suspect that, for example, the
differences revealed between the production manager and development manager in ALPHA to
some degree are influenced by different respondent personalities.76 Also different corporate
cultures could surely distort the results. In ALPHA the culture is oriented towards continuous
learning and improvement, stressing e.g. that “our customers are our best teachers”. In
DELTA, on the other hand, competence development is far from the top of the agenda,
especially among shop-floor workers. This may implicate that while, e.g. the shop-floor
technician in ALPHA perceives a considerable amount of his daily work tasks as competence
development, the shop-floor colleague in DELTA has the opposite perception.

Another relevant comment here is that a considerable degree of the time investments in
competence development for several of the respondents consists of study of literature and
participation in different networks after formal working hours.77As depicted by the more
detailed results in Appendix 5, most owner-managers, middle-managers and specialists invest a
considerable amount of their “free time” in their own competence development. This impli-
cates that the column depicting the respondents time investments in competence development
as a percentage of a normal full-time employment should not be literally interpreted: it does not
imply that, e.g., the owner-manager of ALPHA invests 54% of a normal eight hour day at the
firm in his own competence development. Recognising that he invests 400 of his total 954
hours in studying professional literature after work and, moreover, 20 hours in networking and
60 hours in discussing with his external mentor (of which the lion’s share is invested after
formal working hours), the ‘competence development share’ of a normal working day in this
case is well below 30%. Bearing these remarks in mind, the results in Table 4:7 however
address several interesting phenomena:

• The variety of time investments between individuals is appreciable, with a maximal varia-
tion of between 2 hours per annum (the planing mill worker in DELTA) and 954 hours (the
owner-manager of ALPHA. Evident is that managers (owner-managers and middle-

                                                            
76 See also Appendix 4.
77Most of the owner-managers and several middle-managers/specialists objected to my methodology to relate
the time investments in competence development to normal annual  work-time. “I work considerably more than
40 hours a week, so this is not a fair comparison” was a common remark. For the sake of comparability I,
however, here use the standard work-time per annum in Sweden (1760 hours) to form an conception about the
degree of each persons investment in competence development.
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managers) together with specialists, especially BETA’s design engineer, invest conside-
rably more in competence development than employees on the shop-floor level. Utilising the
classical distinction between “blue-collars” and office staff, we find that while blue-collar
employees (n=5) invest on average 189 hours in competence development, the
corresponding figure for white-collars among office staff (including owner-managers; n=8)
is 438 hours per annum. The outstanding exception is ALPHA’s technician, who invests
noticeably more time than both his shop-floor colleagues and the managers and specialists
of all the other case-study firms. Recognising that this result, as touched upon above, may
originate from individual exaggerations, suggesting that the number of hours actually
invested in competence development in this case could be reduced. If we, however, regard
as much as 50% of the hours ALPHA’s technician perceives he invests in competence
development as exaggerations due to personality and the prevailing corporate culture, this
does not affect the conclusion very much: ALPHA’s technician still invests considerably
more than his peers in other firms, and well on a par with managers and specialists in the
other firms.

 
• As observed above and more evidently in the detailed results in Appendix 5, the time

investments in competence development for most managers and specialists consist of a
considerable amount of work after formal working hours. This is not the case on the shop-
floor level, where investments in competence development are almost exclusively performed
during normal working hours. The technician in ALPHA, standing out as an exception
regarding shop-floor workers’ investments in competence development above, is in this
specific respect quite up to the standard of his peers in the other case-study firms. His
investments in study of professional literature outside formal working hours are limited only
to reading professional journals during his lunch break. Bringing literature in the portfolio
back home for study is accordingly a phenomenon reserved for white-collar managers and
specialists only.

 
• The variety of time investments between firms is also striking: Mean annual time invest-

ment per respondent is 679 hours in ALPHA78, 271 hours in BETA, 171 hours in GAMMA
and 139 hours in DELTA. The results here depicts a significant (p=0.019) difference
between ALPHA and other case-study firms.

The results above point out one way to indicate the level of competence development invest-
ments in small firms. In the survey study of manufacturing small firms another approach was
utilised. The firms were now asked to state their mean annual investments in competence
development during the preceding three-year period, involving financial and time investments
(expressed as financial investments) in-house and external to the firm. The results indicate that
small manufacturing firms invest on average 1.2% of their annual total sales in developing their
in-house competencies. This result should however be treated with caution for two reasons.
First, out of 52 firms, 15 failed to answer this specific question, presumably because they did
not know the actual size of their firm’s investments in competence development. Second,
experience from the case-studies clearly indicates that firms and individuals have a general
tendency to underestimate the size of their factual investments. When summing up each
respondent’s investments in developing their own professional competence, the respondents
were generally surprised by the size of their own time investments. Since informal and discrete
                                                            
78ALPHA, contrary to the other case-study firms, is here represented by two respondents from the middle-
management/specialist level. Adjusting for this by calculating a mean time investment for the production and
development manager before computing the corporate mean of (in this case three) respondents increases the
average investment to 725 hours.
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learning on-the-job can be expected to constitute a vital part of these investments (Hendry et
al, 1995), I have good reason to believe that the figure 1.2% may represent an underestimation
of the investments firms actually make in competence development. In the case-study firms, for
example, the average time investment corresponds to a financial investment of 2.6%79.
Recognising that middle-managers and owner-managers are over-represented among the
respondents, and that these categories invest a substantial part of their ‘free time’ in their own
competence development, questions the relevance of this simple calculation. Focusing only on
‘blue-collars’ (where the result of this calculation is not biased by after-work study of literature
etc.) however still results in a considerable level of investments (1.5%). This figure does not
include the firms’ direct costs for course or trainer fees, literature and other kind of ‘visible
costs’, and hence only depicts a part of a small firm’s investments in developing their in-house
competence. The arithmetical examples accordingly strongly support the suspicion that the
survey results underestimate the factual level of small manufacturing firms’ investments in
competence development.

4.3.3  Grouping different methods for competence development (I)

Table 4:6 reported on how different methods related to development of different types of
competence were distributed among small firms. I have then concentrated on the level of
investments in competence development in small manufacturing firms, measured by time and
money. As indicated by the results so far, there seem to be considerable differences between
firms regarding both how they utilise and invest in different methods for developing in-house
competence. The results of the case study, depicted in more detail in Appendix 5, facilitate a
more elaborate analysis of how small manufacturing firms actually invest in different
competence development methods directed towards different categories of staff. In Chapter 2 I
discussed different concepts for distinguishing both between different types of knowledge or
competence, and between different categories of methods for developing knowledge and
competence. Can these different methods for developing in-house competence be grouped and
analysed in a way that facilitates a better understanding of how small firms actually invest in
competence development?

Building on the survey results in Table 4:6, I investigated whether different methods could be
statistically related to each other. Excluding methods used by only a limited number (fewer
than ten) of the firms, I was able to identify three groups of methods for internal competence
development that revealed a high degree of internal correlation, i.e. a high frequency of
utilisation of one specific method correlated with a high frequency regarding other methods in
the same group.80 These groups of methods also differed with respect to their degree of
management involvement in the process of developing competence, and their normal frequency
of management evaluation and follow-up. Regarding their general features, the three groups of
methods could be characterised either as methods facilitating individual learning, distributing
occasional learning, or providing the opportunity to work-related, continuous learning:

   Group of methods   Degree of     Frequency of General
management management evalua- characteris-

                                                                                    involvement          tion & follow-up                            tics                      

  * Permitted/encouraged reading      Low           Low   Facilitating

                                                            
79 Average time investments x average labour cost per hour x average number of employees in case-study firms;
all divided by average sales per annum in case-study firms
80 By calculating degree of correlation, latent roots (eigenvalues) and component loadings.
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     of professional literature during   individual
     working hours   learning
  * Financed professional literature
     for study after working hours
  * Visiting expos/trade fairs

  * In-house courses      Low -        Medium   Distributing
  * External courses    medium   occasional
  * Study visits outside firm’s   learning
     location

  * Regular meetings with employees      High          High   Work-related
     incl. elements of education   continuous
  * Project work   learning
  * Personal development
     meetings/career plans

Tab 4:8.  Classification of groups of methods for competence development

The first group of methods, characterised as methods facilitating individual learning, allows
individual employees to extend their base of knowledge. These methods normally implicate
that people are detached from daily work tasks, and the learning often takes place periodically
and intermittently off-the-job. The level of management involvement is low regarding both the
management’s personal engagement and the extent to which the firm’s resources are involved.
Accordingly, follow-up and evaluation systems are seldom used. The methods in the second
group, characterised as distributing occasional learning, are similar to traditional teaching.
These methods are utilised on-the-job (in-house courses) or off-the-job (external courses and
study visits), and normally imply a low degree of integration with daily work tasks. Instead the
utilisation of these methods normally implicates a disturbance in the regular work process.
Investments are often intermittent, restricted in time, only occasionally evaluated but visible to
both management and employees in the firm’s account. This also implicates that the owner-
managers’ degree of involvement and engagement is higher. The third group of methods,
characterised as work-related continuous learning, represents process-oriented methods, most
often integrated in daily work. From a management perspective these methods result in a high
degree of involvement by investments (not always visible), personal engagement and work
integration. Follow-up and evaluation are most often an integrated part of the features of these
methods.
The categorisation of different common methods for competence development thus accomp-
lished can be related to different kinds of knowledge and skills. In Chapter 2 I understood
‘explicit knowledge’ to be related to knowledge about facts, relations and contexts (know-
what), and an understanding of underlying principles and rationales (know-why). Methods in
Table 4:8 characterised as methods ‘facilitating individual learning’ or ‘distributing occasional
learning’ is here understood to be more oriented towards developing such explicit knowledge.
‘Tacit knowledge’ was in Chapter 2 understood to represent more firm- or person-specific
assets, often internalised in organisational routines and procedures. This kind of knowledge
and skills is more related to proficiency in undertaking different professional tasks (to know
how). According to Argyris and Schön (1978) or Senge (1990), this kind of knowledge and
skills is more related to action-learning than to traditional teaching and learning methods, and
here understood to be represented by methods characterised as ‘work-related continuous
learning’. Due to the fact that tacit knowledge, skills and routines are less easy to copy for a
firm’s competitors, the development of such tacit resources was understood to represent an
opportunity to create a competitive advantage for a firm.



91

The categorisation in methods that facilitate individual learning (FIL-methods), distributes
occasional learning (DOL-methods) and methods that are characterised as work-related
continuous learning (WRCL-methods) will here be used to group the investments small
manufacturing firms make in in-house competence development. Using the results in Table 4:6
we may calculate the average degree of distribution of each group of methods. This indicates
that FIL-methods during the studied period of time have been utilised by on average 58% of
the firms, DOL-methods by on average 68% and WRCL-methods by on average 28% of the
small manufacturing firms. This categorisation will further on be utilised for comparing firms
by their market performance. It has however also been utilised as a base for forming an
extended categorisation of methods for analysing the results from the case studies.

In order to analyse the results from the case studies further, I will hence start out from the
classification in Table 4:8, but also relate remaining methods for competence development to
one of the three depicted classifications: Facilitated individual learning (FIL), distributed
occasional learning (DOL), or work-related continuous learning (WRCL). The methods
originally related to each classification by internal correlation are marked with an asterisk (*).
Each group of methods consist of the following specific methods:

  FIL-methods DOL-methods WRCL-methods

  Professional literature during In-house training courses* Regular meetings with employees
    working hours* External courses* incl. elements of education*
  Professional literature after Study visits outside firm’s Project work*
    work*   location* Personal development meetings
  Visiting expos/trade fairs* Local study visits   and career planning*
  Collecting information from the Work rotation
    Internet or other IT-sources Delegation, appointments

Tutor/mentor for new employees
Senior tutor/mentor
Participation in networks
Co-operation w. external expertise
Temporary work in other firm

Tab 4:9.  An extended classification of methods for in-house competence development
(* = methods originally related to each classification by internal correlation)

As discussed above, FIL-methods are oriented towards explicit knowledge by ‘knowing what/
why’, and characterised by a low degree of management involvement and a low degree of
evaluation and follow-up. Collecting information and picking up knowledge through new
media such as the Internet has here been referred to the FIL-group of methods.81 DOL-
methods are also oriented towards explicit knowledge, but are distinguished by a somewhat
higher degree of management involvement and a higher degree of evaluation and follow-up.
Besides the three methods previously identified, local study visits were added to this group.
The WRCL-methods, finally, oriented towards ‘knowing how’ and more tacit knowledge and
skills, are characterised by a high degree of management involvement and a high degree of
evaluation and follow-up. To this group several methods, mainly characterised as on-the-job
training methods, were referred: work rotation, delegation and appointments, different tutor or
mentor systems, participation in networks, external co-operation and temporary work in other
firms.

                                                            
81This specific method for competence development was not pre-listed neither on the survey form or on the
semi-structured form used for interviews during the case studies, but turned up as a specific method utilised
especially in one of the case-study firms.
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Naturally, a grouping like this can always be discussed and questioned from different aspects.
Recognising the variety of different kinds of expos and trade fairs, and the possibilities to take
part in different activities during a professional trade fair (seminars, networking activities,
counselling, etc.) indicates that the classification as a method “facilitating individual learning” is
not unequivocal. This is especially true when a firm itself participates in an exhibition or a trade
fair as an exhibitor, normally implicating e.g. a high degree of management involvement. I here,
however, at first hand refer to visits with the purpose of acquiring information and knowledge
about, for example, the technological or market development in the firm’s specific branch of
industry. Similarly, participation in networks could obviously mean very different  kinds of
networks spanning from business-related trade associations to social clubs for personal
development and diversion. With networking I here understand primary and particularly
business-oriented relations that a firm or one member of a firm develops in order to support
business activities. Secondarily, however, it can also involve relations a person develops to
become more adept or competent in his/her profession. These specifications are to a large
extent guided by how I, after conducting the case studies, perceive that these small firms
actually utilise the different methods pre-defined in this study. To conclude, the underlying
rationale behind the classification in Table 4:9 is (1) the degree of internal correlation (methods
marked with *), and (2) the dominating orientation as perceived by me as a researcher when
studying how different methods were utilised in the case-study firms. Utilising the classification
in Table 4:9 on the results from the case studies (Appendix 5) revealed the following results:

FIRM Group of methods:      Total      Staff
  Respondent/position Facilitating Distributing Work-related      investment       cate-

individual occasional continuous      (hours)      gory
                                                        learning (FIL)      learning (DOL)    learning (WRCL)                                  (W/B)
ALPHA
  Owner-manager      444      170      340           954       W
  Production manager      206        32      136           374       W
  Development manager      414      114      177           705       W
  Technician      167        21      495           683       B
  ALPHA - mean      308        84      287           679

BETA
  Owner-manager      122        16      248           386       W
  Design engineer      198      154        44           396       W
  Mechanic          1          0        31             32       B
  BETA - mean      107        57      108           271

GAMMA
  Owner-manager      140        64        70           274       W
  NC-operator        65        40        48           153       B
  Mechanic          0        41        46             87       B
  GAMMA - mean        68        48        55           171

DELTA
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  Owner-manager      160        25        60           245       W
  Sales manager        42        32        96           170       W
  Worker          2          0          0               2       B
  DELTA - mean        68        19        52           139

Tab 4:10.  Time investments in FIL/DOL/WRCL-methods

Already depicted in Table 4:7 was the substantial difference regarding the total investments in
competence development across individuals. In Table 4:10 we notice that these differences are
evident also when competence development investments are grouped in this specific way:

Methods classified as facilitating individual learning (for example literature) reveal a
spreading from 0 annual hours to well over 400 hours across individuals. If we distinguish
blue- and white-collars, we find that blue-collar employees invest on average 47 hours per
annum in these methods, while white-collars (including owner-managers) invest 216 hours. As
pointed out earlier, this significantly higher (p=0.017) investment in developing compe-tence to
a substantial degree is referred to reading of professional literature after formal working hours
- a phenomenon almost non-existent among blue-collars.

Investments in methods distributing occasional learning, such as courses and study visits, also
expose considerable variation across individuals. The investment span regarding DOL-methods
varies from 0 hours per annum to 170 hours, with only the owner-manager of ALPHA, the
development manager in ALPHA and the design engineer in BETA revealing investments over
100 annual hours. The significant difference (p=0.043) between blue- and white-collars is here
smaller by numbers (20 and 76 hours respectively). Notable is that the relative importance
(measured by the time invested as compared to the two other groups of methods) is the lowest
in all four firms.

Investments in methods classified as work-related continuous learning methods vary from 0
(the worker in DELTA’s planing mill) to almost 500 hours per annum (the shop-floor collea-
gue in ALPHA). Recognising our previous discussion about the possibility that the results in
this respect may be biased by the respondents’ exaggerations or under-estimations, the diffe-
rences are still noticeable. Interesting is also the fact that respondents here characterised as
blue-collars invest almost the same amount of hours as white-collars (124 hours as compared
to 146 hours per year). To a considerable degree this result, however, can be referred to the
substantial investment here made by ALPHA’s technician. Excluding the technician in ALPHA
from this comparison namely results in an annual investment of only 31 hours, as compared to
the 146 hours invested in work-related continuous learning by the respondents characterised as
white-collars.

Alongside with differences across individuals and groups of individuals, the variety across firms
is notable, as depicted by the graph below:
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Fig 4:3   Time investments in facilitating individual learning (FIL), distributing occasional
learning (DOL) and work-related continuous learning (WRCL) - mean annual
investment per respondent and firm

Evident from Figure 4:3 is that ALPHA invests substantially more in competence develop-
ment than the other case-study firms, especially regarding FIL- and WRCL-methods. Conse-
quently the total average investment in competence development is considerably higher in
ALPHA than in other firms: ALPHA invests on average 679 hours a year, which can be
compared to BETA’s 271 hours, GAMMA’s 171 hours and DELTA’s 139 hours per  year.
This striking difference to a large extent originates from two major divergences between
ALPHA and the other case-study firms:

1. Studying professional literature after formal working hours accounts for on average one
third of the total mean investment on FIL-methods in ALPHA, and this is significantly
(p<0.1) more substantial than in the rest of the case-study firms.

2. On-the-job training methods, here represented by the WRCL-group above, are significantly
(p<0.1) more extensively used in ALPHA than in other firms.

Investing in competence development is hence not only a question how much to invest, but
also a question how to distribute investments on different methods for competence develop-
ment as well as how to direct these investments towards different categories of staff involved.
By utilising the distinction between FIL-, DOL- and WRCL-methods I have here tried to
address the issue of whether investments are directed towards developing different types of
knowledge by utilising different groups of methods. The results of the case-studies reveal
considerable differences across firms. ALPHA can in this study be regarded as a representation
of an organisation aiming at continuous learning and improvement due to its substantial invest-
ments in methods facilitating continuous learning on-the-job as well as off-the-job. Contrary to
the other case-study firms ALPHA also seems to distribute its investments in developing
competence among different categories in the organisation.82

4.3.4  Grouping different methods for competence development (II)

                                                            
82Cf. Pedler’s et al frequently quoted definition of a learning organisation as “an organisation which facilitates
the learning of all of its members and continuously transforms itself” (Pedler et al, 1991, p. 1).
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The analytical tool I here have utilised to reach these conclusions (the typification of methods
in Tables 4:8 and 4:9) is, as remarked earlier, not unobjectionable. Typologies building on
different dimensions in the concepts of knowledge and competence (e.g. to know what, how,
why or who) seem to be easy to understand and to intuitively relate to, and are hence often
utilised in literature. They are however not uncomplicated when trying to relate different
specific methods for competence development to each kind of knowledge. It seems reasonable,
for example, that professional journals reporting on technological progress in a specific field
and presenting new ideas regarding products or processes can be referred to ‘know-what-
knowledge’. But very often journals also contribute with knowledge that also could be
classified as ‘know-why’, ‘know-how’ or even ‘know-who-knowledge’. Similarly, tutoring
new employees at a first glance seems to be a pure distribution of ‘know-how-knowledge’. But
doesn’t a tutor or mentor for a new employee, at least occasionally, also contribute with
‘know-what’, ‘know-why’ and ‘know-who’? And what about project work, co-operation with
external competence, or personal development meetings and career planning? Trying to relate
different specific methods for competence development building on this kind of typology
obviously implicates a lot of pitfalls on the road. Even if this confusion is satisfactory handled
by the researcher, it seems desirable to utilise also other kinds of frameworks when analysing
the nature of competence development as well as investments in developing new competencies.

In Chapter 2 a complementing framework (the management control matrix in Figure 2:4) was
introduced. This framework depicts the management’s (read: normally the owner-managers’)
degree of control and decision-making power over learning content (the concepts, principles
and skills covered by the specific method) and process (the way of organising competence
development activities). Referring to the widely recognised understanding that the manager of
a small firm - for better or worse - has a greater impact on the firm’s activities and
performance as compared to larger firms, the approach of investigating the nature of small
business managers’ control over how the firm invests in competence development seems to be
even more relevant in small firms. Especially interesting is the problem how managers in small
manufacturing firms execute their control over their firms’ investments in developing new
competencies regarding

• how small manufacturing firms distribute their investments in competence development
among different categories of staff, and

• how small manufacturing firms, by distributing investments on both different learning
methods and different target groups, cope with the need to development different types of
competencies in the firm.

I will here hence utilise the management control framework to re-analyse the results from both
the quantitative survey study and the in-depth case studies that I have conducted. In order to
do this, the specific methods for competence development depicted by the study’s results have
to be positioned according to the management control matrix. This positioning and the
underlying rationale behind it are briefly outlined below.

‘LOLO-methods’: I have earlier characterised this group of methods by its low degree of
management control over both the learning content (concepts, principles and skills covered)
and the learning process (the way of organising learning or training activities). Visiting
exhibitions normally means visiting domestic or foreign trade fairs where the possibilities for a
small firm to exercise any control over content and process are very limited. This also goes for
participation in external courses, which are normally standardised and general in order to be
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adaptable to a broad range of participants from different organisations. Financing literature for
study after work certainly mean a low degree of management control over the process of
competence development, but could imply both a high degree of control over the content
(when the management has a strong influence on what literature employees bring back home
for study) as well as a low degree of control (when the employee himself decides what to read,
or when the firm decides to pay for literature for an external course an employee takes part in).
Referring to how my case-study firms actually utilise this specific method, I here classified it as
method implying a low degree of management control. Use of a senior mentor or tutor as a
speaking-partner and a source of external expertise normally implies a limited degree of control
over this specific way of organising competence development, as well as the content of the
interaction. Judging from evidence I received during the case-studies, this method of
developing professional competence is very individual and informal, and far from the reach of
any management control. In general this also goes for participation in different kinds of
networks. Methods here considered to offer a low degree of management control over both
content and process are thus visiting expos/trade fairs, external courses, financed professional
literature for study after working hours, senior tutor/mentor, and participation in network(s).

‘LOHI-methods’: This group of methods is characterised by a low degree of management
control over the learning process, but a high degree of control over learning content. Study of
literature at work offers a high degree of management control over content (if, and this is the
normal case in small firms, the manager decides what kind of literature a firm should invest in),
but a low degree of control over process (since employees normally themselves decide whether
and what to read). Similarly a manager generally draws up the agenda for personal development
meetings and is very much in control over a subordinate’s career in the organisation. How the
employee then performs and develops in reality is, however, normally outside the manager’s
control. The same arguments are also relevant for delegation and appointments. Project work,
finally, is by nature very different, and could theoretically be positioned anywhere in the matrix.
Referring again to the case-studies, a typical project work in the small firms I have investigated
implies that the managers normally decide upon the aim and direction of a project as well as
economic prerequisites, while the project group itself decide upon the process. This group of
methods accordingly consists of study of literature at work, personal development meetings and
career planning, delegation and appointments in order to develop competence, and project
work.

‘HILO-methods’: This group of methods is characterised by a high degree of management
control over the learning process, but a low degree of control over learning content. Work
rotation, study visits, introduction systems, external co-operation and competence develop-
ment by sending an employee to work in another firm are all methods to develop competence
where management is involved to a high degree in decision-making and organising. When it
comes to accomplishment the role of management is normally much less salient, implicating
that the learning content is determined by others. Similarly, a manager often (by investing in
adequate equipment and thereby providing employees access to information) facilitates
information-seeking on the Internet and other IT-media, but it is up to the employee how he or
she utilises this as an opportunity to develop their professional competence. Methods
considered to offer a low degree of management control over process and a high degree of
control over content are then work rotation, study visits, tutor/mentor systems for new
employees, co-operation with external competencies, temporary work in another firm, and
utilisation of the Internet.
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‘HIHI-methods’: This fourth group of methods is characterised by a high degree of mana-
gement control over both the learning content and the learning process. Organising an in-house
course implies that a manager can influence both the programme (content) as well as the way
the course is organised (process). The same is applicable to staff meetings where information,
training and education are integrated in ordinary meetings with employees. Methods offering a
high degree of management control over both process and content are thus in-house training
courses and regular meetings with employees including elements of education.

As already indicated by the argumentation above, a classification like this can always be dis-
cussed and questioned, especially when methods (as with project work) could be positioned
according to several alternatives or when methods (as with study of literature after work)
could be positioned between two alternatives. My technique to solve confusions like these has
consequently been to return to the extensive amount of data I have from the in-depth case-
studies, and to ‘let the data speak’. The classification hence is to a considerable degree my
interpretation of how small firms in this study actually utilise different methods for compe-
tence development.

I utilised the following methodology for re-analysing the survey results. First the frequency of
utilisation (number of firms reporting that they have used a specific group of methods for
developing in-house competencies during the recent three-year period) was tabled. This
revealed that some firms had not utilised any method in the specific group, while other firms
had utilised several or, in a few cases, all methods. Then I defined users of different groups of
methods (for example, users of LOLO-methods) as those firms that utilised at least one
method in the specific group during the studied period of time in order to develop internal
competence (alt 1). As a second alternative I stipulated being a user of a specific group of
methods by demanding that a firm should have utilised at least two methods in the group    (alt
2). Eventually I conditioned ‘user’ as having utilised at least three methods in each group (alt
3).83 The results of this exercise are reported below as a percentage of small manufacturing
firms (n=52) that during a three-year period had utilised different groups of methods according
to the three alternative definitions above.
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Fig 4:4.  Utilisation of different methods for competence development according to the
               management-control matrix (% of firms; n = 52)

Apparent from Figure 4:4 is that the utilisation of methods, according to the definition in
alternative 1, is distributed in much the same way on all four groups of methods. Small

                                                            
83Since one of the groups of methods (‘HIHI-methods’) consisted of only two specific methods the result for this
group of methods is not reported in Figure 4:4.
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manufacturing firms, according to the first definition, hence seem to a similar extent to utilise
methods that facilitate both a high and low degree of management control over both the
learning content and the process of learning. When ‘utilisation’ is conditioned to involve
utilisation of more than one method in each group, however, the results indicate that small
manufacturing firms to a larger extent use LOLO-methods (methods offering the manager a
low degree of control over both content and process) and HILO-methods (methods offering a
high degree of management control over process but a low degree of control over content).

The results above are founded on a rough measure which depicts the presence of different
methods among small manufacturing firms. This measure tells us very little about how much
firms invest in different groups of methods, or towards which categories of staff the
investments are directed. Utilising the same grouping of methods also for the results from the
case-studies, however, facilitates a more developed understanding of how small manufactu-
ring firms actually invest in developing their in-house competence. Figure 4:5 depicts how
mean annual time investments are distributed across the four case-study firms according to the
management control typology. Table 4:11 describes how each respondent in the case-study
firms distributes his/her time investments by the same typology.
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Fig 4:5     Mean investments on groups of methods for competence development according to
the management control matrix - mean investment per respondent and case-study firm (hours)

Evident from Figure 4:5 is that ALPHA regarding all four categories of competence develop-
ment invests more than the other case-study firms. When checking for the degree of signifi-
cance (t-test), Alpha regarding all four groups of methods scores significantly higher (p<0.1;
for LOHI-methods p<0.005). Our previous finding that ALPHA invests significantly more in
facilitating individual learning methods (FIL) and work-related continuous learning (WRCL) is
hence supplemented by the finding that ALPHA using the management control framework
invests more in all four available classifications of methods.

Approaching how competence development investments are distributed among different
categories of employees revealed the following picture:

FIRM                                                            Group of methods: Staff cate-
   Respondent/position             LOLO-methods     LOHI-methods    HILO-methods    HIHI-methods             gory (W/B)84

ALPHA
   Owner-manager 544 180 160   70       W
   Production manager 183 120   45   26       W

                                                            
84W = white-collar staff; B = blue-collar employees.



99

   Development manager 334 207 124   40       W
   Technician 288 205 160   30       B
   ALPHA - mean 337 178 122   42
BETA
   Owner-manager 174 156   46   10       W
   Design engineer 194   40 120   42       W
   Mechanic     0   11   20     1       B
   BETA - mean 123   69   62   18
GAMMA
   Owner-manager 181     0   68   25       W
   NC-operator   75   30   43     5       B
   Mechanic   13     1   40   33       B
   GAMMA - mean   90   10   50   21
DELTA
   Owner-manager 180   50   15     0       W
   Sales manager   66   56   48     0       W
   Worker     1     1     0     0       B
   DELTA - mean   82   36   21     0

Tab 4:11  Case-study respondents’ distribution of time investments according to the manage-
                ment control matrix - annual investment per respondent and case-study firm (hours)
Table 4:11, similarly to the results in Table 4:10 and 4:7, depicts a striking spread of time
investments across individuals in the four manufacturing firms. The range of time investments
on LOLO-methods vary from 0 (DELTA’s worker and the shop-floor mechanic in BETA) to
544 hours per year (ALPHA’s owner-manager); LOHI-methods vary from 0 (shop-floor
workers in GAMMA and DELTA together with the owner-manager in GAMMA) to over 200
hours (development manager and the shop-floor technician in ALPHA); HILO-methods vary
from 0 (the worker in DELTA) to 160 (the owner-manager and the shop-floor technician in
ALPHA); HIHI-methods from 0 (all respondents in DELTA together with the shop-floor
mechanic in BETA) to 70 hours (ALPHA’s owner-manager)85. Besides the differences across
firms depicted in Figure 4:5, we accordingly also have major differences across individuals
inside organisational boundaries regarding how time investments in different groups of
methods are distributed. The results facilitate some interesting observations of differences
between “white-collars” (office staff; n=8) and “blue-collars” (shop-floor employees; n=5).
Utilising the management control framework to compare mean annual time investments (hours)
among white-collars and blue-collars in the four case-study firms revealed the following
results:

White-collars; Management’s control over... Blue-collars; Management’s control over...
               ... process           .. .process

...content:              Low          High ...content:  Low   High

     High      101            27 High 50 (11)   14 (10)

     Low      232            78 Low 75 (22)   53 (26)

Fig 4:6.  Mean annual investments in groups of methods for competence development;
comparison of white- and blue-collars in case-study firms (hours)

                                                            
85When a respondent reported an investment of only one hour a year on a specific group of methods, this is here
equalled to 0. The actual investments are however recognised in calculations of average investments.
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The results depicting blue-collar-investments in different methods are here reported by two
alternative measures. Referring to my previous observation that ALPHA’s shop-floor
technician may have over-rated his investments in competence development, mean annual
investments for shop-floor employees are reported both including ALPHA-s technician (n=5)
and excluding his investments (inside brackets; n=4).

Some interesting phenomena differentiating white- and blue-collars appear in Figure 4:6;

• As demonstrated already (Tables 4:10 and 4:11) white-collars invest significantly more
hours than blue-collars in developing their professional competence. Utilising the
management control matrix white-collars here invest more hours on all four different
categories of methods for competence development, and significantly (p<0.1) more
regarding LOLO-methods. If the high-investing technician in ALPHA is excluded, the
differences between the two categories increase considerably, resulting in significant
differences regarding LOLO-methods (p<0,005) as well as LOHI- and HILO-methods
(p<0.1).

• Regarding the relative distribution of hours over the groups of methods, white-collars invest
more than half of their hours (53%) in competence development facilitating a low degree of
management control over content and process (LOLO-methods). The corres-ponding figure
for blue-collars is noticeable lower (39%). When the high-investing shop-floor technician in
ALPHA is excluded the relative importance of LOLO-methods is even lower (32%).

The results demonstrate that management influence concerning competence development
among specialists and middle-managers is more limited than for the shop-floor level. Middle-
managers and specialists obviously enjoy a higher degree of freedom regarding both the
content and the process of learning. The opportunity of executing a high degree of manage-
ment control over learning is in small manufacturing firms hence very much focused on the
shop-floor level.

4.4  Conclusions

In this chapter I have addressed competence planning, acquisition and in-house development in
small manufacturing firms in general. Competence planning involves decision-making on
whether to develop required competence in-house a firm (‘make’), or to acquire these compe-
tencies outside the firm’s boundaries (‘buy’ or ‘ally’). A firm’s competence planning has here
been understood to be manifested by its acquisition strategy, where a complementing acquisi-
tion strategy aims to fill a skills shortage and a compensating strategy to fill a skills gap. The
results from this study reveal that small manufacturing firms normally orient towards one of
these strategies depending on their internal competence structure, and most prominently
depending on their range of in-house competencies.

A  small firm’s vertical partners (customers and suppliers) also represent its most important
sources of external expertise. In firms with a professional board of directors, however, external
members of the board represent their most important expertise. Specifically, a firm’s suppliers
are often very important as external sources of knowledge and competence, and moreover
often act as ‘brokers’ to other competencies outside the firm. Specialised know-ledge centres
such as universities or other educational or research institutions, employer and trade
organisations, generally have a very limited significance for small manufacturing firms.
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For developing their in-house competence small manufacturing firms utilise a variety of
different methods. Most common and broadly distributed are methods such as visiting expos or
trade fairs, in-house and external training courses, work rotation, study visits and delega-tion
of work tasks. When studying how the firms actually invested in different methods for
competence development considerable differences across firms were revealed. These diffe-
rences refer to the level of investments in general, the utilisation of different methods or groups
of methods, as well as the categories of staff involved. Similarly, when studying how different
categories of staff actually invested in developing their individual professional competence,
significant differences appeared. In small manufacturing firms these differences to a large
extent can be understood as differences between ‘blue-collars’ (shop-floor level staff) and
‘white-collars’ (office staff, consisting of specialists and managers):

Blue-collar staff White-collar staff

  Investments in compe- Low or moderate Considerable
  tence development

 Management control High Low
  over content/process

  Utilised methods Limited utilisation Extensive utilisation
of FIL-, DOL- and of FIL-, DOL- and
WRCL-methods WRCL-methods
during formal working during and after formal
hours working hours

Competence network Internal and oriented External and oriented
towards efficiency towards effectiveness
(‘to do things right’) (‘to do the right things’)

Tab 4:12.  Differences between blue- and white-collar staff in small manufacturing firms

The differences between manager/specialist level and shop-floor level concluded in Table 4:12
indicate that small manufacturing firms to a considerable degree can be characterised by a
sharp division of labour. ‘The office’ is hence responsible for monitoring, adjusting to and
interacting with the outside world, and in order to do this invests considerably in developing its
personal professional competence. The shop-floor staff is oriented towards internal efficiency
and interaction, invests less in its own professional competence development and nothing after
formal working hours. In contrast to office staff, blue-collars on the shop-floor level merely
utilise competence development methods that facilitate a high degree of mana-gement control
over the learning content as well as over the learning process.

Returning to Frederick Taylor and his Principles of Scientific Management, a ‘Tayloristic’
division of labour still seems to be a vital concept for small manufacturing firms. This is,
referring to the proclaimed death of ‘Tayloristic’ ideas, indeed an interesting observation. With
this observation I now move on to the question of how a firm’s competence planning,
acquisition and in-house competence development can be understood in a more contextual and
longitudinal perspective.
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You cannot create experience.
You must undergo it.
/A. Camus (1913-1960)
French philosopher and writer

5.  RESULTS WITH A BROADER APPROACH
- A LONGITUDINAL PERSPECTIVE

   In the previous chapter the aim was to
arrive at a better understanding of how
small manufacturing firms actually plan,
develop and acquire competence. In this
chapter I will try to broaden our under-
standing of how management of compe-
tence development and acquisition
interacts with, and is dependent on, the
situational context where it occurs.
Instead of the delimited frame of
reference in Figure 2:5 that I utilised in
Chapter 4, I will here use the developed
frame of reference in Figure 2:6. This
chapter employs a longitudinal
perspective on four small manufacturing firms’ management of competence during
different phases of their development. Contrary to the other chapters presenting the
study’s results, this chapter builds  exclusively on data from the case-studies of these
four manufacturing
     small firms.
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5.1 A note on the utilised methodology

As Tosi (1992) proposes, organisations “must change in some way in response to environ-
mental shifts” (p. 216). Research based on contingency theory, as well as the emerging body of
studies on how different types of crisis implicate organisational change and strategic
reorientation, have pinpointed the need for a long-term perspective when analysing how
organisations actually respond to different shifts in their environment (cf. Kimberly and
Bouchikhi, 1995). Environmental shifts in terms of technological change or change in market
demand and competition can, for example, be expected to affect a small firm’s need for specific
competencies in order to maintain or develop its competitiveness. As Levintahl and March
(1993) and Teece et al (1990) note, a firm’s competence development is influenced by earlier
experiences and activities. To analyse such processes and dependencies requires a longitudinal
approach. Westhead and Storey (1996) in a review of how small firms’ performance relates to
management training noticed that “comparatively few studies have tracked groups of firms
over time” (p. 18). This statement is not less relevant when we address the issue of how small
firms adapt to environmental change, and which effects strategies chosen to cope with these
changes have on the general management of competence in small firms. One comprehensive
exception is the work of Hendry, Arthur and Jones (1995). Their contributions have served as
important inputs in forming the extended frame of reference (Figure 2:6) for this study.

This frame of reference is also the point of departure for the present chapter. I will here
investigate how a firm’s competence planning, development and acquisition can be related to
the firm’s strategic orientation and different environmental influences and pressures. Based on
longitudinal data from my case-studies, I will try to develop a better understanding of the
interaction between in-house resources and ambitions, and how these are matched (or not
matched) by the specific conditions in the context in which the small firm operates. The time
perspective is a full decade (the period 1986-96); a period during which I have from time to
time been able to follow the development in each case-study firm.

The four case-study firms were originally four out of 25 small manufacturing firms investigated
in my licentiate thesis.86 During 1985-88 I was in close contact with the four firms for data
collection and running discussions concerning preliminary results. 1988-94, working as liaison
officer and (later) as small business consultant, I had more sporadic contacts, but kept myself

                                                            
86 Ylinenpää (1988).
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informed about the development of each company. In 1994, when taking up my doctoral studies
again, the four case-study firms were selected for a pilot study on competence development and
acquisition. From 1994 the relation with these four firms accordingly again became close and
intensive, involving numerous visits, phone calls, written communication, as well as search for
secondary data on each firm from different databases. During all these years of co-operation with
the four case-study firms I have taken pains to communicate my tentative and final results to the
firms’ owner-managers. This has founded a base of mutual trust and understanding, and
facilitated a very open dialogue, including I myself occasionally becoming the speaking-partner
for the owner-managers’ own thoughts and preliminary intentions.87 I think this is important to
point out, since the trustworthiness of the data I here present is evidently very much dependent
on my access to information that reflects the reality in each company.

Short presentations of each case-study firm are given in Chapter 3. For the analysis of each firm,
I will here depart from my developed frame of reference (Figure 2:6). Data for these analyses has
been generated by a series if in-depth interviews with the owner-managers in each firm,
supplemented by data from other sources.88 The interviews were specifically targeting different
phases in the firms’ development during the ten-year period. For each phase a number of
different parameters were discussed and clarified together with (primarily) the owner-manager of
each firm:

• Market situation
• Technological development in the specific branch of industry
• Other environmental pressures, e.g. legislation, new standards or trade agreements
• Strategic orientation regarding the firm’s products and markets
• Competence planning, especially identification of competence/skills gaps
• Competence development
• Competence acquisition
• Influence/effects of organisational competence.

Below I give a brief description of the ten-year development in each firm. These descriptions
form the base for cross-case analyses depicting crucial findings.

5.2  Case ALPHA

ALPHA in short (1997): 
• Electronic and software manufacturing for industrial customers.

• Three product areas: Industrial PC’s, Tailored systems, and Software.
• 20 employees. Sales turnover 31 MSEK.

• Established 1984.

                                                            
87 This is in one of the case-study firms demonstrated by the results in Table 4:5.
88 Details on data collection and operationalisation are also reported in Appendix 4.
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Development of sales and employment 1986-96:

Fig 5:1.  ALPHA’s development of sales and employment 1986-96
The development of ALPHA during 1986-96 can be described in three different phases:

1. Expansion I (1986-90), when the firm increased sales from 5.5 MSEK to almost 14 MSEK.
The number of employees increased from 11 to 14, and included recruitment of three more
engineers with Master’s degrees in the development of software applications. Analysing this
phase in more detail reveals two distinct sub-phases. During 1986 and 1987 the culture in the
firm and on its board of directors was dominated by a pronounced engineering orientation,
guided by the motive power of solving technical problems and thereby winning orders on the
market. In 1988 a marked re-orientation towards a more business-oriented and commercial
strategy was introduced, manifested by a new board of directors. Growth ambitions and
strategies now became evident, involving e.g. ambitions to develop software construction as a
special business unit.

2. Stagnation (1990-92); The strategy to expand by developing a special business unit oriented
towards software construction, due to different reasons, did not succeed. Sales turnover thus
stagnated at a level of around 13 MSEK per annum. The competence recruited in 1988-89
became superfluous, and the business strategy was again focused more on specific customer
needs than on potential markets. The strategic reorientation was accompanied by a reshuffle of
the board of directors. ALPHA now relied on its established strengths in manufacturing hardware
equipment for specific industrial customers.

3.  Expansion II (1993-1996), characterised by a continuous focus on industrial customers’ need
for hardware and tailored solutions, and resulting in a sales growth from 13 MSEK (1992) to
around 30 MSEK a year (1995 and 1996). The number of employees increased from 11 to 20,
involving recruitment of software specialists, sales and marketing staff, and shop-floor techni-
cians. The organisation of the firm developed by the introduction of a management team,
including recruitment of a development manager. This implicated that the owner-manager now
worked more on the strategic than on the operative level in ALPHA, but also facilitated his
engagement in the development on a new, related firm owned as a joint-venture by ALPHA’s
owner-manager and the owner-manger of a mechanical industry. This new firm presently
introduced a new product family specifically for industrial use. 89

                                                            
89 A series of computer controlled hot-air and condensation dryers based on new kiln technology.
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The technological development of ALPHA’s branch of industry has been continuously rapid
during the whole decade, implicating that new technical solutions have constantly been intro-
duced. The market demand has generally been stable, with a slight decline in the beginning of the
90’s due to a general business recession in Sweden. Other environmental pressures influen-cing
the need and incitement for competence development are represented by new international
standards (CE, ISO) as well as national legislation and funding possibilities90. Analysing how
competence development and acquisition have been accomplished during 1986-96 revealed the
following picture:

Competence planning and recruitment: During the first expansion period the competence gap
referred to capacity or vacancies (‘skills shortage’). Right from the start, ALPHA had a fairly
high level of educational qualifications among its employees, so even if the firm recruited three
more Masters of Engineering, this actually filled more of a manpower gap than a competence
gap. During the second phase (the stagnation period), instead of a competence gap, the firm
experienced an excess of manpower. The expansive phase which started in 1992 revealed both a
skills shortage (need for shop-floor technicians and general sales representatives) and a skills gap
(need for staff trained in systems analysis, technical sales staff, and middle managers). These
shortages and gaps were mainly filled by recruitment, but also involved in-house appointments of
middle-managers.

Competence development: Generally, investments in in-house competence development have
developed from methods ‘distributing occasional learning’ (e.g. courses) to more work-
integrated on-the-job learning methods, where “the customer is our most important teacher”.
Due to the more rapid technological development, the need for personal up-dating by reading
literature and (to a lesser extent) utilising the Internet has also meant higher investments in
methods for ‘facilitating individual learning’. These latter investments are however, as shown in
Chapter 4, distributed primarily among key persons in the firm. The introduction of different
national or EC-initiatives to promote (and partly finance) competence development investments
has, especially during the second expansion phase (1994 and 1996), initiated specific in-house
training programmes. These training programmes have addressed quality improvement and
development of organisation and working environment. During the first phase (1986-90) the
focus was instead on engineering skills (1986-87) and business development (1988-90).

Competence acquisition: Right from the start in 1969 ALPHA has had close co-operation with
both its key suppliers and customers. During the ten-year period 1986-96, these relations,
however, have unfolded differently. The supplier relations have generally become more close and
intimate, involving ALPHA’s key suppliers participating in important customer meetings and
being more involved in developing new products than before. ALPHAs owner-manager states
that “our experience is that our suppliers market our products even better than we do ourselves”.
Hence the firm’s key suppliers are today more integrated partner suppliers than sub-suppliers.
Regarding ALPHA’s close contacts with its key customers, the development of a professional
sales department has changed the firm’s customer interactions: Most of the direct customer
contacts are today handled by the sales department, implicating that former direct contacts with
the firm’s production and development functions are today channelled through an interface. This
is in Table 4:5 reflected by the fact that both the production and development manager perceive
their own sales staff as an important source of expertise. Besides the co-operation with suppliers

                                                            
90 ”Arbetslivsfonden” and ”Mål 4”.
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and customers, who represent the main sources of external expertise, ALPHA occasionally
acquires external competence for in-house training (e.g. the programmes conducted in 1994 and
1996). As already depicted in Table 4:5, ALPHA’s manager moreover personally utilises external
competence represented by lawyers, owner-manager colleagues and researchers. The interaction
with consultants/trainers and speaking-partners on the more strategic level can be described as
stable during the ten-year period.

Organisational/competence structure: ALPHA was from the start a firm characterised by a high
degree of formal education. In 1986, half of the employees held university degrees in
engineering. This share has continuously decreased during the ten-year period, and was 33% in
1990, 27% in 1993 and only 15% in 1996. A falling degree of formal qualifications is hence here
combined with high market performance, which, referring to the benefits a firm is expected to
gain from investments in competence, certainly is an interesting observation. When discussing the
paradox of ALPHA’s high market performance and declining formal qualifications, ALPHA’s
owner-manager strongly emphasised that “we are both more competent and more focused today
than we were ten years ago”. There are several reasonable explanations that actually validate this
observation:

• One important factor is already singled out by ALPHA’s manager: the fact that the firm today
concentrates on specific customer needs and has abandoned the diversification strategy set out
in 1988. Specialisation is per se related to a firms ability to satisfy customer needs in areas the
firm explicitly targets with its ‘core competence’, its business idea and its business strategy.

 
• ALPHA generally invests more than the other case-study firms in different forms of

competence development, but especially and significantly more in WRCL- and FIL-methods.
These methods are, talking to Lado and Wilson (1994) more “unique, synergistic, and/or
causally ambiguous” than formal training methods such as standardised courses or formal
degrees. Looking backwards on the studied decade, ALPHA has allocated more of its
investments in competence development to these two categories of methods.

 
• The introduction of middle-managers and ALPHA’s investments in functional specialities co-

operating in a management team have involved the introduction of new operational routines.
One example is the routines ALPHA introduced in order to attain a better control and a more
effective decision-making process regarding new product ideas.91 Other examples are the
introduction of a new administrative system facilitating more detailed information, as well as
new routines for documentation of the firm’s products. Referring to Hendry et al (1995, p.
184), such routines can be regarded as “the organisational analogue of individual skills”, and
hence an expression of an increased level of organisational competence. ALPHA’s manager
accordingly observes that “we are today much less vulnerable to ‘brain-drain’ than we were
five or ten years ago”.

                                                            
91ALPHA’s manager in 1994 introduced a system containing of  “want lists” and “test lists”. Suggestions to
new products from the development function, production function, or from the firm’s sales staff is first listed on
the “want list” and discussed by the management team. The management team give priority to specific ideas
and assign development resources to the most potential ideas; ideas which then are placed on the “test list”.
Each member of the management team can follow how different ideas develop, since progress and consumption
of resources are reported both on meetings and on-line on each members personal computer.
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My conclusion is then that ALPHA, despite a decline in formal educational level, today repre-
sents a higher level of organisational competence. The results describing ALPHA’s develop-ment
during 1986-96 are concluded in Table 5:1.

Phase 1 (1986-90) Phase 2 (1990-92) Phase 3 (1993-96)

Market situation High market demand Some decline, increa- High market demand
sed competition

Technological development              Continuous and rapid development

Other environmental New laws, national and international standards (CE, ISO), as well as different
influences initiatives to promote competence development

Strategic orientation and From problem solving to “Back to basics” - Customer-related
adaptation business diversification customer orientation diversification

Competence gap Skills shortage of engi- Excess of manpower Skills shortage and
neers and shop-floor skills gap (capacity
technicians (capacity gap) and competence gap)

Competence development Oriented towards No specific orientation Orientated towards
engineering  (1986-87) quality, work environ-
and business develop- ment and organisation
ment (1988-90)

Gradually declining share of DOL-methods, accompanied by a gradually increa-
sing level of WRCL-methods (all employees) and FIL-methods (some employees)

Competence acquisition Recruitment of capacity (Reduction of capacity) Recruitment of capa-
“more of the same” city (mainly shop-floor)

and competence (specia-
lists and middle managers).
Appointments.

  Direct customer co-operation Customer co-operation
through sales office

      Close supplier relations Close partner-supplier
relations

Some co-operation with consultants, lawyers, owner-manager colleagues and 
researchers

Organisational/competence Gradually declining formal competence AND increasing organisational competence,
structure especially during phase 3.
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Tab 5:1. Key characteristics of management of competence in ALPHA during 1986-96

5.3  Case BETA

BETA in short (1997):
• Manufacturing of multi-functional comfort units for, e.g., refrigeration, heat

 exchange and heat pump functions
• Two product areas: Comfort (air conditioning) systems and dehumidification units

• 18 employees plus 4 temporarily employed. Sales turnover 30 MSEK.
• Established 1969

 
Development of sales and employment 1986-96:

Fig 5:2. BETAs development of sales and employment 1986-96

BETA’s development can also be seen in three distinct phases with their own characteristics.
During 1986-1990 BETA had a relatively high and stable employment rate and experienced an
almost continuous growth of sales. In 1991-92 sales and employment dropped dramatically
(resulting in a reduction of the number of employees also in 1993), after which the situation
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stabilised and (in the last few years) also implicated a recovery regarding sales and employment.
These phases to a large extent coincide with different ownership structures: up to 1988 BETA
was owned by one group of companies, and during 1989-92 by another enterprise. In January
1993 BETA then became an independent small company.

When discussing the firm’s strategies and the market demand and competition BETA had faced
during the decade, it soon became obvious to me that the three different ownership structures
had had a considerable importance for BETA’s behaviour over the years. These three ownership
structures also to a substantial degree paralleled the development of sales and employment. As
early as BETA’s top year of 1990, it was a well established fact that the domestic sector for
building and construction was facing a dramatic decrease in market demand, and that the firm’s
sales results to a large extent derived from earlier business contracts. For these reasons I have
here chosen to take the periods of different ownership as a base for analysing different phases of
BETA’s development. These phases are as follows:
1. Stability (1986-88); when BETA belonged to a state-owned group of companies, formally
controlled by a regional investment company. Sales turnover amounted to about 40 MSEK, and
the number of employees to nearly 70. Being one of the market leaders in its specific niche,
BETA enjoyed a steady and high market demand; a demand that also continued a couple of years
into the next phase. The business strategy was oriented towards defending the firm’s market
position by developing new products and new market segments. One such new segment was
owners of one-family houses.

2. Decline (1989-1992); characterised by a retrogressive building sector in Sweden and a
settlement of state ownership. BETA was sold to a private enterprise trying to establish a group
of firms operating in ventilation, refrigeration and heating. The business strategy was to penetrate
remaining potentially profitable segments in an otherwise bleeding building sector. Economic
recession and a tougher management style implicated a tighter owner control and a marked
decrease of employment starting in 1991. In 1991 sales decreased to just above 30 million, and
employment to 52; in 1992 annual sales were down to 15 MSEK and the number of employees
was just above 30. In January 1993 the private group turned the company over to three former
employees, who through a management buy-out became the new owners of BETA. This also
marks the transition to yet another phase in BETAs development.

3. Stabilisation and recovery on a lower level (1993-96); with sales around 15 MSEK,
employment around 15-20 persons, and ascending sales 1994-96. The new team of three owner-
managers has initiated a survival and development strategy based on product development and
strategic alliances. In the main product area a new series of  environmentally-friendly products
has been introduced. A new complementing product area (dehumidification units) has been
introduced, accounting for 15% of total sales. This development has partly been achieved by a
closer co-operation with suppliers and other partners, as reported in Chapter 4.

The technological development in this line of industry is generally moderate. A political and
market pressure towards more environmentally-friendly (non-CFC) products has, however,
implicated considerable efforts and investments in developing new technology. Market demand is
very much linked to the building sector, which has (as demonstrated by BETA’s decline)
significant impact on this line of industry. The sector, like other manufacturing industries, is also
affected by new market standards (such as ISO and CE) and new labour laws. BETA’s
competence development investments during 1986-96 can be described in the following way:
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Competence planning and recruitment: During the period when BETA was a part of the state-
owned group of firms and was oriented towards diversification, the firm experienced a skills gap
related to marketing staff. This did not, however, implicate any recruitment of such staff to
BETA since the gap was filled by general marketing competence from the corporate level. The
stagnation period involved supernumerary and surplus capacity, i.e. the inversion of a skills
shortage. The product development department92 became redundant, and hence left the firm for
other jobs (the inversion of a skills gap). The need for a tighter economic control (skills gap) was
solved by the owners by assigning a specific controller from the corporate office level to
supervise the financial management of the firm. The first and the second phases of BETA’s
development accordingly were characterised by conglomerate owners, where occurring skills
gaps were filled by utilising competencies at a higher, corporate level. During the third phase,
when the firm through a management buy-out became a ‘true SME’ in the sense that the firm
now was managed by the owner-managers of the firm, BETA returned to a product development
strategy. This implicated a skills gap regarding engineering expertise for product development
and design, and recruitment (refillment) of one specialist in this field. This specialist returned to
BETA in 1995 after several years’ of experience of consultancy. Also skills shortages on the
shop-floor level have been solved by re-hiring former employees.

Competence development: In-house competence development was during 1986-88 oriented
towards sales and marketing, and involved several courses and conferences also involving
BETA’s staff on this subject. The stagnation period implied a general cost-reduction strategy
that minimised investments in competence development. The third phase starting 1993, in
accordance with the return to a product development strategy, implied investments in develo-
ping the firm’s competence in this field, e.g. a specific programme where the whole staff is
educated and trained in knowledge of the firm’s products and their underlying product
technology. BETA has also experimented with cross-functional teams for product development,
involving staff from shop-floor up to management level. Generally, the firm today is more
oriented towards in-house, often job-integrated training (WRCL-methods) than the former
(1986-88) orientation towards formal and external training (DOL-methods).93

Competence acquisition: BETA traditionally has close co-operation with its customers
(installation engineering firms and large end customers). This has not changed during the
investigated period. The relations to suppliers, however, due to different ownership strategies
and practices, have been very different. During the first phase of state ownership, purchase of
components and other supplies were conducted on a yearly basis co-ordinated by the central
office of state-owned companies in Sweden. This implicated purchase of large (often yearly
based) volumes and considerable in-house stocks, and less frequent contacts with suppliers.
During the second phase, BETA’s purchases of specific components were directed towards a
sister company in the private group of firms, partly facilitated by higher degrees of discounts for
‘family members’. This phase also included Just-in-time deliveries and minimisation of in-house
stocks. The third phase of owner-manager ownership is characterised by both the formal object-
based purchase of standard supplies (where price is order-winning) and a close co-operation with
a few key suppliers (where price still is important, but also other factors are recognised). This has
implicated, as demonstrated in Chapter 4, a closer co-operation with BETA’s key suppliers and
                                                            
92At this time, BETA had a specific department for construction and product development consisting of three
engineers.

93Compare the results in Figure 4:3, where BETA’s time investments in DOL-methods today is lower than
investments in both FIL- and WRCL-methods.
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especially with the supplier of refrigerator components. Also demon-strated in Chapter 4 is the
importance this co-operation has from a competence perspective.

The different ownership structures have had significant consequences for how BETA has
oriented and co-operated with competencies outside its immediate organisational boundaries.
The phase of state ownership implicated an orientation towards competencies inside the regional
and central structures of the concern. When BETA was owned by the larger private group, a
similar dependence occurred. The external contacts, moreover, were formed by the many
different professional CEOs that during the years were appointed to manage BETA. The start-up
of an owner-managed firm in 1993 implicated that several of the contacts and co-operation
patterns developed during previous phases were transferred (and in some cases, transformed)
into BETA, for example different supplier relations and personal contacts in authorities and
universities. New external competencies were also included. As demonstrated by the results in
Table 4:5, the re-recruited design engineer brought with him a network of technical consultants
that today serves as a competence network for the firm’s product development and design.

Organisational/competence structure: The development of BETA between 1986-96 offers an
interesting example of a firm that inherited several characteristics from larger scale organisations
(specialisation and division of labour, the firm’s economic-administrative system, the general
degree of routinisation, etc.). These experiences were, starting in 1993, transferred and
transformed into a considerably smaller organisation, but are still evident. One example is a
specific (written) routine for the introduction of new employees. The management of the ‘new
BETA’ was also from the beginning organised as a management team, consisting of the three
owners and specialists such as the firm’s design engineer. This management team has regular
meetings on strategic and operational matters. Since BETA started to export back in the 80’s,
the ‘new BETA’ has not perceived going abroad as any major obstacle. BETA hence today
exports to several different countries, and partly owns a smaller subsidiary in Finland.
Documentation of the firm’s products (now on computer diskettes) is perceived as very
important, and is at present being developed towards electronic brochures and interactive
marketing via the Internet. The level of BETA’s organisational competence is, as these examples
illustrate, thus comparably high. What BETA experienced during the decade 1986-96 is,
however, a shift in market demand from more or less standardised product series to customised
units. This implicates less scope for traditional routinisation, and a greater need for routines
facilitating “flexible specialisation” (Piore and Sabel, 1984). BETAs investment in in-house
training of their employees in product and process technology indicates an ambition to maintain a
high level of organisational competence despite the new ‘rules of the game’. The stagnation
period resulted both in excess capacity (which implicated lower employment especially on the
shop-floor level) as well as surplus competencies (which implicated a ‘brain-drain’ when the
department for construction and development was liquidated). Referring to the re-recruitment on
the construction side, BETA today can be described as a down-scaled variant of the firm that
existed between 1986-88. BETA’s development 1986-96 is concluded in Figure 5:2.
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Phase 1 (1986-88) Phase 2 (1989-92) Phase 3 (1993-96)

Market situation High market demand Declining demand due to Low but stable demand
building recession (upward tendency)

Oriented towards envi-
Technological development                             Continuous but moderate development ronmentally-friendly

technology

Other environmental New laws, standards (CE, ISO), and competence development initiatives.
influences General environmental movement towards non-polluting products.

Strategic orientation and Defending existing mar- Focus on profitable seg- Survival and recovery
adaptation ket leadership + diversi- ments and products. Stra- by development of new

fication tegic alliance inside a products. Alliances with
concern of firms. suppliers/partners.

Competence gap Insufficient marketing Excess of capacity (man- Lack of development
skills power) and competence competence and (to

(construction) some extent) capacity
Competence development Orientated towards Minimised investments Orientated towards pro-

sales and marketing - no specific orientation  duct/process technology
Orientated towards No specific orientation Orientated towards in-
formal and off-the-job house, on-the-job met-
methods (DOL-methods) hods (WRCL-methods)

Competence acquisition             Skills gaps filled by owner’s head offices Re-recruitment of some
previous competence

Low recruitment and                Capacity reduction and and manpower/capacity
staff turnover competence settlement

                                           Direct customer co-operation

Annual purchase and JIT-delivery and frequent Object-based formal
less frequent contacts contacts, especially with purchase of standard

supplier in the corporate components. Close co-
group operation with key-

suppliers
Orientation towards owners. Different CEOs’ personal Utilisation of former
networks important. networks + exploiting

new consultant contacts
Organisational/competence A continuous high level of organisational competence, despite reduction of com-
structure petence and capacity during phase 2. A “scaled-down version of a large firm”94

                                                            
94This common phrase in small business literature (here quoted from Storey, 1994, p. 5) is often used for suppor-
ting the argument that small firms are not by nature scaled-down versions of larger firms. As touched upon alrea-
dy in Chapter 1, my understanding is that small firms have some unique characteristics relating to size,
ownership, strategies etc., but that they also share several similarities with larger firms. BETA is in this sense
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Tab 5:2. Key characteristics of management of competence in BETA during 1986-96

5.4  Case GAMMA

GAMMA in short (1997):
• Mechanical subcontracting industry, also manufacturing own products.

• Three product areas: Metal frames, support legs and masts (own product).
• 20 employees. Sales turnover 12 MSEK.

• Established 1963.

Development of sales and employment 1986-96:

Fig 5:3.  GAMMA’s development of sales and employment 1986-96

The development of GAMMA 19986-96 can be divided into three different periods:

1. Expansion (1986-90); An active building sector was crying out for the firm’s main product: a
series of stationary or mobile masts for, e.g., lighting or advertising. This product area accounted
for 75-80% of total sales. Between 1986 and 1990 sales rose from 4.5 MSEK to almost 13
MSEK, and the number of employees from 6 to 15. Due to market demand, GAMMA
(especially 1988-89) had to subcontract other firms in order to be able to supply the market
demand. The strategy was oriented towards continuous market expansion outside domestic

                                                                                                                                                                                             
representing a group of manufacturing small firms that, maybe more than most small firms, is a down-sized
variant of larger firms.

GAMMA: Turnover/employment 1986-96

0

5

10

15

20

86 87 88 89 90 91 92 93 94 95 96

Year

MSEK/No of empl

 Sales
 turnover

 No. of
 employees



115

markets, and the subcontracting that the firm still performed as an ancient monument of past
days when the firm was dependent on jobs from other firms.

2. Recession (1991-92); The collapse of building industry in Sweden in the early 90’s had an
immediate and drastic effect of the firm’s sales. Sales turnover dropped to the level of 1986 in
only two years, and the number of employees to around 10.95 An intensive search for comple-
menting jobs and revenues started, which followed two different strategies: (1) To expand on
export markets with the firm’s main product, and (2) to find new piecework customers. Thus
exposed to market demand from new, potential customers GAMMA realised that the firm’s
production equipment and technology was quickly going out of date. Together with the invest-
ments required for ‘going abroad’, GAMMA accordingly faced significant demands to invest in
updated production equipment during a period of dramatically declining sales and revenues.

3. Recovery and expansion (1993-96); Out of the crisis emerges a GAMMA which for its
survival is almost exclusively dependent on subcontracting. Certainly the own products still exist
and generate around 10% of total revenues,96 but the customers generating the greater part of
jobs and revenue are piecework customers on a sub-contracting basis. New production
equipment (e.g., an NC-machine and new welding sets) was installed around 1994, and have
facilitated GAMMA’s competing for new orders and new customers. Sales turnover increased
from the bottom level of 4.6 MSEK in 1992 to 12 MSEK in 1996.97 The most important cause of
the recent increase of sales and employment is, as already depicted in Chapter 4, that GAMMA
managed to establish a business relation with one large customer.

The technological development of GAMMA’s line of  industry has been continuous and quite
rapid during the studied period. New production technology has been distributed among the type
of mechanical workshops GAMMA represents, often including a combination of electronic and
mechanical technology (NC, CAD, CAD-CAM, robots etc.). The general market demand and
business cycle are fairly well reflected by GAMMA’s development of sales, with the exception of
GAMMA’s extraordinary peak in sales in 1989-90 (see Figures 5:3 and 3:4). Specific for
GAMMA is, however, that market demand for the firm’s own products is closely related to
another sector of industry (the building sector, depicted when comparing DELTA with its line of
industry in Figure 3:5). The decrease in market demand reflected here has determined more of
the changes in GAMMA’s market demand than its own sector of industry. Other environmental
pressures having an impact on GAMMA, and especially on its investments in competence
development and acquisition, are new product and process standards (CE, ISO) as well as
different initiatives to stimulate small firms to develop their competence. Following the key
words in my extended frame of reference, GAMMA’s management of competence-related issues
can be summarised accordingly:

Competence planning and recruitment: During the first expansive phase GAMMA, as noticed
above, experienced a lack of capacity resulting in the firm having to subcontract other firms. In
1990, however, in-house vacancies (skills shortage) were filled by recruitment of nine shop-floor

                                                            
95As depicted in the graph over employment development, the firm in 1990-91 believed in a quick market
recovery and had as much as 20 persons on their payroll.
96In 1993 an agency was established on the German market which, together with sales to Norway, make up the
revenues from mast sales. The domestic market is still  (in 1997) a dead market.
97GAMMA’s owner manager estimated that the final sales figures for 1996 would be even higher - around 14
MSEK. The uncertainty in this respect originates from the fact that GAMMA’s financial year, contrary to the
other case study firms, does not correspond to a calendar year.
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workers to the firm (and five more the following year). The second, regressive phase expo-sed
the opposite problem, and GAMMA had to cut employment from 20 to 11 between 1991 and
1992. These fluctuations reflect solely how GAMMA regulated capacity, and hence involved
neither increase nor decrease of competencies. The need for new competencies relating to the
reorientation starting during phase 2 (on export markets and new production technology) was
solved by hired consultants (see under “competence acquisition” below). During the third phase,
when GAMMA implemented their investments in new production technology and started to
operate more actively on export markets, GAMMA instead of buying consultant services
employed one sales representative (1993) and one design engineer (1994). Instead of filling these
competence gaps by external acquisition, GAMMA accordingly moved to employing in-house
competencies. The firm also filled a “skills shortage” by recruiting more shop-floor workers
(especially 1995 and 1996).

Competence development: The first phase of expansion was, an noted earlier, based on market
demand for the firm’s own products (masts). The production process was relatively simple and
implicated the use of handicraft/manual methods. The competence needed on the shop-floor level
was not especially advanced, and GAMMA’s investments in competence development during
this period were hence limited to introductory training for new employees. The second phase
articulated the need for new knowledge and skills in export marketing and production process
technology. This phase can best be described as a learning phase for GAMMA’s owner-manager,
who now together with (and with the help of) hired consultants developed knowledge that was
new for the firm. “I certainly learned a lot during these years about both different markets and
their specific requirements and conditions, as well as about new production technologies”,
confirms GAMMA’s owner-manager. During the third phase (1993-96), when new production
equipment and new routines were introduced, competence development investments were
directed towards the operating shop-floor staff. A combination of external courses and on-the-
job training was utilised, combined with both external courses/conferences, written information
and in-house meetings where new standards (ISO 9002 and CE-marking) were introduced. When
the new large customer came on the scene more concrete requirements were put on GAMMA. In
order to receive orders from this customer, all shop-floor welding staff (16 workers) was in turn
sent on one-week courses providing them with the customer-required authority on welding jobs.
Generally, GAMMA’s utilisation of different methods during the decade has developed from
simple in-house introduction of new employees (phase 1), over action-learning together with
external consultants addressing GAMMA’s owner-manager (phase 2), to a mixture of in-house
and external training involving the whole organisation (phase 3). Utilising the distinction between
FIL-, DOL- and WRCL-methods GAMMA today, according to the results reported in Figure
4:3, spreads its investments on different groups of methods more than any other case-study firm.
This confirms the picture that the firm today is diversified regarding its choice of methods for
competence development.

Competence acquisition: GAMMA’s co-operation with customers and suppliers has, of course,
not been unaffected by the reorientation from own products to subcontracting. Generally,
customers (and especially the new, demanding customer) have became more important partners
and sources of external expertise. It is notable also that GAMMA’s owner-manager in the results
reported in Table 4:5 listed this new customer as the most important external source of
knowledge. Moreover, he valued key suppliers (and specifically the supplier of surface treatment
services) as very important. Less important today, as compared to when mast production was
GAMMA’s main business, is the firm’s partner in this business area, who besides supplying
GAMMA with lighting components for the masts was also the most important single customer.
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The co-operation with consultants and other horizontal partners (Håkansson 1990) reveals a
curve-linear development during 1986-96, with a peak during the recession of 1991-92. Utilising
different government incentives and subsidies, GAMMA invested significantly in a three-year
agreement on consultant services from the Swedish Trade Council in order to enter different
export markets. This also initiated a need for technical consultant services for construction and
technical documentation. During the first phase this kind of co-operation was limited to
advertising agencies processing product brochures. During the third phase co-operation with a
state-supported agency was activated mainly for quality improvement. GAMMA’s owner-
manager was also engaged in a local export organisation aiming at developing interest in and
knowledge about practical export matters. Finally, the firm’s bank contact and its auditor,
together with expertise in GAMMA’s employer organisation and local trade union
representatives, have served as regular partners and expertise for the owner-manager regarding
specific questions during the whole period 1986-96.

Organisational/competence structure:  GAMMA’s development during 1986-96 can be descri-
bed as a transformation from a competent manufacturer of comparatively simple metal construc-
tions (masts), to a subcontractor trying to adapt to the standards required for competitiveness
(qualifying criteria with Hill’s, 1993, terminology). This transformation has during phase 2
especially involved GAMMA’s owner-manager going through a learning process on export
marketing, different markets and customers’ product requirements, and different process tech-
nologies. During phase 3 this was implemented through the firm’s concrete export activities and
its introduction of new process technologies. The appearance of a new demanding customer
recently necessitated a further raising of formal competence level and process routines. The level
of skills and knowledge is thus higher in GAMMA 1996 than it was in 1986. On the other hand,
the skills and knowledge level and GAMMA’s level of organisational competence during the first
expansive phase, were obviously sufficient for gaining customers and competitiveness in this
specific market niche. When in 1995 GAMMA was confronted with the demands of the new
large customer, despite their investments in production technology and new competencies, they
found that this was not sufficient to win orders. Only after further investments in formal training
and authorisation, was this customer ready to place any orders with the firm. This pinpoints the
difficulties of comparing levels of organisational competencies when a firm reorients from one
kind of business to another. As discussed in Chapter 2, competence is not an absolute concept: it
has to be related to a specific task or a specific context. Adopting the view of Teece et al (1994)
that a firm’s competence can be related to its competitiveness (and hence also demonstrated by
how the firm’s sales develop on their specific markets), we notice that ‘the new GAMMA’ in
1996 reached the same level of sales as they had during the former top year (1990) in “the old
GAMMA”. This recovery has, however, been accomplished by both a higher level of knowledge
and skills in the firm, as well as by development of new kinds of competencies in-house the firm.

Significant for GAMMA during the whole period 1986-96 is its marked dependency on one
single management point of decision: the owner-manager. In this case GAMMA represents the
classic case of a small firm where the manager (for different reasons) chooses to keep himself in
control of all vital decision-making in the firm. This characteristic to various degrees
distinguishes GAMMA from all the other case-study firms.

GAMMA’s development 1986-96 can hence be concluded in the following way:
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Phase 1 (1986-88) Phase 2 (1989-92) Phase 3 (1993-96)

Market situation High market demand Market collapses. Tough  Increasing market de-
for own products subcontracting compe- mand for subcontracting.

tition Minimal demand for own
products

Technological development  Fairly rapid development of new production technologies.

Other environmental New standards (ISO, CE), and initiatives for stimulating competence
influences development in SMEs

Strategic orientation and Market expansion into Survival by (1) exporting Adaptation to customer
adaptation new export markets own products, and (2) requirements by impro-

subcontracting ving process technology
and competence

Competence gap Lack of production capa-          Lack of competence on Competence gap on
city (skills shortage)  export and process tech- marketing, process tech-

nology. Manpower excess. nology and construction. 
Manpower skills shortage.

Competence development Simple introduction of Owner-manager in Extensive training of
new employees action learning together shop-floor staff in new

with external expertise process technologies

In-house work-related External action-learning In-house and external
and occasional training (mainly WRCL-methods) (different methods)

Competence acquisition Recruitment of capacity (Capacity reduction) Recruitment of new com-
(more of the same). petencies (marketing and

construction) + capacity.

Low acquisition of con-    Extensive acquisition of Some consultant services
sultant services consultancy in export mar- for quality improvement

keting and construction

Interaction with combi- Learning from market Learning from customer
ned customer + supplier requirements requirements and from

key suppliers

Some co-operation with the firms bank, auditor and employer/trade union representatives.

Organisational/competence High organisational Transition from one busi- Re-building competence
structure competence in a market ness idea to another reveals structure according to

niche requiring relati- a misfit between in-house market/customer demand.
vely low competence competence and market Continuous dependence

demand on the owner-manager.

Tab 5:3. Key characteristics of management of competence in GAMMA during 1986-96
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5.5  Case DELTA

DELTA in short (1997):
• Wood-processing industry for pre-fabricated houses.

• Two product areas: One-family houses and subcontracting planing mill
• 9 employees. Sales turnover 14 MSEK.

• Established 1969.

Development of sales and employment 1986-96:

Fig 5:4.  DELTA’s development of sales and employment 1986-96

The development of DELTA 19986-96 can be divided into two different periods:

1. Expansion (1986-90); A high market demand for one-family houses implicates several years of
expansion. DELTA increases its sales turnover from 27 MSEK in 1986 to nearly 60 MSEK in
1990. The increase of the number of employees is, due to investments in a more productive
product line, limited to about five employees (an increase from 25 to around 30). DELTA’s
strategy is simple and common in this line of industry at this time: to satisfy a seemingly
insatiable market demand. A network of sales representatives operating on a bonus basis was
established all over the country. Contrary to many competitors, DELTA however practised a
cautious investment policy and avoided a situation with high fixed costs.

2. Recession (1991-96); A combination of satisfied market demand, new provisions regulating
housing construction, and new regulations for financing new buildings, implicated drastically new
rules of the game in a whole line of industry. A series of expansive years turned into recession
and structural reorganisation. This caused a dramatic decline in domestic sales of one-family
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houses: In 1990 27 000 houses were produced in Sweden while the corresponding figure for
1996 is around 2 500 houses. Despite the fact that this situation favoured low-cost producers
with a standardised and cheap products, DELTA was able to survive in the reconstruction of the
industry that occurred in the early 90’s. Three main reasons behind DELTA’s survival are
apparent. One was DELTA’s previous cautious investment policy, implicating that DELTA,
contrary to many of its competitors, did not have to carry a very heavy burden caused by expen-
sive fixed assets. A second reason was that DELTA was able to utilise its planing facilities to
generate revenues from subcontracting jobs for other wood-processing firms. These revenues in
1996 accounted  for around 4 MSEK or nearly 30% of the total turnover. A third major reason
was that DELTA managed to gradually reduce capacity by decreasing the number of employees.
The workforce was cut down by three in 1991, in 1992 by nine, in 1993 by six and in 1994 by
two. During the whole period 1991-96 the workforce was reduced from 29 to 9, while sales
turnover dropped from 59.5 MSEK to 14 MSEK. The market strategy became more focused on
strategic markets from Stockholm and further north, implicating a significant reduction of sales
representatives. Maintaining its search for cost-effective solutions, DELTA managed to stick to
its orientation towards a more value-added segment of houses providing the customer a scope
for personal solutions.

The technological development in DELTA’s line of industry 1986-96 has been very modest, and
limited mainly to new technological solutions for heating and ventilation. Other pressures and
influences from the environment, such as ISO-standards or national initiatives to stimulate com-
petence development in small firms, have had only minor effects on DELTA. The environmen-tal
pressures most influencing DELTA’s development during 1986-96 are hence without doubt the
combination of political regulation and the business cycle of the construction and building
industry in Sweden. Analysing how this has affected DELTA’s management of competence-
related matters is concluded below.

Competence planning and recruitment: The market expansion in 1986-90 implicated a need to
increase capacity. DELTA hence now recruited more shop-floor workers and technicians to fill
vacancies. When the market went into recession, capacity was reduced in both production and
among sales staff. These regulations of capacity accordingly did not involve recruitment or
reduction of competencies.

Competence development: New regulations of the building sector were introduced back in the
late 80’s, and together with the new provisions introduced in 1990 implicated investments in
competence development (management staff taking courses and reading literature on the sub-
ject). During 1986-90 DELTA also invested in developing a CAD-system for its constructions,
and continuously up-dated its economic-administrative system. When market demand shifted in
1990, this implicated a very low priority on competence development investments in DELTA.
The efforts to develop an internal CAD-system were abandoned, and a general cost-minimising
strategy resulted in almost non-existing investments in competence development, especially on
the shop-floor level. This is demonstrated by the results reported in Chapter 4, e.g. in Table 4:7.

Competence acquisition: DELTA’s co-operation with its suppliers has naturally been influen-ced
by the shift in market demand during 1986-96. During the expansion period suppliers generally
had a stronger position, and the all-pervading ambition of firms such as DELTA was to secure
deliveries in a reasonable time at reasonable prices. With decreasing market demand, DELTA
and other buyers moved into a stronger position, enabling them to demand extended services.
One example revealed in Chapter 4 is how DELTA’s supplier of building material arranged a
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meeting where a sub-supplier - a firm not normally delivering building material to the supplier -
met one of DELTA’s potential customers in order to facilitate a business agreement between
DELTA and this potential customer. The change in relative strengths has accordingly implicated
that DELTA today has access to external competencies they did not have access to during the
years of business boom. The market decline moreover has implicated that especially one large
company in building and construction has developed into an important business partner. During
the expansion years, relations like these were less profitable than the crowd of non-recurrent
customers of one-family houses. After 1990, however, industrial customer relations represent an
interesting market opportunity and, of course, another level of professional competence in
building industry. The importance of suppliers and such key customers is reflected by the fact
that DELTA’s owner-manager in Table 4:5 perceives both the local supplier and the key
customer as being the most valuable external sources of expertise. Besides supplier and customer
relations, DELTA (and especially the owner-manager) is engaged in several different
organisations. Through DELTA’s trade association, the firm has been involved in different
development projects, e.g., projects aiming at opening different export markets for the Swedish
housing industry. DELTA is also active in a local export club, and the owner-manager active on
different boards of directors. Commitments like these facilitate access to information and
knowledge important for DELTA’s further development, but reveal no change during the
investigated period. This is also the case for the level of co-operation with external consultants
regarding marketing, accounting, administrative systems and technology.

Organisational/competence structure: Despite the tremendous shifts in sales and number of
employees, the overwhelming impression DELTA reveals is one of stability. The significant
increase and decrease in capacity and manpower has in no crucial way affected the firm’s
competence level. The management team has remained unchanged during the whole decade.
Also regarding the firm’s business concept and strategy, an obvious characteristic is its
continuity. The overall development of DELTA is, from a competence perspective, illustrated by
Table 5:4.
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Phase 1 (1986-90) Phase 2 (1991-96)

Market situation High market demand for pre- Low market demand for pre-
fabricated houses fabricated houses

Technological development                   Modest development of product and process technologies.

Other environmental Regulations regarding building standards and financing conditions for new
influences buildings/houses have major impact on the whole line of industry, esp. in 1990

Strategic orientation and Orientation towards value-added one-family houses facilitating customised
adaptation solutions and cost-effective production

Market development Survival by (1) focus on strategic
geographical markets, and (2) additio-
nal revenues from planing services on 
a sub-contracting basis

Competence gap Lack of production capacity (skills (No gap - excess of production
shortage) capacity)

Competence development Moderate investments in developing Low investments in competence 
competence in CAD and building development, especially on the
regulations by external and in-house shop-floor level
learning (FIL, DOL and WRCL-
methods)

Competence acquisition Recruitment of capacity (more of (No recruitment - capacity reduction)
the same)
Suppliers important for providing Suppliers important also as sources
building components of external expertise

Large customers not important Large customers important as
sources of external expertise

            Co-operation with trade association, other organisations and consultants

Organisational/competence A stable management team facilitates a continuous level of organisational
structure competence

Tab 5:4. Key characteristics of management of competence in DELTA during 1986-96

5.6  Conclusions

The longitudinal case-studies have revealed several interesting phenomena regarding both how
small manufacturing firms by a reactive behaviour adapt to environmental influences, but also
some examples of how proactive strategies in a specific firm have impact on the management of
competence-related questions. Reactive or adaptive responses to environmental pressures and
influences are, however dominating. Referring to a small firm’s more limited possibilities to have
control over its market or influence the context in which it operates, it seems reasonable that
small and relatively powerless organisations are more directed towards the population ecology
view of an ‘adapt-or-die-strategy’ (Astley and Van de Ven, 1983; Vesalainen, 1995). Generally,
the case-studies illustrate the relevance of a small firm’s strategic sensitiveness of hearing where
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management, building on a basic business strategy, seizes occurring opportu-nities and develops
“the art of acting the persevering opportunist” (Ylinenpää, 1988, p. 104. See also Curtis, 1983).

5.6.1  Impact of environmental influences on firms’ strategic orientations

The longitudinal case-studies have specifically addressed and analysed whether a firm’s market
situation, the degree of technological development in the firm’s branch of industry, or other
environmental influences such as political regulations or stimulus, can be understood to have
influenced the firms’ competence planning, development and acquisition. Evident from the results
is that the degree of technological development in a firm’s line of industry seems to have
significant impact on how small firms invest in competence. This was illustrated by case ALPHA,
where a rapid technological development in its line of industry is paired with the most substantial
investments in developing new competencies of all case-study firms. The contrast was found in
DELTA, which operates in an industry where the degree of technological development is low,
implicating that DELTA invests least of all four case-study firms in competence development.
The level of a firm’s market demand, on the other hand, was in the case-study firms more related
to capacity than to competence, implicating recruitment or dismissal of manpower to regulate
skills shortages or oversized capacity. Only when the firm modified or changed its business
concept (as when GAMMA went from own products to subcontracting, or BETA returned to its
product development strategy) was the need for new competencies addressed. Regarding
environmental influences such as ISO- and CE-standards, these can also be regarded as tokens of
a technological development, affecting several of the case-study firms’ competence development.
Also European and national initiatives to promote competence development seem to have been
stimulating the case-study firms’ investments in competence development: three of the firms in
this study (ALPHA, BETA and GAMMA) have utilised different subsidies in order to finance
their investments in developing the firm’s competence level. These firms, however, have also
experienced a more rapid technological development in their sectors of industry, implicating a
more pronounced need for competence development. It is hence reasonable to suspect that the
utilisation of this kind of stimuli is more an expression of how management seizes occurring
opportunities to finance its investments, than a cause-and-effect relation between subsidies and
competence development investments.

Hendry et al (1995) specifically addressed how crises and critical incidents affect a firm’s
learning and adaptability, and called for more research in order to illuminate how crises actually
affect firm behaviour beyond “such platitudes as firms emerging ‘fitter and leaner’ from
recession” (p. 79). The longitudinal case-studies revealed that all four firms have experienced
critical events to different degrees and significant change processes during the studied period of
time:

• ALPHA in 1988-90 failed to establish software construction as a specific business unit, which
caused a stagnation in sales performance and a reorientation of business strategy.

 
• BETA during 1989-92 experienced a dramatic recession combined with a new ownership

structure, which resulted in a management buy-out and a ‘restart’ of new and slimmed
organisation.

 
• GAMMA during the same period lost its main market (the market for its own products),

implicating that the firm turned back to its old subcontracting strategy.
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• DELTA in the early 90’s experienced how a high market demand for their main product
suddenly changed into recession, which implicated that the firm reduced its workforce from
30 to 9 employees.

The crises occurring in BETA, GAMMA and DELTA all originate from decreased market
demand during downward business cycles. Classic economic theory suggests that crises like
these can be solved either by reducing expenditure, or (for example by investments) opening
new revenue opportunities. It is notable is that especially two firms (GAMMA and DELTA)
seem to have adopted different solutions to their specific crisis. GAMMA chose to invest in
export and new business areas, while DELTA has relied more on reducing the firm’s
expenditure. GAMMA also invested significantly in consultant services, renewal of process
technology and competencies, acquisition of new customers, and (later) in practice converted
its business concept from own products to subcontracting. DELTA, on the other hand, kept to
its main business idea, reducing both its market focus and production capacity, investing only
in competence development required by new legislation, and took the opportunity to utilise
already present but under-utilised production equipment for generating additional revenues.
BETA, finally, practised both strategies, but during different phases: During 1989-92 the
strategy had a significant orientation towards cutting away ‘dead flesh’ (non-profitable
customers, markets, products and functions), while the ‘restart’ of a slimmer BETA after 1993
has implicated a return to a more offensive strategy oriented towards product development and
investments in competence development and acquisition.

The crises occurring in BETA, GAMMA and DELTA are accordingly understood to have
been initiated by dramatic declines in market demand. These declines initiated reactive
responses from the management of each firm, who by reducing costs tried to maintain the
firm’s competitiveness on the markets where the firm operated, or by investing in new fields of
business, tried to open new markets. What kind of reactive response the firm chooses to utilise
can be understood to have vital impact on the firm’s competence development and acquisition.
DELTA’s strategy of ‘staying put’ and defending its market position by cost-saving measures
has implicated a continuous decrease in the number of employees, and minimised investments
in competence development and acquisition. GAMMA instead first tried to open up new
export markets for their own products (implicating substantial investments in developing and
acquiring competence), and was then more or less forced to revert to its old subcontracting
strategy. When GAMMA then, more or less by a pure chance, managed to find a new, large
and demanding customer, this in turn implicated new substantial investments in competence
development and acquisition. While small firms in GAMMA’s line of industry moreover had to
cope with a continuous technological development, firms in DELTA’s line of business have
faced only a very modest level of development of product and production technologies during
the studied decade. Also these circumstances have, as noticed earlier, implications for a firm’s
investments in competence development and acquisition.

The two modes of reactive behaviour in two different lines of industries, here exemplified by
GAMMA and DELTA, are further illustrated by the results in Figure 5:5. Here I specifically
depict the firms’ sales turnover per employee during the period 1986-96.
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Fig 5:5. Turnover per employee in case-study firms 1986-96. (Index 1986=100)

It should be recognised that the level of sales turnover per employee by nature is different in
different lines of business. It is therefore not especially relevant to compare factual figures
across firms. What is more interesting, however, is to investigate the development of sales
turnover per employee over a period of years, since this tells us something about how the
firm’s productivity has developed.98 Recognising that the results referring to a specific year
during this period may be affected by the time particular contracts were closed, or by the firm’s
policy when closing the books for a specific year, I here address each firm’s development
during the full decade 1986-96. Taking 1986 as the point of departure99 reveals that DELTA’s
choice of a cost-reducing reactive mode is manifested by a quite stable development curve,
where the sales turnover in 1986 of about 1 MSEK per employee rise to 1.5 MSEK in 1996.
Comparing this with GAMMA, which reacted by investing in new markets and new customers,
we find that the sales turnover per employee during the decade declined from 0.75 MSEK to
0.6 MSEK. If we had taken the year when each firms’ crisis in market demand occurred (1990
and 1989 respectively) as the point of departure, DELTA’s stability and continuity versus
GAMMA’s decline would be even more evident.

If we then turn to ALPHA we find that this firm, despite its failure to establish a new business
unit in the late eighties, reveals a quite steady increase of  its sales turnover per employee (from
0.5 MSEK in 1986 to 1.5 MSEK per employee in 1996). This increase is, as reported in more
detail elsewhere, accompanied by substantial and continuous investments in both developing
in-house competencies as well as acquiring external expertise. Notable is also the fundamental
difference between ALPHA’s crisis, and the crisis occurring in all the other case-study firms.
While the failure to establish a new business unit in ALPHA was a result of proactive
ambitions to ‘start a new business’, the crises in the other case-study firms were implicated by
external events or influences, where management reacted to these changes. And while ALPHA
was able to compensate the rebound with its new business unit with revenues from other fields
(implicating a stagnation, not a recession, of total sales growth), the crisis in the other firms
implicated a dramatic decrease of the firms’ total sales.

To conclude, the context in which a small firm operates puts different demands on the firms’
competence development and acquisition, and firms do respond to these challenges in different
ways.  Small firms are, due to their limited size and possibilities to ‘set the rules of the game’,
often more reactive than proactive. Confronted with a dramatic decline of market demand,
DELTA chose a cautious and cost-saving strategy, implicating minimised investments in
                                                            
98 Formally under the assumption that the share of in-put material is stable.
99 Selecting 1985 or 1987 as the point of departure revealed only minor differences.
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competence development and acquisition. Facing a similar situation, GAMMA, on the other
hand, first invested in export market development, and then more or less by chance managed to
contract a new demanding customer generating job and revenues to the firm. Both these
circumstances implicated substantial investments in competence development and acquisition.
While DELTA however managed to stick to its basic business idea and by reducing capacity
and improving productivity even to increase sales turnover per employee, GAMMA seem to
follow a more ‘opportunistic’ path where sales turnover per employee today is lower than it
was in 1986.

Even if a reactive mode of behaviour seem to be dominating, the case studies have also
revealed examples of proactive behaviour. This was especially evident in ALPHA, where the
crisis the firm experienced in the late 80’s was a direct result of an unsuccessful attempt to
establish a new business unit in a new field of business. These experiences implicated that the
firm oriented more towards its present customers and, in fact adopted a more reactive mode of
behaviour. Judging from the performance data presented in figures 5:1 and 5:5, this seems to
have been a rewarding strategy.

5.6.2  A resource-based view: The firm’s organisational and competence structure

Cohen and Levinthal (1990) argue that a firm’s ‘absorptive capacity’ is vital for understanding
how an organisation interacts with its environment. One factor that determines an organisa-
tion’s absorptive capacity is the number of ‘nodes’ in an organisation that, at least implicitly,
operate together with external expertise. In the prototype of a small manufacturing firm,
managed by a single owner-manager without any support from a management team or even
from functional specialists, this node is represented by the sole owner-manager. A small firm
with an extended management team, on the other hand, represents an organisation where the
capacity to absorb external knowledge and expertise is shared among several organisational
‘nodes’. In this study, GAMMA represents the prototype of a small firm managed by, and
dependent on, one sole owner-manager. BETA, which even after its management buy-out in
1993 maintained an organisational structure inherited from a larger organisation, and DELTA,
with its management team, here represent ‘multi-node’ organisations. ALPHA, finally,
represents an organisation that during the studied period of time transformed from a ‘single-
point’ to a ‘multi-node’ organisation by its reorganisation in 1992, when middle-managers
were appointed/recruited, and a management team was set up.

Recognising the rapid technological development in ALPHA’s line of industry, it seems
reasonable to assume that the introduction of a management team per se could be one
explanation for ALPHA’s recovery after the stagnation period in 1990-92. Talking to suppliers
and key customers revealed that the close interaction between ALPHA and important external
competencies was handled by middle-mangers and functional specialists, and hence not limited
by the capacity of ALPHA’s owner-manager. Contrasting to this picture, interviews with
GAMMA’s customers and suppliers demonstrated the importance of (and dependency on) the
firm’s owner-manager. A spontaneous remark from a key supplier was astonishment over “that
the guy really has the strength to carry on as he does”, recognising the extremely flat
organisation characterising GAMMA and the many duties assigned to the firm’s owner-
manager. It doesn’t seem too far-fetched to assume, that the learning process GAMMA
experienced during 1989-92 significantly depended on, and hence was limited by, the
‘absorptive capacity’ of one sole organisational node (i.e., GAMMA’s owner-manager). The
evidence also suggests that ALPHA’s larger organisational absorptive capacity could be one
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important explanation for the fact that ALPHA’s crisis during phase 2 only implicated a pause
in its growth process, while GAMMA’s crisis implicated a dramatic re-organisation and re-
orientation.

Taking the extremes, in this respect ALPHA and GAMMA, facilitates a reasonable under-
standing of how the absorptive capacity of a small firm could be related to the number of in-
house competencies and nodes for interaction with expertise outside organisational boundaries.
The results support the suggestion from organisational theory that team structures facilitate a
better performance (Dertouzos et al, 1989; Buchanan, 1992; Mabey and Salaman, 1995;
Hendry et al, 1995), especially in more turbulent environments. This suggested explanation
can, however, be questioned referring to the presence of management teams also in BETA and
DELTA. Why then did the presence of management teams in BETA and DELTA not have the
same implications as suggested regarding ALPHA?

In the case of DELTA one explanation seems obvious. The environmental pressures deciding
‘the rules of the game’ in DELTA’s line of industry are to a significant degree located at a
national political level. The general market demand for one-family houses is in this branch of
industry hence not primarily dependent on how the firm interacts with its customers or supp-
liers. It is to a much larger extent decided by government regulations concerning building
standards and financing options, and hence decided at a level where the choice between a
single-point organisation or a multi-point organisation is a subordinate issue. The question how
to finance house building in Sweden is more or less beyond the control of a single small firm
such as DELTA. The obvious strategy is to join forces with other companies in this specific
line of industry, and try to influence the decision-making of others. This is also exactly what
DELTA has done, since the owner-manager over the years has invested substantial time in co-
operating with other similar industries in its trade association, and by lobbying has tried to
influence the decision-making process on the national political level.

Regarding BETA the question of ownership and control becomes a relevant issue. During the
years of (first) state ownership and (then) ownership by a private holding company, the
presence of an extended management team had other implications than in a conventional small
firm. As indicated by the study’s results in section 5.3, the power of ownership implicated that
e.g. occurring skills gaps were filled by the owners by sending expertise from the central
enterprise office down to the subsidiary. The degree of economic control was, especially
during the second phase, very high, and the management team of BETA obviously operated
under close owner control. The role of BETA’s management team, especially during the
second phase, was mainly to carry out the decisions of the owners, assigning them an
instrumental and passive role. When BETA by a management buy-out was ‘re-started’, this
role changed. The role of the management team became a managerial role in the true sense of
the word, involving more explicit rights and obligations to utilise external competence for the
benefit of the firm. Only after BETA became a small firm in the proper meaning, could the
benefits of a management team accordingly be utilised to their full extent. By exposing BETA’s
ambitions toward external competencies through several different individuals, BETA was able
after 1993 to utilise, for example, the network of the re-recruited engineer in order to develop
the quality of its product development processes. Judging from the firm’s market performance,
this seems to be reflected by a positive market performance starting in 1994.

A field that a firm’s absorptive capacity may be understood to have considerable impact on is
the firm’s acquisition of external competence. One would assume that a firm represented by a
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broad range of in-house competencies acquires external expertise in a different way than a firm
with a narrower base of in-house competencies. Besides adding external competence to its in-
house resources, a firm with a broader competence can be regarded as a more qualified and
demanding buyer of external competencies. This should implicate that the acquisition of
external competence is qualitatively different regarding its level, precision and ability to create
synergy when combined with internal resources. As Johnsen (1996, p. 42) remarks, “firms need
competencies to use new competencies”. If you lack in-house competence, you may also have
difficulties in defining what kind of competence you need to acquire. If however you manage
to identify the requirements on the desired competence, your talent to state this need more
precisely and accurately is dependent on the competence you possess in a firm. Adequate in-
house competence hence could be expected to facilitate a more effective purchase of external
expertise, while an insufficient in-house competence implicates that you either ‘take chances’
and rely on the external expertise for defining your actual needs, or have to invest in
developing your own competence to a standard that permits you to more accura-tely define the
need for external expertise. In both these cases, a less competent firm can be expected to
experience higher transaction costs (Coase 1937; Williamsson 1981).

Returning again to a cross-case comparison of ALPHA and GAMMA, ALPHA’s extended
management team and higher absorptive capacity would suggest that the firm’s external
competence acquisition is different from GAMMA’s. Some evidence from the case-studies also
seems to support this understanding. For example, when GAMMA acquired consultant
services to produce constructional drawings, this normally referred to standardised drawings
required by customers or different authorities. When ALPHA acquires consultant services for
construction and design, this external consultant complements the firm’s own staff in
construction and design and delivers a very specific and complementing design expertise to the
firm. When GAMMA decided to start to export its products to different export markets, the
firm invested considerably in both general consultant services (a three-year agreement with the
Swedish Trade Council) as well as in management time (the owner-manager invested a great
quantity of hours in order to learn more about different specific export markets). Investments
of a similar kind, involving general and broad consultant assignments and several years of
management learning on a new field, is not found in ALPHA. These results then indicate that
competence acquisition in ALPHA and GAMMA is different regarding its level, precision and
ability to create synergy when combined with internal resources. The example of GAMMA’s
substantial investments in export marketing consultants and the manager’s own time also
suggest that the transaction costs for acquiring adequate expertise is higher in a firm with a
narrower scope of in-house competencies.

One remarkable result revealed by the case studies is the fact that ALPHA, despite a
continuous decrease in formal competence level, exposes a superior market performance as
compared both to the other case-study firms and to its sector of industry. Of course, formal
degrees do not necessarily reflect the actual level of competence in a firm, and were therefore
in the previous chapter characterised as only a proxy for a firm’s factual competence level. The
results however underline the need to distinguish between formal educational level and the
factual level of organisational competence. Competence is per se related to specific tasks or a
specific context, while knowledge (gained by e.g. formal education) by nature is more general
and abstract. The results of this study accordingly challenge the view that, for example,
employees trained in universities provide a competence base that more or less automatically
enables a small firm to develop a unique competitive advantage over other firms. This
assumption is hence still to be proven, since I found no such evidence in the present study.
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The longitudinal analyses of the four case-study firms revealed that ALPHA was more oriented
towards developing different kinds of competencies than the other case-study firms. The
results, concluded in tables 5:1-4 above, indicate that ALPHA during 1986-96 has invested in
engineering, business development, quality improvement, organisation and middle
management, while the other case-study firms invested in a considerably narrower scope of
competencies. ALPHA hence seems to have balanced the decrease of formal education level by
its investments in a broader range of in-house competencies than the other firms. Also depicted
earlier (e.g. in Table 4:7), is the result that ALPHA during the recent three-year period
generally invested significantly more in competence development. ALPHA moreover to a
higher degree has utilised different groups of methods (FIL-, DOL- and WRCL-methods) and,
besides more substantial total investments, also exposes higher investments on all three groups
of methods than the other case-study firms do.100 This demonstrates the hazards of equalling
formal education and organisational competence, and facilitates a comprehension of how the
apparent paradox can be understood.

5.6.3  Some concluding remarks on management of competence and market performance

The results from the longitudinal case-studies concluded in tables 5:1-4 also give rise to other
observations. While ALPHA’s investments in competence development to a large extent have
been oriented towards the whole organisation, investments in competence development in the
other case-study firms were generally oriented towards specific employees or key-persons.
This suggestion is supported by the results in Chapter 4, where ALPHA, during a three-year
period, contrary to the other firms, was found to distribute its investments on competence
development among different categories of staff. Recognising ALPHA’s superior market
performance as compared to the other case-study firms, this seems to support the suggestion
of Pedler et al (1991) that competence development in an organisation should be directed
towards “all of its members” (p. 1) in order to facilitate a better performance.

Generally, the role of key suppliers has in all four case-study firms developed into relations
better described as partner-supplier relations than pure sub-supplier relations. Besides the buy-
and-sell relation, these interactions also involve a significant degree of exchange of (or one-
sided utilisation of) competence. The often-neglected importance of suppliers as a source of
external competence for small firms is further elaborated on in Chapter 4.

Notable is finally the example of BETA as a ‘scaled-down version of a larger firm’. The
existence of such small firms has more or less been rejected in small business research focused
on revealing differences between large and small firms.101 BETA here stands out as one
example of the need also to address similarities between firms with different size
characteristics.

Even if the empirical base of this chapter is limited to only four manufacturing small firms, the
results give us several indications of how competence development investments can be
understood to be related to firms’ market performance. These suggestions will here serve as a
bridge over to the next two chapters, where differences between low- and high-performing
firms regarding how they manage their competence development and acquisition are more
specifically addressed:
                                                            
100 See Figure 4:3.
101 Cf. Penrose’s (1959) categorisation of small and large firms as ‘butterflies’ and ‘caterpillars’.
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• A high degree of technological development in a branch of industry implies higher invest-
ments in competence development and acquisition, and also a better market performance.

 
• The presence of an extended management team facilitates a more effective absorption of

external competence and expertise, as compared to firms exposing only ‘a single-point
node’ (the owner-manager) as the interface for external interaction.

 
• The impact of formal education should not be overestimated. The most relevant factor to

recognise for small firms with growth ambitions seems to be the spread/distribution of
different in-house competencies.

 
• It is important, however, how the firm distributes its investments in developing new

competencies across its organisational members. A strategy directed towards enhancing
competence across different organisational levels and functions seems to relate to a more
positive market performance.

No generalization is wholly true,
not even this one.
/O.W. Holmes, Jr. (1841-1935)
U.S. Supreme Court Justice
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6.  RESULTS - DIFFERENCES BY MARKET PERFORMANCE

   In this chapter the perspective
shifts from an ambition to deve-
lop a better understanding of the
process of managing competence
per se, to a more downright
comparison of specific factors or
circumstances  that distinguish
small manufacturing firms by
their market performance. Here
I specifically try to detect diffe-
rences that are related to the
firms’ competence planning,
their acquisition of external competence, and their development of in-house
competencies according to the
       frame of reference in Figure 2:5.
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6.1  Another note on the utilised methodology

In order to facilitate a better understanding of the results presented in this (as well as the next)
chapter, I would like to draw the reader’s attention to the methodology utilised in these two
chapters. While especially Chapter 5 could be understood to depict some causal relations
between, for example, how an environment characterised by rapid technological development
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    ACQUISITION OF EXTER-      DEVELOPMENT OF IN-
    NAL COMPETENCE                  HOUSE COMPETENCE
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initiates investments in competence development and acquisition in small manufacturing firms,
the following two chapters have no such ambitions. What I do here is to compare whether, and
if so how, different elements in the study’s theoretical frameworks distinguish firms revealing
low and high market performance. This approach implicates that in practice I start out from a
division of the studied firms in two groups: one group representing firms with a more positive
sales performance (high-performing firms), and one group with a less favou-rable sales
performance (low-performing firms). When comparing these two groups of small
manufacturing firms I then normally try to establish whether occurring differences are
statistically significant or not. This also implicates that while the case studies were in the focus
in the previous chapter, I here mainly draw upon the results from my two more quantitative
survey studies. I however also here utilise results from the case studies as a complement to the
survey study results.

6.2  Competence planning

With reference to the understanding that more competent individuals, groups and organisations
generally are expected to perform better than less competent individuals, groups and
organisations (cf. Levinthal and March, 1993), I have earlier regarded a firm’s acquisition
strategy as a manifestation of its competence planning that also reflects a firm’s in-house
competence structure. A high-competence firm with a broad range of in-house competencies
was in Chapter 2 understood to orient towards filling skills shortages by a complementing
acquisition strategy. Similarly, a low-competence firm with a narrow scope of own
competencies was understood to orient towards filling skills gaps by a compensating
acquisition strategy. Obviously motives and strategies in a firm could also be mixed, but results
from Chapter 4 indicated that most firms tend to follow one of the two alternatives. I will here
investigate whether firms revealing low and high market performance are different regarding
their choice of acquisition strategy.

In the second survey study (study 3 in Table 3:1), the meaning of the two acquisition strate-
gies was described to the respondents. They were then asked to state which of these two
strategies best described the firm’s behaviour during the recent three-year period. Out of 51
respondents, 22 reported that a complementing strategy was predominant, 18 that a com-
pensating acquisition strategy best described the firm’s behaviour, 10 that they had utilised
both acquisition strategies to a similar extent, while one small firm reported that they had not
acquired any competence at all during the studied three-year period.102 Excluding this last firm
from further analysis, I then investigated how different acquisition strategies related to the
firms’ market performance. A firm that in order to strengthen its competitiveness had acquired
external competence in order to compensate for lack of own competence was classified as
following a ‘compensating’ acquisition strategy. A firm adding external competence to its
already present, internal competence was consequently regarded as following a ‘complemen-
ting’ strategy. Firms that to a similar extent utilised both strategies were finally classified as
utilising a ‘combination’ of a compensating and a complementing strategy.  The results for
firms revealing low and high market performance respectively are reported in Table 6:1.

Acquisition strategy perceived by No. of firms by performance % of firms by performance

                                                            
102 For more details on this question, see also Appendix 3.
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the owner-manager to dominate the Low       High All Low       High All
specific three-year period N=32    N=18 N=50 N=32    N=18 N=50

 ‘Compensating’ 16             2 18 89           11 100
 ‘Complementing’ 11           11 22 50           50 100
 ‘Combination’   5             5 10 50           50 100

Table 6:1.  Acquisition strategy by market performance (n=50)

The results in Table 6:1 reveal that low- and high-performing firms to a similar degree seem to
utilise both a complementing acquisition strategy and a combination of a complementing and a
compensating strategy. The utilisation of a compensating acquisition strategy, however, seems
to be significantly higher among firms revealing low market performance. Excluding firms that
utilised a combination of a complementing and a compensating acquisition strategy, and then
comparing low- and high-performing firms’ orientation towards a compensating acquisition
strategy, also revealed a high level of significance (p<0.005). This implicates that low-
performing firms are more oriented towards a compensating strategy, where filling skills gaps
by utilising different external competencies compensates for the lack of own resources.

According to my previous discussion, a complementing acquisition strategy can per definition
be related to another type of internal competence than a compensating acquisition strategy. A
firm in possession of more in-house competencies can be expected to orient towards adding
external competence to its existing in-house competencies, and hence to fill skill shortages by a
complementing acquisition strategy. A firm with limited in-house competence is in a similar
way expected to fill skills gaps by utilising a compensating acquisition strategy. In Chapter 4 I
utilised the firm’s formal level and range of its in-house competencies as an indication of its
factual competence, and found that small manufacturing firms utilising a compensating
acquisition strategy generally and significantly revealed a narrower scope of in-house
competencies. Based on the assumption that competence is reflected by the level and range of
educational qualifications in a firm, firms utilising a complementing acquisition strategy can be
expected to expose both a higher degree of formal education and a broader range of in-house
competencies. The issue here is then whether firms revealing low and high market performance
are different regarding their formal education level and range of educational qualifications.

The method utilised to measure the range of competencies above builds on a rough division of
employees holding degrees in technical fields, business administration, and a third group rep-
resenting other fields of education respectively. This educational diversification was measured
on a scale 1-3, where 1 = only one type of competencies (technical, business administration, or
other) represented; 2 = two competence areas represented; and 3 = three or more compe-tence
areas represented in the firm. I accordingly here utilise the same methodology as in Chapter 4
(section 4.1). The results are presented in Table 6:2.

       Mean values            Market performance Sign
Low; n=33 High; n=18 T-test
Mean SD Mean SD

      Level of education 2.7 0.777 2.8 0.618   n.s.
Educational diversification 1.9 0.619 2.3 0.686 0.051
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Tab 6:2  Internal education level and educational diversification/range related to market
performance103

Comparing firms by their market performance reveals no significant difference between the
groups of firms regarding their level of educational qualifications. The range of in-house
competencies represented in the firms was, however, significantly (p<0.1) different: Firms with
a less favourable market performance were found to have a narrower range of in-house
competencies.

Recognising that by far the most common group of employees holding higher degrees in small
manufacturing firms here is represented by different categories of engineers, I investigated in
more detail the level of education among technical staff in the survey firms. Utilising a
classification of firms by their qualification level suggested by Olsson and Winell (1987), the
national statistical board in Sweden (SCB) categorised each firm in the survey study by two
different measures:

1. Percentage of employees with at least a degree from a technical college/upper secondary
school (SNI-codes 43-47)

2. Percentage of employees with a technical degree from university (SNI-codes 45-47).

The methodology utilised for categorisation builds on a comparison of specific firms with the
total average for domestic industry in Sweden. Firms where the share of employees holding
technical degrees exceeded the total average in Swedish industry regarding both the measures
depicted above were categorised as A-firms; firms where one of these measures exceeded the
national mean as B-firms; and firms where both measures were below the national mean as C-
firms. The categorisation was founded on the most recent data available at SCB (data referring
to 1995), where SCB was able to identify 47 out of the 51 survey firms in the second survey
study in their data-base. These 47 firms consisted of 25 firms previously classified as low-
performers, and 22 firms revealing high market performance.104 Utilising the categorisation in
A-, B- and C-firms to compare low- and high-performing firms gave the following results:

Classification by No. of firms by performance % of firms by performance
qualification level Low      High All Low       High All

N=25    N=22 N=47 N=25     N=22 N=47

‘A-firms’ 11          10 21 52           48 100
‘B-firms’   9          10 19 47           53 100

                                                            
103 Level of competencies was measured as education level on a scale 1-5, where 1 = primary school level; 2 =
level 1 + short courses/vocational training; 3 = upper secondary school level; 4 = level 3 + short courses/
vocational training; 5 = university level.
104 Since the data SCB utilised for this comparison refers to 1995, I here used the first classification of firms in
high- and low-performing firms utilised in the first survey study. This is hence the reason to why, for example,
the number of high-performing firms is somewhat higher here than in tables 6:1 and 6:2. For more details on
this subject, see Chapter 3 (section 3.6).
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‘C-firms’   5            2   7 71           29 100

Tab 6:3.  Survey firms distributed in competence categories by market performance (n=47)

Neither does this exercise reveal any major differences between the two groups of firms. Both
the low- and the high-performing groups hence reveal similar degrees of A- and B-firms. Only
concerning C-firms does a more marked difference appear. This difference however builds on a
very limited number of firms (7), where the high-performing group is represented by only two
firms. The limited empirical base hence does not allow us to draw any conclusions regarding
how competence level relates to firms’ market performance.

Instead, the result supports the finding that the level of formal educational qualifications does
not distinguish firms by market performance. As already noticed, one might object to the
simplification of using education level and range as a measure of firm competence, referring to,
e.g., Nordhaug’s (1993) definition of competence as “composites of knowledge, skills, and
aptitudes that are applicable in work” (p. 71). The result, however, gives one reasonable
explanation for the differences revealed regarding acquisition strategies. Referring to the
results presented in Table 4:2, the evidence indicates that firms with a limited range of own
competencies are more obliged to acquire external competencies in order to compensate for
the lack of own resources, and reveal a poorer market performance. Firms with a broader
range of in-house competencies procure external competence in order to complement their in-
house resources, a strategy related to a better market performance. High-performing firms thus
tend to orient towards a complementing acquisition strategy, while firms revealing a low
market performance orient towards a compensating acquisition strategy. In the previous
chapter this was illustrated by the high-performing ALPHA’s orientation towards a
complementing acquisition strategy, while GAMMA, revealing a poorer market performance,
was found to utilise a compensating acquisition strategy. The choice of acquisition strategy is
primarily related to the range of in-house competencies. The level of small manufacturing
firms’ formal educational qualifications hence does not distinguish small manufacturing firms
by market performance.

The results address the question whether required competencies should be acquired or
developed. Previous studies (e.g. Jarillo, 1989; or Daft et al, 1988) often seem to imply a ‘the-
more-the-better-strategy’ regarding a small firm’s interaction with its environment. This
concept is in its extremes adopted by the ideal virtual organisation mastering different combi-
nations of external competencies (Hedberg et al, 1994; Welles, 1993), and thus challenging the
idea that in-house competencies represent the road to better company performance. Other
studies (e.g. Huselid, 1995; or Bartel, 1994) on the other hand suggest that there is a clear
relation between a firms investments in its in-house resources and company performance, and
that a firm thus benefits from developing its in-house competencies. Evidence questioning this
dichotomic reasoning has, however, also been presented. In a study of technological
development in 123 Swedish SMEs, Håkansson (1990) found that an external degree of about
50% seemed to relate to high profit and sales growth. This, in turn, would suggest that a firm’s
performance benefits from a strategy that balances the contributions of in-house and external
competencies. The results from this study, then, indicate support for this latter view: A firm’s
market performance seems to be promoted by adding external expertise to in-house
competencies already present in the firm by the utilisation of a complementing acquisition
strategy.
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6.3  Acquisition of external competence

In Chapter 4, results regarding how small manufacturing firms acquire external expertise were
reported. I there specifically investigated the importance of (as perceived by the owner-
manager), and the frequency of, contact with different external parties. The results revealed
that the firms’ vertical partners (customers and suppliers) also represent their most important
sources of external competence. In firms that had organised a professional board of directors,
external board members were perceived to be even more important for the firms competitive-
ness. Specific knowledge centres such as universities and other educational institutions,
research institutes, employer and trade organisations, were generally perceived to have very
limited importance, and generally also revealed the lowest contact frequency.

Here I will specifically address whether there are any differences between firms revealing low
and high market performance regarding how important they perceive different external actors
to be. I will moreover investigate whether there are any differences regarding contact frequen-
cy with these parties that can be related to firms’ different levels of market performance. To do
this I will utilise the same empirical data and the same methodology that I used in Chapter 4.
The importance of different external competencies, as perceived by the firms’ managers, was
here referred to the importance for the firm’s competitiveness. I utilised the same scales to
measure contact frequency and perceived value and then in a similar way as in Figure 4:1
plotted the results on a diagram, now separating firms with high and low market performance.
I then transferred the plotted results to a simple matrix by separating low- and high-frequency
contacts, and relations perceived as having low (less important) and high (important) signifi-
cance for the firms’ competitiveness. Eventually I utilised t-tests to investigate whether the
factual results on perceived importance of, as well as contact frequency with, each external
party revealed any significant differences between the two groups of firms. The results are
reported in figures 6:1 and 6:2.

Evident from figures 6:1 and 6:2 is that suppliers, banks and auditors seem to play a different
role in firms revealing low and high market performance. This suggestion was more specifi-
cally tested by measuring the degree of statistical significance between the two groups regar-
ding frequency and perceived value. The t-tests revealed that high-performing firms to a signi-
ficantly higher degree acknowledged the value of their co-operation with their bank contact
(p<0.005) and the firm’s auditor (p<0.1). Perhaps even more interesting were the results
referring to the firms’ suppliers. Suppliers were perceived as important competencies by both
low- and high-performing firms, but high-performing firms revealed a significantly (p<0.1)
higher contact frequency with their supplying firms. When utilising the scale 1-3 illustrated in
Figure 6:1 (the A-B diagonal) to measure the composite factor of contact frequency and
perceived value, competitors also turned out to differentiate the groups of firms: SMEs with
high market performance scored significantly (p<0.1) higher.

       B
Impor-      External board              Customers               External board        Customers
tant           members                        members        Suppliers
                 Suppliers                        Banks

                      Auditors

                    2    3
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                 Colleagues105        1    2                       Competitors
Less          Consultants                       Colleagues
impor-      Banks, auditors                       Consultants
tant           Competitors                       Universities
                 Authorities, Univ.106                       Other schools
                 Organisations107                       Authorities
                 Other schools108                       Organisations

A
          Low-frequent      High-frequent                                  Low-frequent              High-frequent

Fig 6:1  Contact frequency and perceived             Fig 6:2  Contact frequency and perceived
             importance, low-performing firms                         importance, high-performing firms

It is notable that external competencies providing financial expertise (banks and auditors)
were perceived to be more important by firms revealing a better market performance. One
reasonable explanation behind this phenomenon could be that sales growth per se implicates
the growth of a firm, and hence a more substantial need for financial resources and financial
expertise than a stable, status-quo situation. The higher contact frequency with suppliers
among high-performing firms can be interpreted in different ways. As earlier revealed by the
case-studies (section 4.2.1.1), suppliers often also have other functions than the ordinary
function of delivering goods or services, and may act as both competence brokers or market or
technology informants to the firm. Building on the result from the case studies, one could
hence suspect that the higher contact frequency depicts a more frequent exchange of, for
example, knowledge and information.109 The result that also competitors distinguished firms by
market performance indicates that high-performing firms, being more in touch with their
competitors, in this specific respect are more market-oriented.

Concluding the findings in this specific respect, I found four different external parties repre-
senting two different competencies to distinguish SMEs with low and high market perfor-
mance:

• Two external actors providing market and technological information (i.e. suppliers and
competitors),

• Two external actors providing financial expertise and back-up (i.e. banks and auditors).

Utilising Håkansson’s (1990) distinction between ‘horizontal’ and ‘vertical’ partners or
competencies I accordingly find that horizontal competencies (i.e., competencies not directly
involved in the vertical process spanning from supplier to customer) seem to play a more
important role for a firms market performance than has previously been realised. The results
support the suggestions of Gelsing (1992) and Belotti (1996) to separate business and
knowledge networks when analysing the importance of external competencies.

6.4  Development of in-house competence

6.4.1 Distribution of methods for competence development

                                                            
105Other firms or company managers besides firms categorised as suppliers or customers
106Universities and research institutes
107Employer and branch organisations
108Upper secondary schools and vocational training organisations
109 The empirical data presented here, however, only tell us that the contact frequency is higher, and nothing
about the content of these more intensive contacts.
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In Table 4:6 results regarding the distribution of different methods for developing in-house
competencies in small manufacturing firms were presented. By comparing how firms revealing
low and high market performance respectively utilise these methods, we may receive one piece
of evidence on whether low- and high-performing firms are different regarding what kind of
methods they utilise to develop their in-house competencies. Percentages of low- and high-
performing firms that during a three-year period utilised different methods for competence
development are presented below.

Method              Market performance Sign.level
  LOW (n=27)  HIGH (n=25) (t-test110)
% of SD % of SD
firms firms

Visiting expos/trade fairs 78 0.576 84 0.578 n.s.
In-house training courses 74 0.447 84 0.374 n.s.
External courses 59 0.204 76 0.206 n.s.
Work rotation 70 0.465 64 0.490 n.s.
Study visits outside firm’s location 59 0.817 56 0.817 n.s.
Delegation 59 0.501 52 0.510 n.s.
Financed professional literature for study after work 52 0.509 44 0.507 n.s.
Permitted/encouraged study of professional literature
  during working hours 44 0.506 44 0.507 n.s.
Personal development meetings/career planning 30 0.465 40 0.500 n.s.
Regular meetings with employees incl. education 18 0.396 40 0.500 *
Tutor/mentor for newly-employed 18 0.396 40 0.500 *
Recruitment of personnel with competence new for the firm 15 0.362 44 0.507 **
Study visits at the same location 18 0.396 36 0.490 n.s.
Co-operation with external competence in order to develop
  internal competence 22 0.640 28 0.639 n.s.
Project work   7 0.267 32 0.476 **
Competence development linked to salary by e.g. a bonus system 11 0.320 24 0.436 n.s.
Appointments   4 0.192 20 0.408 *
Participation in network(s)   4 0.192 20 0.408 *
Senior tutor/mentor for employees   7 0.267 12 0.332 n.s.
Temporary work in other firm   7 0.267   4 0.200 n.s.

Tab 6:4  Distribution of methods for competence development distinguishing small manufac-
turing firms by market performance (percentage)

A majority of both high-performing and low-performing firms use a number of methods for
competence development, and there initially appear to be no systematic differences between
the groups. The use of some of the methods differs, however, between the groups in a signi-
ficant (p<0.05) way. “Recruitment of personnel with competence new for the firm” and
“project work” are methods that are more common among high-performing firms. These firms
also tend to use some of the other methods to a greater extent than the low-performing firms,
but the results of the t-tests show a less satisfying level of significance (p<0.1). These met-hods
are “participation in networks”, “appointments”, “regular meetings with employees”, and
“tutor/mentor system for new employees”. None of these methods are used by the majority of
high-performing firms; for example, only 20% of the firms use “appointments” and
“participation in networks” as methods to develop internal competencies.

Excluding methods used by only a limited number (fewer than ten) of the firms, in Chapter 4
(Table 4:8) I identified three groups of methods for internal competence development. These
three groups of methods revealed a high degree of internal correlation, i.e. a high frequency of
                                                            
110 **Significant on the level p<0.05; *significant on the level p<0.1; n.s. = no significant difference
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utilisation of one specific method correlated with a high frequency regarding other methods in
the same group. These groups of methods also differed with respect to their degree of
management involvement in the process of developing competence, and their normal frequency
of management evaluation and follow-up. Regarding their general features, the three groups of
methods were characterised either as methods facilitating individual learning (FIL-methods),
distributing occasional learning (DOL-methods), or providing the opportunity to work-related,
continuous learning (by using WRCL-methods). FIL-methods according to Table 4:8 include
study of literature during or after working hours and visiting expos and trade fairs in order to
develop competence. DOL-methods are in-house and external courses, and study visits outside
the firm’s location. WRCL-methods, eventually, consist of regular meetings with employees
including elements of education, personal development meetings and career planning, and
project work.

In Chapter 4 I found that FIL-methods had on average been utilised by 58% of the surveyed
small manufacturing firms, that DOL-methods had been used by 68%, and that WRCL-
methods were on average utilised by 28% of the firms during a three-year period. The issue
here is whether the utilisation of these groups of methods distinguishes firms by their market
performance. In order to answer this question, new variables representing the aggregated
groups of methods have been related to performance. Here too, significant differences between
firms exposing high and low market performance are depicted:

Group of methods                                                                             Corr.                                         Sign./t-test
Facilitating individual learning -.007 n.s.
Distributing occasional learning .077 n.s.
Work-related continuous learning .252 **

Tab 6:5  Groups of methods for competence development distinguishing small manufacturing
   firms by market performance (** significant on the p<0.05 level; n.s. = no significant difference.
N=52)

The result reveals that only methods classified as “work-related continuous learning” could be
related to market performance (p=0.041). Neither the utilisation of “facilitated individual
learning” nor “distributed occasional learning” revealed any significant difference between
high- and low-performing SMEs. The results accordingly suggest that the utilisation of
methods previously understood to specifically develop explicit knowledge does not distin-guish
SMEs with low and high market performance respectively. What however seems to ‘make a
difference’ is the utilisation of methods aiming at developing ‘know-how’ and more implicit or
tacit knowledge in a firm. These methods are characterised by being more process-oriented,
on-the-job training methods, and normally integrated in daily work. Recognising that also a
more frequent utilisation of methods such as tutor systems for new employees, appoint-ments,
and participation in networks (not included in any group in Table 6:5 above) besides
characterising high-performing firms, supports the presumption that on-the-job training
methods integrated in daily work ‘make a difference’ when comparing firms by their market
performance.

It is notable also that recruitment of new (for the firm) competencies turned out to distinguish
firms by market performance. Recruiting new competencies logically broadens the range of
skills a firm can supply through its in-house resources. A firm with a broader range of in-house
competence was earlier found to be oriented towards a complementing acquisition strategy and
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a more favourable market performance. The  result that high-performing firms recruit more
new competencies accordingly supports my previous findings regarding how low- and high-
performing firms acquire external competence, and how this in turn is related to the firms’ in-
house competence structure.

In Chapter 4, I also analysed investments in developing in-house competencies by using the
management-control matrix developed in Chapter 2 (Figure 2:4). When applying this ana-
lytical framework to investigate differences between low- and high-performing firms, no
significant differences however occurred.

The results depicting the utilisation of different methods for competence development in firms
revealing low and high market performance respectively indicate important differences between
the two groups of firms. The results however do not tell us anything about how much they
actually utilise or invest in different groups of methods; nor how these investments are
distributed across different staff categories. These questions were specifically addressed in the
in-depth case studies of the four small manufacturing firms.

6.4.2  Investments in competence development

As reported in previous chapters, I was able to identify striking differences between firms when
comparing how the case-study firms invested in developing their in-house competence. By
comparing the market performance of each case-study firm to its line of industry, I have
already established in Chapter 3 that ALPHA ‘here stands out as the only representative of
firms with high market performance’. Even if the four case-study firms represent a poor soil of
empirical data suitable for comparing high- and low-performing firms, I will nevertheless take
results from the case studies as a point of departure to analyse whether low- and high-
performing firms invest differently in competence development. In the previous chapters I
accordingly found that the high-performing ALPHA, when compared to the other case-study
firms revealing a poorer market performance, was characterised by

• higher investments in developing in-house competencies (p<0.1),
 
• a more extensive utilisation of different methods for in-house competence development.

ALPHA invested significantly (p<0.1) more in developing the firm’s in-house competen-cies
by methods facilitating individual  learning  and methods integrated in daily work (See
Figure 4:3),

 
• investments in competence development targeting different categories of in-house staff in

the firm. While other case-study firms often limited their investments to addressing only
specific categories of staff (normally ‘the office’), ALPHA hence distributed its investments
on all the investigated categories of staff including the shop-floor level.

These results suggest that high-performing firms invest both more and in a different way than
low-performing firms do. The survey study result that firms revealing high market perfor-
mance also to a larger extent utilised especially WRCL-methods to develop their in-house
competence supports the suggestion that high-performing firms also invest in competence in a
different way. Is then the finding from the case studies that high-performing firms also invest
more in competence development supported by the study’s survey data?
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In the survey study of 52 manufacturing firms, the respondents were asked to state their mean
annual investments in competence development during the recent three-year period. The
investments in competence development were then related to the firms market performance.
The results indicated a weak but positive correlation (0.280) between investments and sales
performance. Mean investment in competence development for the high-performing group was
2.1% of annual turnover (0.9% if one very high-investing firm was excluded), as compared to
0.6% for the low-performing group. Median investments for the studied three-year period
were 0.6% and 0.3% for high-performing and low-performing firms respectively. The
differences between firms with low and high market performance were, however, not
statistically significant. Referring to the finding that high-performing firms to a higher degree
utilised work-related methods involving a high degree of not always visible investments in
terms of money and time, it is reasonable to suspect that the results underplay the differences
regarding the actual size of investments in high- and low-performing firms respectively.
Process-oriented methods, normally integrated in daily work, are by nature more discrete than
methods such as courses, study visits, expos/trade fairs and literature, and this for two reasons:
(1) the size of the investment in competence development is most often not explicit, and/or (2)
the integration in daily work per se implicates less internal advertising and acknowledgement.
Besides the suspicion that the level of actual investments in competence development is
generally underestimated, I hence have good reason to believe that the differences between
low- and high-performing firms in this respect are more significant than indicated by the results
from the survey study.

To conclude, the comparison of low- and high-performing firms indicates that firms revealing a
more positive sales growth utilise more WRCL-methods, and that they generally seem to invest
more in developing their in-house competence. Results from the case studies moreover suggest
that these investments are more distributed among organisational members than in firms
revealing a poorer market performance.

6.5  Concluding discussion

This chapter has dealt with differences between firms revealing low and high market perfor-
mance regarding how they plan, acquire and develop competencies. The firm’s competence
planning, manifested by its acquisition strategy, was here found to significantly distinguish
firms by market performance. Low-performing small manufacturing firms were hence found to
orient more towards a compensating acquisition strategy, implying that they by their external
competence acquisition fill in-house skills gaps and thereby compensates for the lack of own
in-house resources. This difference is reflected in low-performing firms by a significantly
narrower range of in-house competencies.  While the range of in-house expertise thus
distinguished low- and high-performing firms, I found no evidence that the level of formal
educational qualifications should also ‘make a difference’. This is per se an interesting finding.
When specifically addressing differences between low- and high-performing firms’ acquisi-tion
of external competence, results from the survey study have revealed that high-performing firms
value their bank contact and their auditor higher than low-performing colleagues do. High-
performing firms in the survey study also displayed a more intensive relation towards their
suppliers and competitors. These results can be related to other studies investigating the
importance of external information and advice in small firms. Jarillo (1989) demonstrated that
small firms revealing a high growth rate made more use of external resources than low-growth
firms did. In Storey (1994), five different small-business studies were examined. Three out of
these five indicated that high-performing firms were more inclined to use external advice and
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information provided by accountants, bankers, consultants, etc., as compared to low-growth
firms. Storey moreover reported that “the low-growth firms seem to have the poorest under-
standing of their competitors” (p. 152), indicating that low-performing firms, at least in this
specific respect, are less market-oriented. The results from this study are hence well in line
with findings suggested in previous research.

I have here also analysed how different methods and groups of methods are utilised by
different SMEs, and have been especially interested in whether this utilisation distinguishes
firms with low and high market performance. For this purpose I have used the
FIL/DOL/WRCL-typology to investigate the kind of competence different groups of methods
address, as well as the degree of management involvement and follow-up. ‘Utilisation’ was
measured in terms of distribution among firms and individuals (respondents and categories of
respondents in case-study firms), as well as level of investments across firms (financial
investments, average time investments) and individuals (time investments). I will here conclude
the results following these different themes.

According to the results from the survey study, networking and appointing people to new
positions are significantly more commonly distributed among firms exposing high market
performance. More commonly used as means for competence development and significantly
distinguishing low- and high-performers are also tutor/mentor systems for new employees,
recruitment of new competencies, project work, regular meetings with employees,
appointments, and participation in different networks. The majority of these methods are
characterised by being integrated in daily work and performed on-the-job. By grouping
different and common methods into methods “facilitating individual learning” (FIL),
“distributing occasional learning” (DOL), and methods oriented towards “work-related,
continuous learning” (WRCL), more significant differences between high- and low-performing
firms were revealed. The results of the study hence showed that high-performing firms to a
significantly higher degree have utilised work-related methods oriented towards continuous
learning, such as

• regular meetings with employees including elements of education,
• project work in order to develop competence, and
• personal development meetings and career planning.

The FIL/DOL/WRCL-typology can in turn be related to different categories of competence.
The results suggest that methods specifically aiming at developing a firm’s tacit or implicit
knowledge distinguish firms by their market performance.

From the case studies it was obvious that the high-performing ALPHA invested significantly
more time in competence development than the other case-study firms that revealed low or
medium sales performance. Results from the survey study indicated that high-performing firms
also financially invested more in competence development. The evidence accordingly suggests
that there is a relation between the size of a firm’s investments in competence development and
its market or sales performance.

Building on the typology developed for depicting differences regarding distribution of methods
across firms (the extended FIL/DOL/WRCL-typology in Tab 4:9) it was obvious from the case
studies that the high-performing ALPHA invested more in all three groups of methods, and
significantly (p<0.1) more in methods facilitating individual learning (FIL) and methods
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oriented towards work-related continuous learning (WRCL). The results suggest that
differences by market performance to a large extent are related to the general level of invest-
ments in competence development.

The results of this study accordingly support that competence development ‘really does make a
difference’ (Jones and Hendry, 1992), and also second the suggestion of Levinthal and March
(1993) that ‘learning generally increases average performance’. It is obvious that high-
performing firms in this study invest more in developing in-house competencies. To some
degree they also invest in a different way. Results from the case studies revealed considerable
and significant differences across individuals and categories of staff regarding the size of their
investments in competence development. Added to the general results presented in Chapter 4 -
that white-collar staff invest substantially more in developing their professional competence
than employees on the blue-collar level do - the high-performing ALPHA to a significantly
higher degree seems also to involve the shop-floor level in its investments in developing in-
house competence. The result that continuous on-the-job training methods distinguish low- and
high-performers, and that a firm’s performance benefits from involving different (if not all)
categories in the organisation in developing their competencies, is well in line with learning
organisation literature (see e.g. Argyris, 1993; or Casey, 1993). Notable is that individual
learning after work - “voluntary”111 and formally unpaid study of literature off-the-job - is a
distinctive characteristic of the high-performing ALPHA, suggesting that this also could be an
important feature characterising high-performing organisations in general. This suggestion was
however not confirmed by the survey-study results presented in Table 6:4.

The strength of the evidence produced is, however, not unobjectionable. Recognising that the
survey study addressed if (and not how) small firms have utilised different methods for com-
petence development during a three-year period, the results depicting how-questions to a large
extent are based on the limited empirical base generated from case-studies. Referring to the
concept that tacit knowledge conditions a vital part of a firms competitiveness (Bessant and
Buckingham, 1993; Hörte, ed., 1995), and that this kind of resources is not easily duplicated
by competitors (Hörte, ed., 1995), we here obviously address a field that still could be
characterised as a “slippery subject” (Penrose, 1959). Lacking adequate measures and tools for
quantifying competence variables and phenomena, it seems reasonable that new findings in this
field to a substantial degree are - and for considerable time to come will be - dependent on
case-studies and qualitative approaches.

I now broaden the comparison of low- and high-performing firms to include more contextual
variables. Instead of building on the delimited frame of reference in Figure 2:5, I will in the
next chapter recur to the more extended framework in Figure 2:6.

                                                            
111I am aware of the fact that the degree of voluntariness in reality can be called in question.
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To open a business is very easy;
to keep it open is very difficult.
/Chinese proverb

7.  DIFFERENCES FROM A BROADER PERSPECTIVE
- A MARKET  PERSPECTIVE
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    The previous chapter focused on
differences between low- and high-
performing firms’ competence
planning, competence acquisition
and competence development,
building on the more delimited
framework in Figure 2:5. In this
chapter a broader approach is
employed to investigate whether
different contextual factors both
in-house and external to the firm
distinguish firms by their market
performance. The point of depar-
ture is, as in Chapter 5, the extended framework in Figure 2:6. I here specifically
elaborate on whether different perceptions of market needs, market turbulence
and firm competitiveness distinguish firms revealing a favourable and less
favourable sales performance. I also here investigate whether the studied low-
and high- performing firms expose different strategic orientations.
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7.1  Perceptions of market need and company competitiveness

Hill (1993) suggests that a firm’s strategic management tasks should be oriented towards
fulfilment of customers’ needs - to fill the specific market’s qualifying and order-winning
criteria. According to Storey (1994), small firms exposing a higher growth rate are more
successful in making market-related adjustments than other firms, indicating that a firm’s
sensitivity of hearing is a success factor. After reviewing several studies that have specifically
addressed factors behind company growth, Storey also concluded that high-growth firms were
more often oriented towards ”particular niches or segments where they can exploit a
competitive advantage which they have” (p. 154).112 A firm’s competitive advantage is here
                                                            
112 See also Ylinenpää (1988), where similar results from a study of small manufacturing firms in Sweden were
revealed.
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understood to be manifested by its products and services, the process of manufacturing these
products and services, and (or) the way in which a firm communicates with its market. A
higher degree of competitive advantage regarding factors that are important to the specific
market is also understood to implicate a better market performance.

Building on this understanding, it is most relevant to elaborate on firms’ understanding of
market needs. I will here investigate whether small manufacturing firms exposing low and high
market performance perceive market needs (and later also other factors) in a different way.
The underlying rationale behind such investigations is to try to relate differences regarding
market performance to other variables referring to the frame of reference in Figure 2:6. The
purpose here is accordingly not to try to establish any kind of causal relations between these
different variables.

Several of the results presented in this chapter depict different perceptions held by company
managers, or differences when comparing with the opinions of the firms’ customers. I have
previously, in both Chapter 2 and 3, discussed the relevance of recognising such subjective
perceptions, since these may be understood to form the base for both managers’ and
customers’ decision-making. How a firm comprehends customer needs on the specific market
in which it operates is hence understood to affect the firm’s strategies and activities regarding
what kind of products or services to produce, how to produce them, and how to communicate
with existing and potential customers. This understanding of market needs is then anticipated
to relate to a firm’s market performance. Storey (1994) on this specific discussion concluded
that ”subjective estimates on the part of firms …  may tell the researcher as much about the
firm’s own understanding of their market-place as anything else” (p. 152). I hence find it very
relevant to recognise such ‘subjective measures’ when trying to develop a better understanding
of differences between firms revealing a favourable and less favourable market performance.

In order to investigate whether managerial perceptions of market needs distinguished firms
with low and high market performance, I utilised a specific question in the first survey of 52
manufacturing small firms (study 2 in Table 3:1). This question utilised a pre-defined list of
different product, process and marketing factors developed from both previous studies and
referring to the results of the pilot study (study 1 in Table 3:1). I formulated the question in the
following way: what factors are generally important and less important for competitiveness on
the firm’s specific markets? A number of variables related to the products, processes and
marketing of the firms were utilised (see also Appendix 2). The manager of each firm was
asked to state the importance of each variable on a scale ranging from 1-5, where 1 = ‘not
important’ and 5 = ‘order-winning’. A high value indicated that the manager of the firm
perceived the factor to be important when customers decide to establish a business relation
with the firm. The variables used and the results from this specific question are depic-ted in
Table 7:1, comparing mean values for low- and high-performing firms respectively:
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Factor                                                                               Market performance        Signific.  Correla-
LOW (n=27) HIGH (n=25) (T-test) tion (Spear-

                                                                             Mean    SD                   Mean    SD                                      man rho)
Product performance (functions, efficiency) 3.8 0.765 4.3 0.845 .089 .276
Product flexibility (functions, variants) 3.7 0.657 3.8 1.020 n.s. .156
Product quality (reliability, life span) 4.0 0.624 4.7 0.470 .000 .531
Product design/image                                            3.3       1.249               3.5       0.981                n.s.                .132
PRODUCT FACTORS                                          3.8                               4.0                               n.s.                .262
Delivery reliability 4.4 0.804 4.2 0.884 n.s.   -.120
Delivery speed/flexibility 4.4 0.758 4.0 0.999 n.s.   -.209
Distribution 3.2 1.285 2.9 0.869 n.s.   -.168
Price/costs                                                             4.0       0.871               4.2       0.850                n.s.                .162
PROCESS FACTORS                                           4.0                               3.8                               n.s.               -.119
Established relations with customer(s) 4.4 0.651 4.3 0.637 n.s.   -.091
Marketing and sales organisation 3.4 0.722 4.2 0.917 .002 .438
After-sales services and support, guarantees          3.7       0.852               4.1       0.584                .059              .256
MARKETING FACTORS 3.7 4.2 .008 .385

Tab 7:1. The importance of different variables in winning orders on the market - a comparison
by market performance (n=52)

On an aggregated level (product, process and marketing factors level), ‘marketing factors’
turned out to distinguish firms by market performance: firms with high market performance
perceive a firm’s marketing to be more important for the firm’s competitiveness than low-
performing firms do. Decomposing the aggregate factors into more specific variables, we find
that ‘product quality’ and ‘marketing and sales organisation’ to a considerable degree correlate
with market performance, and in an significant way (p<0.005) distinguish firms by their market
performance. Also, perceived importance of ‘product performance’ and ‘after-sales services’
significantly (p<0.1) distinguishes low- and high-performing firms.113 High-performing firms
accordingly to a significantly higher degree regard a firm’s marketing (the firm’s marketing and
sales organisation, and the firm’s after-sales services and support) as well as its products (in
terms of product quality and product performance) to be more important for developing a
competitive advantage. Notable also is the result that process factors such as delivery speed,
flexibility and reliability, as well as the firm’s production costs, were perceived to be important
by both groups of firms, and did therefore not distinguish the two groups of firms by their
market performance.

How then do these more general perceptions of factors important for competitiveness
correspond to how each owner-manager specifically perceives his/her own firm’s competitive-
ness? In order to investigate this, in the same survey study I also asked the respondents to
estimate their own competitiveness as compared to their most important competitors by
utilising the same pre-defined list of factors. Each owner-manager then indicated the
competitiveness of his/her own firm on a 1-5 scale, where 1 = ‘much worse’ and 5 = ‘much
better’. The results thus revealed are reported below in Table 7:2.

                                                            
113These results, as well as the results in Table 7:2, were re-tested in the second survey, comparing 33 low-
performing firms with 18 high-performing firms. The results revealed similar significant differences.
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Factor                                                                               Market performance        Signific.  Correla-
LOW (n=27) HIGH (n=25) (T-test) tion (Spear-

                                                                             Mean    SD                   Mean    SD                                      man rho)
Product performance (functions, efficiency) 3.4 0.507 3.9 0.733 .014 .361
Product flexibility (functions, variants) 3.4 0.671 3.8 0.884 n.s. .155
Product quality (reliability, life span) 3.8 0.523 4.0 0.739 n.s. .118
Product design/image                                            3.0       0.459               3.9       0.990                0.001             .484
PRODUCT FACTORS                                          3.4                               3.9                               0.009             .299
Delivery reliability 3.9 0.641 4.0 0.735 n.s.   -.010
Delivery speed/flexibility 4.0 0.587 3.8 0.764 n.s.   -.210
Distribution 3.2 0.764 3.2 0.482 n.s.   -.041
Price/costs                                                             3.3       0.667               3.0       0.624                n.s.               -.224
PROCESS FACTORS                                           3.6                               3.6                               n.s.               -.099
Established relations with customer(s) 3.7 0.778 3.8 0.831 n.s. .027
Marketing and sales organisation 3.0 0.735 3.2 1.021 n.s. .118
After-sales services and support, guarantees          3.5       0.635               3.4       0.917                n.s.               -.119
MARKETING FACTORS 3.4 3.4 n.s.   -.016

Tab 7:2. Perceived own competitiveness compared to competitors’ (mean values) -
comparison by market performance (n=52)

As indicated by Table 7:2, high-performing firms have significantly higher confidence in the
competitive strength of their products when compared to low-performing firms. To have
superior product performance, design and image are important factors for improved sales
volumes. Storey (1994), reporting on previous research in the small business field, hence found
that the degree of technological sophistication was one feature of high-growth ventures. To a
significant degree this sophistication could be expected to be manifested by a firm’s products in
terms of their performance, design and image. Product quality is also perceived to be very
important, but that is also true for the less successful firms. Similarly to the results in Table 7:1,
neither here did process factors distinguish firms by their market performance.

To conclude the results depicted so far, Table 7:1 revealed significant differences regarding the
perceived and general importance of marketing factors. Firms with high market performance
thus perceived marketing factors, and especially the value of a firm’s marketing and sales
organisation, to be significantly more important than did firms with low market performance.
High-performing firms in this specific respect hence seem to be more market-oriented. This
result corresponds with the finding in the previous chapter that competitors in high-performing
firms scored significantly higher regarding a composite factor of contact frequency and
perceived importance. Also notable is the result that while firms with low market performance
perceive marketing factors to be less important than product and process factors, high-
performing firms express the opposite priority: marketing factors are here perceived to be more
important than both product and process factors. Also here we accordingly receive some
evidence that firms with high market performance are more market-oriented. This result is in
line with previous findings of Storey (1994), as well as several more normative suggestions in
the literature (see e.g. Drucker, 1985).

On the other hand, the results also indicated that high-performing firms perceived factors
specifically related to their products as significantly more important factors for their own
competitiveness and success in the market place. As depicted by the results in tables 7:1 and
7:2, high-performing firms seem to match a higher general priority on product factors (Table
7:1) with a firm-specific competitive advantage related to the firms’ products (Table 7:2).
There is, however, no similar match between perceived demand and perceived superiority for
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marketing factors. Instead, the results in Table 7:2 tell us that both high- and low-performing
firms seem to have rather low estimates of their own competitive strength in marketing. A
more competitive marketing organisation with developed customer relations and a higher
priority on the firm’s after-sales services could hence be expected to offer good opportunities
for improved market performance in small manufacturing firms.

7.2  Degree of market turbulence

The degree of market turbulence, as perceived by the company manager, could be assumed to
relate to a firm’s external acquisition and its market performance. There are several reasons for
market turbulence, e.g., general economic growth or decline, technological innovations, or
improved or deteriorated company competitiveness. Pettigrew et al (1988) demonstrated how
such trigger events outside the firm’s boundaries generally highlighted a need for new
competencies, and Daft et al (1988) found high-performing firms in turbulent environments to
utilise environmental scanning more frequent than other firms. A high degree of market
turbulence can accordingly be understood to have impact on firms’ competence development
and acquisition. As further illustrated by the longitudinal case-studies in Chapter 5, skills
shortages or skills gaps occurring as a result of market turbulence are normally and in a longer
perspective met by in-house competence development and/or recruitment of new competencies
to the firm. In a shorter perspective, an occurring skills shortage or skills gap implicates that
the firm acquires external competence on a more short-term basis.

Irrespective of its causes, high market turbulence normally seems to implicate an increase or a
decrease of a firm’s sales performance. The issue here is whether small manufacturing firms
exposing different degrees of market performance also perceive the degree of market
turbulence differently. This question was specifically addressed in the second survey study. The
respondents were here asked to estimate the level of market turbulence during the recent three-
year period as either ‘low/stable’, as characterised by ‘minor changes’ (intermediate), or as
‘high/turbulent’. Market turbulence here specifically referred to changes regarding market
demand, market competition or other external conditions affecting the firm’s specific
market.114 The results of the comparison of the degree of perceived market turbulence in low-
and high-performing firms respectively are presented below.

Degree of perceived       Firms by market performance All             % of firms by market performance
market turbulence Low High firms Low High

n=33 n=18 n=51 n=33 n=18

‘Low/stable’ (=1) 10   1 11 91%   9%
‘Minor changes’ (=2) 13   7 20 65% 35%
‘High/turbulent’ (=3) 10 10 20 50% 50%

Tab 7:3.  Perceived degree of market turbulence by market performance
The results indicate that firms revealing a more favourable sales performance generally
perceive their markets to be more turbulent. This is especially evident when focusing on the
numbers and the percentages of each group that perceive their markets to be ‘stable’. I then
utilised the three-grade scale depicted in the table to test whether the difference between the

                                                            
114 For more details on this question, see also Appendix 3.
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two groups was statistically significant, resulting in a p-value of 0.017. The results accordingly
depict a significant difference between low- and high-performing firms.

The results from this specific question were then utilised for grouping the survey study firms
into two new groups: Firms that had perceived a high degree of market turbulence versus firms
that had perceived a low degree of market turbulence. Firms that on the specific question
above characterised their own market(s) as ‘stable’ or characterised by ‘minor changes’ (n=31)
were referred to a new group perceiving a ‘low’ degree of market turbulence, while the other
firms were categorised as firms perceiving high market turbulence (n=20). I was now able to
identify four different subgroups of survey study firms:

• One high-performing group perceiving high market performance (n=10)
• One high-performing group perceiving low market performance (n=8)
• One low-performing group perceiving high market performance (n=10)
• One low-performing group perceiving low market performance (n=23)

I then used this categorisation to elaborate on some of the findings in the previous chapter. The
results presented in figures 6:1 and 6:2 revealed that two specific external competencies (banks
and the firm’s auditor) were regarded to be significantly more important by firms revealing a
more favourable market performance. Since I now have separated the firms both by market
performance and by the degree of perceived market turbulence, I was able to inves-tigate
whether the earlier depicted significant differences could also be related to different degrees of
market turbulence. The results from this extended comparison are presented below115:

Perceived value of:         Firms by market turbulence and market performance

Low market turbulence High market turbulence
Low       High Sign116 Low       High Sign
n=23      n=8 level n=10      n=10 level

Banks 1.5         2.0 n.s. 1.6          2.2 *
Firm auditors 1.5         2.0 n.s. 1.5          2.1 *

Tab 7:4. Important differences regarding perceived value of different external com-
         petencies between firms by market turbulence and market performance

The results in Table 7:4 reveal that the better performing groups’ higher valuation of the
expertise represented by banks and firm auditors derives from significant (p<0.1) differences
among firms perceiving a high degree of market turbulence. In environments characterised by a
high degree of turbulence it could be expected that it is more important to be in touch with the
firm’s accounts and the general financial situation of the firm. In such turbulent settings the
state of the firm’s assets and liabilities, its cash-flow and the firm’s possibilities to face shifting
market requirements by different types of investments should logically be more on a manager’s
agenda, as compared to a more stable situation. This also implicates that specific external
expertise in this field, such as auditors and banks, should become more important in more
turbulent settings. The results revealed in Table 7:4 however indicate a very weak support for
this kind of general suggestion. Instead the results reveal that it is high-performing firms
experiencing a high degree of market turbulence that regard their bank contact and their firm
                                                            
115 Perceived value on a scale 1-3. For more details, see section 4.2.1.
116 * = p<0.1; n.s. = no significant difference.
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auditor as significantly more important when compared to the low-performing group. This
difference can accordingly be understood to emanate from a combination of high sales growth
and high market turbulence. This specific combination can in turn be expected to implicate a
higher degree of change of the firm’s financial situation, and that the specific external expertise
a small firm normally utilises for its financial management becomes more important.

In the previous chapter I found low-performing firms to be oriented towards a compensating
acquisition strategy to a significantly higher degree. When utilising the degree of market
turbulence as an interjacent variable, I could here also establish that this significant difference
originated from firms perceiving a high degree of market turbulence. Filling skills gaps by
utilising a compensating acquisition strategy accordingly is significantly more common in low-
performing firms, and especially in low-performing firms experiencing a high degree of market
turbulence.

To conclude the results in this section, high-performing small manufacturing firms perceive
their markets to be more turbulent than low-performing firms do. The degree of market
turbulence has however also been found to be related other factors. The result that the firm’s
bank contact and the firm’s auditor in Chapter 6 were perceived to be significantly more
important in high-performing firms was here found to originate from high-performing firms
experiencing a high degree o market turbulence. Similarly, low-performing firms’ significantly
more common orientation towards a compensating acquisition strategy also derived from
differences between low- and high-performing firms perceiving a more considerable degree of
market turbulence. These findings to a large extent depict differences between how the owner-
managers of low- and high-performing firms perceive different factors and phenomena. I will
now extend the perspective to include customers’ perceptions of different market-related
factors by utilising and elaborating on some of the results from the case studies.

7.3  Comparing manager and customer perceptions

Hill (1993) distinguishes two types of criteria that can be applied when we want to analyse
why a customer buys a specific product. As discussed more in detail in Chapter 2, the
‘qualifiers’ are criteria that make the product one of those a customer chooses between, while
the ‘order winners’ are criteria that make the customer choose a specific product. Using this
distinction as a point of departure, I asked the managers of the case-study firms to define the
qualifying and order-winning criteria for each of their product families. I also addressed the
same questions to one of the most important customers of each product area. The classification
of order-winning criteria was made by the respondents as answers to open questions depicting
factors perceived as being most important. The answers were then ‘translated’ into
standardised criteria. The nominations of key customers were made by the company managers.
The parallel answers from the managers and the customers about the qualifiers and order-
winners made it possible to analyse the degree of conformity of the two perspectives.

Firm Product family Order-winning  criteria  according to
                            (subcontracting)               a) the company itself                         b) key customer             
ALPHA Industry PC’s Establ. relations Product function

After-sales Product design
Product quality Product quality

                                                                     Marketing                                         Product flexibility         
ALPHA Tailored Delivery speed Price

systems After-sales Product function
                                                                     Marketing                                         Product flexibility         
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ALPHA Software After-sales After-sales
Product function Product function
Product flexibility Product flexibility

                                                                     Establ. relations, marketing              Product quality             
BETA Comfort units for Price/costs Price. After-sales

air condition After-sales Product function
                                                                                                                              Product quality             
BETA Shop refrige- After-sales. Price/costs Product quality

rators Delivery speed & reliability Price
                                                                     Establ. relations                                                                     
GAMMA Masts Price/costs. Product function Price

Establ. relations Product flexibility
                                                                     Delivery reliability                            Product function           
GAMMA Metal frames Delivery speed Price. Product quality
                           (subcontr.)                         Establ. relations                                Establ. Relations          
GAMMA Support legs Delivery speed Delivery speed

(subcontr.) Establ. relations Delivery reliability
                                                                                                                              Price. Product quality    
DELTA Prefabricated Marketing. After-sales Price
                           houses                                Establ. relations                                Product quality             
DELTA Planing mill Price/costs Price. Delivery

(subcontr.) Establ. relations speed & reliability

Tab 7:5.   Order-winning criteria defined by owner-managers and key-customers 
respectively (product families in case-study firms)

According to the results in Table 7:5, the case-study firms’ owner-managers and their key
customers on each product area seem only to agree to a limited degree (one third of  all
criteria) when it comes to explaining why a company wins orders on the specific markets. The
factors that owner-managers and key customers agree upon are in Table 7:5 marked in Italics.
To some extent these results may be explained by differences regarding how response alterna-
tives are defined by the both groups of respondents. Some criteria could, despite the defini-
tions given during the interviews, have a similar meaning to individual respondents. For
example, “quality" and "product design", or “delivery speed” and “delivery reliability”, could
by respondents be perceived as having the same meaning. Despite these potential biases, there
appears to be considerable disagreement on factors deciding why products win orders on the
specific markets. There are, however, no main differences here between the high-performing
ALPHA and the other case-study firms indicating any relation to market performance.

The disagreement between owner-managers and key customers continues when we move on to
compare perceptions of factors constituting the specific firm’s competitiveness. Table 7:7
depicts these differences of opinion. The analysis uses a categorisation of each of the ten
product areas in Table 7:6 by market performance, utilising a similar technique as in the survey
studies. Sales growth of each product family during the preceding three-year period117 were
hence compared with corresponding sales growth in its specific branch of industry.  Due to the
fact that some product areas exposed a discontinuous sales growth (e.g., revealed a stable, or
status quo, sales growth during one phase of the investigated period, and a more positive sales
growth during a second phase) I now however utilised a more finely-calibrated scale of
performance. Starting from a categorisation of product areas in three classes (regressive, stable
and expansive), more dynamic classifications were also accepted (e.g., classification of product
families that first exposed a stable sales and then turned out as an expansive product area

                                                            
117Departing from  the time of the pilot study
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during the three-year period as “stable-expansive” product areas). The result of this exercise
revealed the following results:

Market performance (sales growth during the recent three-year period)
Regressive (R ) Stable (S) Variable (SE) Expansive (E)

BETA’s shop BETA’s comfort ALPHA’s tailo- ALPHA’s industrial
refrigerators units red systems PC’s

GAMMA’s DELTA’s ALPHA’s soft- GAMMA’s sup-
metal frames planing mill ware port legs

DELTA’s pre- GAMMA’s 
fabricated masts
houses

 Tab 7:6. Classification of product areas by market performance

When comparing the statements of the managers and the customers about a specific product
family’s competitiveness, three alternative outcomes are theoretically possible. One outcome is
that the statements correspond; that there is a fit between the manager’s and customer’s
perspectives. The two other alternatives are that the manager may overestimate the competi-
tiveness of the product on specific criteria, compared to the customer’s opinion, or vice versa.
For example, the manager may estimate that the price of the product is lower than a compe-
ting product’s, but according to the customer’s statement it is higher. The result of a rank
order correlation analysis is also depicted in Table 7:7. Correlations between the performance
and the proportion of fit or misfit of opinions between managers and customers are calculated
for each of the three alternative outcomes of comparisons. The performance of each product
area is classified as regressive (R), stable (S) or expansive (E). Product areas that during the
three-year period revealed a shift in performance, e.g. from stable to expansive, were labelled
with a combinative classification (in this case SE).

   Performance 1) Corr. with expansion
                                                                                    R          S        SE          E                   (Spearman rho)
Proportion of criteria where 27 43 36 45 0.362
managers’ and customers’ per- 36 55 41 57
ceptions correspond (%)                                             57                    59                                                    
Proportion of criteria where customers’   9 18 27 29 0.762
perceptions exceed managers’ 14 29 29 36
perceptions (%) (CUSTPLUS)                                    27                    45                                                    
Proportion of criteria where managers’ 29 27   0 14 - 0.836
perceptions exceed customers’ 36 29 14 18
perceptions (%) (COMPPLUS) 55 18

1)  Degrees of expansion of sales are used to indicate performance as in Table 6:6.
R=Regressive,  S=Stable, SE=Stable/Expansive and E=Expansive

Tab 7:7. Comparison of perceived competitiveness from a firm manager and a customer     
  perspective and its relation to market performance. Product family level (n =

10).

As expected, there is a positive relationship (rho=.362) between expansion of sales and fit
between managers’ and customers’ perceptions of the firm’s competitiveness. An expansion of
sales could be expected when managers and customers agree on what the order-winning
criteria are. A manager with a correct opinion of what the customer values, and how the
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company manages to fulfil the expectations of its customers, demonstrates market-orientation
and is, especially in the more normative literature (e.g., Drucker, 1985), assigned a good
chance of being successful.

The two other outcomes designate a misfit of opinions, measuring differences or disagree-
ments regarding perceived competitiveness. Figure 7:1 depicts these differences. The variables
CUSTPLUS, where the customer’s perceptions exceed the manager’s, and COMPPLUS,
where the company manager’s perceptions exceeds the customer’s, are plotted according to
degree of sales performance.

Figure 7:1  CUSTPLUS, COMPPLUS and degree of expansion
(See Table 7:7 for definitions)

Even if the present empirical base is limited, the results are interesting with respect to the
discussions going on between ‘fit-oriented research’ (stemming from e.g. Miles and Snow,
1984), and a more dynamic view of competitiveness and performance, present in e.g. the
research stream focusing on manufacturing strategy (e.g. Hill, 1993) and TQM. With an
analogy to the quality field, where customer satisfaction is often discussed in terms of "basic
needs, expected needs and exciting experiences" (Slabey, 1990) the conclusion is that custo-
mer satisfaction is not sufficient for winning orders: order-winning (a condition for profit and
expansion) requires, to an increasing extent, "delighted customers" (Godfrey, 1993). This is
especially relevant if the firms wants to achieve "loyal customers" (Reichheld, 1993) genera-
ting (1) growing revenues ("as a result of repeat purchases and referrals"), (2) declining costs
("as a result of lower acquisition expenses and from the efficiencies of serving experienced
customers") and (3) increasing employee retention ("because job pride and satisfaction increa-
se, in turn creating a loop that reinforces customer loyalty and further reducing costs, as hiring
and training costs shrink and productivity rises", ibid, p. 71).

The results above indicate related implications, but from a different perspective: in order to be
successful in terms of sales growth, it is not enough to reach a position where customers’ and
managers’ judgements concerning a firm’s competitiveness agree. The best conditions for
growth are achieved when customers’ perceptions of a firm’s competitiveness exceed the
firm’s own judgement.  Accordingly; a manager who has a higher opinion than his customers
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about the competitive strength of the firm, seems to follow a path that leads to decreasing sales
and regression. This is certainly an interesting finding.

7.4  General strategic orientation

In a study of high-growth ventures, Siegel et al (1993) found a greater utilisation of advanced
technology to correlate with performance. Already mentioned is Storey’s (1994) overview
over small business research findings, where three out of five studies measuring the degree of
technological sophistication indicated a relation to firm performance. Storey also found that
firms introducing new products in five out of eight studies could be related to a better perfor-
mance, and that fast-growing SMEs were significantly more likely to export. Presuming that
export is more related to firms with own products than to subcontracting firms, it seems plau-
sible to expect that the firm’s ability to control its production, (here operationalised by separa-
ting manufacturers of own products from subcontractors,) as well as the complexity of the
firm’s products or processes, would relate to a higher added value and a better performance.
The hypothesis that there are differences in market performance between firms with different
generic strategic orientations was here tested by comparing firms with (1) revenues from own
products above vs. below 50%, and (2) firms with high versus low complexity. Different
product areas were categorised by their degree of complexity using three indicators (see
Campbell, 1985, for a  similar approach):

• Product technology level
• Number of components in output products (services)
• Process technology level.

The owner-managers of each firm in the first survey were asked to estimate their own pro-
ducts’ degree of complexity on each of the three indicators above, as compared to their most
important competitors. The methodology used for aggregating different product areas and
different indicators to a composite measure of the firm’s degree of product and process
complexity is reported in Appendix 2. When combining the two dimensions by utilising the x-
axis to depict each firm’s share of total sales (3-year period) from own products and the y-axis
to specify each firm’s complexity by a composite measure of my three complexity indicators, a
matrix depicting different strategic orientations was accomplished. I then utilised this matrix to
investigate whether there are any differences regarding the firms’ strategic orientation between
firms revealing low and high market performance. The results are reported in Figure 7:2 below.



156

Fig 7:2  Survey firms’ strategic orientations by market performance (n=39)
U = High-performing firms;  ¡ = low-performing firms

The results at a first sight seem to reveal no marked differences between firms by their market
performance. Both groups accordingly include firms producing 100% own products and firms
being pure subcontractors. Similarly, both the high-performing and the low-performing group
consist of firms revealing both a low and high degree of complexity. The two horizontal lines
representing the overall orientation of each group of firms (marked by HIGH and LOW in the
figure) seem to indicate a difference, but when I measured whether this difference was
statistically significant the result was negative. I then categorised each firm by high/low
orientation towards own products respectively high/low complexity according to the
methodology reported more in detail in Appendix 2. This resulted in four different categories
of firms:

• Low-complex firms oriented towards subcontracting
• Low-complex firms oriented towards own products
• High-complex firms oriented towards subcontracting
• High-complex firms oriented towards own products

When I thereafter compared each of these four groups of firms by market performance, one
significant difference was revealed, namely that firms revealing a more favourable market
performance to a significantly (p<0.1) higher degree were found to be oriented towards own
products and a higher degree of complexity.
This result constitutes yet another answer to the issue addressed here, namely what factors can
be understood to ‘make a difference’ between small firms revealing low and high market
performance. The result that an orientation towards own products and a higher complexity
regarding the firm’s products and processes related to a better sales performance may further
be understood to link to several of my previous results. An orientation towards own products
and high complexity hence seem to link to the results in Table 6:2, that high-performing firms
to a higher degree refer their own competitiveness to product factors, and especially to product

HIGH

LOW
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performance, design and image. A higher degree of  complexity regarding a firm’s products
and processes normally implicates a need for a broader range of competencies, especially if a
firm’s products and processes builds on an integration of different technologies. It therefore
seems logical that firms revealing a better sales performance in previous chapters were also
found to have a broader range of in-house competence (Table 6:2), to utilise project work (and
the team structures normally employed in project work) as well as staff meetings to develop
the firm’s in-house competence, or to recruit more new competencies to the firm (Table 6:4).
How different factors can be understood to be related to each other and separating small
manufacturing firms by their market performance is discussed and concluded below.

7.5  Concluding discussion

The results reported above have revealed several differences regarding how small manufac-
turing firms perceive market need and market turbulence, and how they acquire and value
external financial expertise. The results have also depicted some interesting phenomena when
comparing customers’ and owner-managers’ understanding of each firm’s specific order-
winners and qualifiers. Finally, this chapter revealed specific differences related to the firms’
strategic orientations. These findings add to the results revealed in the previous chapter, where
more differences specifically relating to the firms’ management of competence were reported. I
will here conclude the results from this chapter, but will also, by recognising the findings in the
previous chapter, try to summarise the differences revealed between low- and high-performing
firms.

The concluded findings depicting significant differences by market performance are displayed
in Figure 7:3, where I also develop the understanding of how different factors can be
understood to correspond to each other. Internal conditions and resources form an important
base for a firm’s strategic orientation. A firm’s orientation regarding what kind of products to
produce and what markets the firm should target however also have an impact on the firm’s
internal resource configurations. These relations, discussed in more detail in Chapter 2,
constitute the horizontal dimension in Figure 7:3. Also discussed in Chapter 2 is the relevance
of broadening the perspective from an intrinsic view to a perspective which deals
”simultaneously with both the firm itself and the industry and the broader environment in which
it operates” (Porter, 1994, p. 449. See also Hendry et al, 1995, pp. 80 ff.). I here apply such a
broader perspective, but delimit it to a recognition of marketing factors and the firm’s
understanding of different marketing factors. The specific conditions of a firm’s market are
hence understood to relate to how the firm understands its specific market, and is here
represented by the vertical dimension in the figure. Here I utilise as a point of departure the
understanding that internal conditions and resources relate to a firm’s strategic orientation, but
are also affected by market conditions and the way in which the firm understands market need
and competition. By applying results depicting significant differences between low- and high-
performing firms reported in chapters 6 and 7, I then find these two groups of firms
significantly differently oriented:

          MARKETING PERCEPTIONS

  * Marketing factors per-       * Marketing factors percei-
  ceived as less important         ved as more important

                       * Competitors considered     * Competitors considered
                       less as a source of external    more as a source of exter-
                       expertise                                 nal expertise
                      * Overestimation of the          * Underestimation of the
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                      firm’s competitiveness             firm’s competitiveness

            *Broader  in-house * Limited use of a
       competence range     compensating acqui-
       *Competitiveness               SMEs with high sition strategy
       more related to                market  performance * More oriented to-
       product factors wards own products

and high complexity

      * Narrower range * Extensive use of
      of in-house competence SMEs with low a compensating acqui-
      * Competitiveness market performance sition strategy
      less related to pro- * Less oriented to-
      duct factors wards own products
     and high complexity

                      * The firm’s markets per-         * The firm’s markets per-
                      ceived to be less turbulent         ceived to be more turbulent

           MARKET CONDITIONS

Fig 7:3. Multi-dimensional relations; differences between firms by market performance

Concentrating first on the horizontal dimensions, the results of this study have indicated that
low-performing firms to a lesser degree refer the firm’s competitiveness to product factors, and
reveal a narrower scope of in-house competencies (tables 6.2 and 7:2). Low-performing firms’
strategies are also to a significantly lower degree oriented towards  own products and high
complexity (overall business strategies; Figure 7:2) and to a significantly higher degree
orientated towards filling skills gaps and thereby compensating for the lack of in-house
competencies (by utilising a complementing acquisition strategy according to results in Table
6:1). High-performing firms in these respects were found to orient in the opposite direction. In
the vertical dimension in the figure, low-performing firms according to Table 7:3 perceived
their specific markets to be less turbulent. They also regarded the firm’s marketing to be less
important for their competitiveness (Table 7:1), and to a lower degree recognised their
competitors as a source of external expertise (Figures 6:1 and 6:2). These firms also, when
compared to the opinions of their key customers, generally overestimated their own
competitiveness (Figure 7:1). Also regarding these factors the results for the high-performing
group were consequently the opposite.

To these results we may then add the results that specifically addressed differences between
firms by market performance concerning how they develop and acquire competence. High-
performing firms were in the previous chapter found to a significantly higher degree to have
utilised different work-related methods in order to develop the firm’s in-house competencies,
but they were also found to have recruited more new competencies to the firm. When I
compared contact frequency and perceived value of different external competencies, four
external parties turned out to distinguish low and high-performing firms: two parties providing
financial expertise and back-up (banks and auditors), and two parties providing market and
technological information (suppliers and competitors).

 A

B
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I will in this thesis’ next and last chapter elaborate on these findings, and especially discuss
their theoretical and practical implications. Before doing that I will however touch upon some
of the phenomena that the study’s results address.

Table 7:3 and Figure 7:3 depict the finding that high-performing firms regard their specific
markets to be more turbulent. Results reported in this chapter also indicated that high-
performing firms’ significantly higher recognition of banks and auditors, as well as the result
that low-performing firms to a significantly higher degree utilised a compensating acquisition
strategy, originates from firms operating in more turbulent environments. This indicates that
change and turbulence in a firm’s environment per se have impact on the firm’s competence
development and acquisition. As noticed earlier, Pettigrew et al (1988) found that different
‘triggers’ initiated organisational change by, for example, stimulating firms to invest in training.
One of the features of these triggers was that they highlighted a firm’s need for knowledge and
skills, by revealing that the existing portfolio of competencies was insufficient for matching the
demands of the new, emerging situation. The degree of market turbulence can be understood
as such a trigger since, for example, significant changes in market demand or the entrance of a
new competitor often implicate new requirements regarding a firm’s competence. In situations
like these, firms that cope with the new rules of the game are normally understood to be more
successful by revealing “a willingness to introduce new products” (Storey, 1994, p. 154), or
“to occupy particular niches or segments where they can exploit any quality advantage which
they have” (ibid). The rate of market change, then, seems to be an important factor behind firm
growth.118 Cooper, Williard and Woo (1986) emphasised this by stating that markets must
change and/or present new opportunities in order for firms to maintain growth. In this study,
high-performing firms experienced a higher degree of market turbulence and were more
oriented towards both own products and a higher degree of (product and process) complexity.

A high degree of turbulence implicates that a firm is continuously confronted with new market
requirements. New market requirements, in turn, often imply that a firm’s in-house competence
becomes obsolete or insufficient. I will here return to the distinction introduced by Green and
Ashton (1992) between ‘skills shortage’, ‘skills gap’, and ‘skills deficiency’. As discussed
earlier, a skills shortage refers to difficulties in filling vacancies, while a skills gap occurs when
a firm recognises that existing skills are insufficient to reach optimal effective-ness. Skills
deficiency,119 eventually, refers to a situation when the firm does not even recognise its
shortcomings regarding level or range of competencies as compared to an available optimum.

A skills gap, initiated by market triggers represented by turbulence on the specific market,
addresses an insufficient level of in-house competencies, while a skills shortage relates to
capacity and vacancies. Skills gaps are hence filled by compensating for the lack of required
competencies or skills, while skills shortages are satisfied by complementing already existing
in-house competencies through external acquisition. The former situation hence relates to a
compensating acquisition strategy, while the latter relates to a complementing strategy. As
Cohen and Levinthal (1990) point out, a firm’s in-house competence or absorptive capacity
influences its competence acquisition. Johnsen (1996, p. 41) notices that “co-operation and
pooling of complementary resources may lead to upgrading and further refinement of a firm’s
own resources”, and that this “also may be used in order to internalize co-operating firms’
                                                            
118 Of course I here not only refer to favourable changes, but include both favourable and less favourable
alterations
119 Skills deficiency was earlier excluded as a concept for building the frame of references utilised in this study.
I will in this specific context, however, make use of also this kind of understanding of a firm’s shortcomings.
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unique competencies”. If external competence is acquired only to compensate for the lack of
in-house resources but not processed, stored or retrieved in the organisation, it has very limi-
ted impact on the firm’s own competencies (Helleloid et al, 1994). In the present study of
small manufacturing firms, a complementing acquisition strategy could be related to both a
broader range of in-house competencies, a higher degree of market turbulence, and a more
favourable market performance. Since the group of high-performing firms was oriented both
towards own products and higher (product and/or process) complexity, it also seems reaso-
nable that this group should be more sensitive and perceptive regarding both marketing and
product factors as compared to, e.g., small firms oriented towards low-complexity and often
long-term subcontracting.

I have here utilised the ‘skills shortage’ and the ‘skills gap’ concepts to develop a better
understanding of how different factors, from a competence perspective, can be linked to each
other. I have so far deliberately excluded the third category of shortcoming in Green and
Ashton’s categories of growth barriers -  the skills deficiency barrier. This concept, however,
seems to facilitate a relevant explanation of the results revealed regarding how small firms
perceive their own competitiveness. ‘Skills deficiency’, as referred to above, involves the
failure to recognise the actual customer requirements of a firm, implicating that the firm - due
to historical victories or due to the lack of basic understanding of market needs or the
technological development in its branch of industry - tends to overestimates the firm’s degree
of competitiveness. This pompous attitude is, as we learn from normative textbooks in the
field, sooner or later punished, and should accordingly be visualised by an inferior market
performance.

The results from the present study provide clear evidence supporting this understanding (see
e.g. Figure 7:1). Notable and challenging is, however, that following the most common advice
in these text-books by ‘knowing your customers needs’ and ‘sharing your customers percep-
tions’ (that is, exposing a fit when comparing the perceptions of  factors constituting a firm’s
competitiveness) did not pay off as well as “underestimation” did. This result points towards
another kind of deficiency, namely the deficiency constituted by an advantageous or a favou-
rable misfit. Referring to previously adduced parallels to the quality field (Godfrey, 1993:
Slabey, 1990), it hence seems as though a better performance is cultivated by a favourable
misfit of perceptions between the firm and its customers. The problem is just that from a
management perspective this misfit should be unconscious and, hence, unintended. This, then,
represents one of the challenges for further studies to approach, and especially for researchers
who (like myself) put their faith in a technical-rational perspective.

Any piece of knowledge I acquire today has a value at this moment
exactly proportioned to my skill to deal with it.
Tomorrow, when I know more,
I recall that piece of knowledge and use it better.
/M.v. Doren (1894-1973)
American poet and critic
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8   CONCLUSIONS, THEORETICAL AND PRACTICAL IMPLICATIONS

In this final chapter the findings of this dissertation are concluded and discussed.
Building on the theoretical frameworks and the research questions in Chapter 2, I
specifically conclude and discuss the findings addressing
• typical traits of management of competence in small manufacturing firms, and
• differences between firms by market performance.
The chapter is concluded by a discussion of the study’s theoretical and practical
implications.
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8.1  What was this all about?

Let me before concluding and discussing the results and implications of this study remind us of
the journey this thesis has invited you as a reader to join. After outlining the research theme
and  briefly stating the aim and demarcations of this research experience, Chapter 2 specifically
started to build a compass to sail by. This compass (the frame of reference in Figure 2:5),
enabled me to formulate a couple of destinations I intended to reach on our journey. These
destinations were expressed as the first two research questions of this thesis:

• How do small manufacturing firms manage their competence planning, their acquisition of
external competence, and their development of in-house resources?
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• Are there any differences between small manufacturing firms revealing low and high market
performance regarding their competence planning, acquisition of external competence or
development of in-house competencies?

 
These two questions depict the core of what I wished to experience during this research ven-
ture, and has already been captured by the title of the thesis. The frame of reference in Figure
2:5 is basically founded on resource-based theory and departs from the relations suggested by
Nordhaug’s Competence Chain Model in Figure 2:1. In order to also apply a more contextual
perspective on management of competence that would enable me to explore interesting and
relevant sites including those outside the boundaries of traditional resource-based theory, I
therefore also developed, in Chapter 2, an extended framework. With the assistance of widely-
travelled and well-experienced guides such as Hendry et al (1995), Porter (1994), and Hill
(1993), Figure 2:6 accordingly widened the perspective to include contextual variables. This
resulted in a new travel compass, that also pronounced the dynamic nature of the phenomenon
I was addressing. The developed travel compass then served as a base for defining a new
destination:

• How is the process of managing competence-related issues in small manufacturing firms
related to contextual factors in the firm’s environment?

• How is the management of competence-related issues in low- and high-performing small
manufacturing firms related to contextual factors in the firms’ environment?

This study accordingly involves two major themes: (1) Typical traits of competence manage-
ment in small manufacturing firms, and (2) differences between firms by market performance.
The two frameworks in figures 2:5 and 2:6 have served as points of departure for different
chapters where these two travel destinations or research themes have been approached:

                     Frame of reference:

Research theme: Figure 2:5 Figure 2:6

Typical traits of competence
management in small manu- Chapter 4 Chapter 5
facturing firms

Differences between firms Chapter 6 Chapter 7
by market performance

Fig 8:1.  Research themes related to the study’s theoretical frameworks and chapters in
              which the empirical results are reported.
It is now time to conclude the results of this research experience by  summing up the findings
and by discussing the different themes emerging in the study’s results.

8.2 Typical traits of management of competence in small manufacturing firms

As noted in Chapter 2, small firms’ competence development and acquisition is often described
in the literature as improvised and short-term, more directed towards ‘poaching’ than training
and assigning formal qualifications limited, if any, significance (cf. Hendry et al, 1995; Storey,
1994; or Pettigrew et al, 1988). The training that a small firm invests in is however normally
integrated in daily work, where “learning from others on-the-job is a hallmark of the small
firm” (Hendry et al, 1995, p. 158). Due to their limited in-house competencies, small firms are
expected to utilise their customers, suppliers and other significant stakeholders as a
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competence network which it can ”tap for ideas and advice on a wide range of subjects” (ibid,
pp. 191-192). How then does this condensed picture from previous research agree with the
results from this study?

Referring to the in-depth case studies and the results regarding time investments in compe-
tence development, it is obvious that small manufacturing firms actually invest in competence
development. The average investment for all respondents corresponds to as much as 20% of
normal annual work-time. Time investments for respondents on the shop-floor level were
lower (in average 11%), but still represent a considerable time investment. When measuring
financial investments in the survey firms, the results depicted that the average small
manufacturing firm invested 1.2% of its annual turnover in competence development. As
discussed in section 4.3.2, I have good reason to believe however that this figure underplays
the level of factual investments. One important reason is that competence development in small
manufacturing firms is normally integrated in daily work and most often not visualised by any
‘price-tags’ in the firms’ accounts (cf. Hendry et al, 1995).

Small manufacturing firms accordingly do invest in developing their in-house competencies.
Methods commonly utilised by a majority of small firms during the investigated three-year
period were to learn from visiting exhibitions and trade fairs, in-house and external courses,
work rotation, study visits, and delegation of work tasks. Small manufacturing firms also utilise
competencies outside their own organisation, and regard their vertical partners (custo-mers
and suppliers) as their most important sources of external expertise.120 As demonstrated by the
case studies, suppliers may act as competence brokers to expertise in universities, authorities,
other firms and even to new customers. The legitimacy a long-term supplier enjoys in the eyes
of a small firm manager and his/her staff often seems to assign the supplier the role of an
interface and a gatekeeper to other external competencies, thus serving as a broker for
transferring technology and market information to small firms. Comparing this to traditional
competence centres, such as government or university organisations expected to exercise
competence broker functions, these organisations generally scored low when I measured their
degree of perceived importance for the smaller firm’s competitiveness. One explanation for this
phenomenon may be that professional and specialised competence brokers lack the specific
legitimacy a long-term supplier enjoys. For policy-makers and organisations supporting the
development of the small business sector, this should implicate attention to the issue of how
small firms’ supplier relations could be used for stimulating technology transfer and transfer of
other kinds of knowledge to small firms.

When investigating individual competence networks among different categories of staff in
small manufacturing firms, the case-studies revealed a distinct pattern: while white-collar
employees and managers were oriented towards external competencies, blue-collar staff on the
shop-floor level was almost without exception oriented towards other in-house sources of
expertise. This marked difference can be understood as a small firm’s method to divide the
labour required for competitiveness. While managers and white-collar specialists are occupied
by securing the firm’s effectiveness by interacting with competencies outside the firm (‘to do
the right things’), employees on the shop-floor lever are oriented towards securing efficiency
by, for example, asking elderly shop-floor colleagues and foremen ‘how to do things right’.
The master-apprentice model, also noticed in Hendry’s et al (1995) study of competence

                                                            
120Small firms with a professional board of directors however regarded external board members as their most
important source of external expertise.
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development in British SMEs, as well as an evident division of labour between ‘the office’ and
‘the shop floor’, hence seems to prevail as a standard in small manufacturing firms.

Acquisition and development of competence has here been understood to be based on the
firm’s competence planning process, and visualised by its emerging or deliberate acquisition
strategy. Most small manufacturing firms according to the results in Chapter 4 tend to orient
towards either a complementing or a compensating acquisition strategy. A complementing
acquisition strategy was here found to relate to a broader range of in-house competencies,
while a compensating acquisition strategy related to a narrower or specialised base of in-house
competence. A complementing acquisition strategy could moreover be understood to fill a
firm’s shortcomings regarding capacity (‘skills shortages’), while a compensating acquisition
strategy is understood to fill shortcomings regarding competence (‘skills gaps’).

Results from the longitudinal case-studies in Chapter 5, however, question the simplification
involved when characterising a small firm’s acquisition strategy as either a complementing or a
compensating strategy, oriented to fill either skills shortages or skills gaps. Here it was obvious
that technological development in the firms’ specific line of industry had a significant impact on
the firms’ investments in competence development and acquisition, and often implicated that
firms were confronted with different skills gaps. An increase of market demand for the firms’
products and services, on the other hand, normally implicated a skills shortage, and that during
upward business cycles, for example, the firms recruited employees with ‘more of the same’
skills. Only when a decreasing market demand implicated a crisis and a more dramatic business
reorientation, was the need for filling a skills gap manifested. The understanding that small
manufacturing firms are oriented either towards filling skills gaps or skills shortages by utilising
a compensating or a complementing acquisition strategy thus has to be modified by the
understanding that over longer periods firms are obviously confronted with different kinds of
shortcomings, and hence, depending on the specific situation, are disposed to utilise both a
compensating and a complementing acquisition strategy.121

This also implicates that the choice of an acquisition strategy is dependent on the firm’s generic
strategic orientation regarding its products and markets. As the dramatic case GAMMA
specifically revealed, a market collapse implicating a business reorientation has significant
effects on a small firm’s management of competence. Also in BETA the longitudi-nal study
demonstrated how business reorientation, as well as different ownership structures, have had
obvious impact on how the firm invested in competence development and acquisi-tion.
Pettigrew et al (1988) here reported that trigger events in a small firm’s environment generally
highlighted a need for new competencies. This was also evident in the four longitu-dinal case
studies, where different ‘triggers’ prompted the firm to invest in competence deve-lopment and
acquisition, or to reduce investments due to a cost-saving strategy for survival. The most
obvious example was perhaps when a new demanding customer was introduced to BETA,
which implicated both a dramatic increase in BETA’s investments in competence development,
and supported the business reorientation from own products to sub-contracting.

The findings, depicting typical traits among small firms found to characterise their compe-
tence management, are concluded in Figure 8:2.

        Drastic decrease in market demand

                                                            
121This was in the survey study especially evident in the ten firms that reported that they to a similar extent had
utilised a complementing an a compensating acquisition strategy.
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             causing business reorientation
    Shifting market demand
          (business cycles)  Technological development

Different
STRATEGIC ORIENTATIONS

regarding products and markets

COMPETENCE PLANNING:
Identification of

 ‘skills shortage’      or            ‘skills gap’

implicating a

complementing      or/and a      compensating

acquisition strategy, involving

ACQUISITION OF EXTERNAL DEVELOPMENT OF IN-
COMPETENCE HOUSE COMPETENCIES

            Vertical partners (customers and suppliers) Preferably by visiting expos/trade fairs,
                    and the firm’s board of directors most organising  in-house and external

    frequent and important external courses, work rotation, study
       competencies visits and by delegation

of work tasks

ORGANISATIONAL AND COMPETENCE STRUCTURE
• Marked division of labour where white-collar staff are oriented towards securing the firm’s

effectiveness by interacting with external competencies, and blue-collar staff are oriented towards
securing efficiency by interacting with in-house competencies.

• The in-house competence structure reflects the dominating orientation regarding the
firm’s acquisition strategy, where a compensating strategy relates to a narrower

range of in-house competencies and a complementing strategy to a
broader range of  in-house competencies

Fig 8:2. Concluded findings depicting typical traits of management of competence in small
             manufacturing firms.

8.3  Differences between firms by market performance

To conclude the findings referring to differences between firms revealing low and high market
performance, I will take as my starting point the results reported in Chapters 6 and 7, and
partially concluded in Figure 7:3. Also Chapter 5, where the longitudinal development of the
high-performing ALPHA can be compared to the development of other case-study firms, will
here be utilised for depicting factors and phenomena that seem to distinguish low- and high-
performing firms. This study has revealed the following differences between firms by market
performance:

• High-performing firms generally perceive that they operate on more turbulent markets,
involving a higher rate of change regarding market demand and (or) product and process
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technology. High-performing firms according to the case-studies also operate on markets
characterised by a higher degree of technological development.

 
• High-performing firms do not overestimate their own competitive strength. As compared

with the opinion of their key customers, they even tend to underestimate their own
competitiveness.

 
• High-performing firms perceive marketing factors (such as the importance of the firm’s

sales organisation or the value of after-sales services) and product factors (such as product
quality and product performance) to be more important for their competitiveness. They also
refer the firm’s competitiveness more to product factors, such as design, image and product
performance. When compared to low-performing small firms, high-performing firms are
more oriented towards producing own products with a higher degree of complexity
integrated in the firms’ products and processes.

 
• High-performing firms recruit more new competencies, but the results from this study also

indicate that they invest more in developing in-house competencies. The more extensive
recruitment and development of new competencies in high-performing firms is manifested
by a broader range of in-house competencies. While the dominating shortcoming in low-
performing firms is a skills gap (i.e. lack of in-house competence), high-performing firms
normally face different kinds of skills shortages (i.e. lack of capacity that adds to already
present in-house resources). High-performing firms are therefore less oriented towards
utilising a compensating acquisition strategy.

 
• High-performing firms perceive their co-operation with banks and auditors to be more

important, and reveal a more intensive relation towards their suppliers. They moreover
regard their competitors to be more significant as sources of external competence as
compared to their low-performing colleagues.

 
• High-performing firms utilise a broader repertoire of methods (especially FIL- and WRCL-

methods), to address more diverse fields or subjects in their competence develop-ment, and
they generally invest more in developing in-house competencies. Moreover, according to
the case studies, they distribute their investments more among different categories of staff.

 
The results, depicting characteristics of small manufacturing firms revealing high market
performance are illustrated by Figure 8:3 below.

A more volatile environment, involving a higher degree of market turbulence
   and a more rapid technological development of the firm’s line of industry

STRATEGIC ORIENTATION
towards own products with a higher degree of

complexity. The firm’s competitiveness is built on re-
cognition of product and marketing factors, without over-

estimating the firm’s own competitiveness
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COMPETENCE PLANNING
Skills shortages are the most common problem, implicating

that high-performing firms are less oriented towards a compensating
acquisition strategy

ACQUISITION OF EXTERNAL DEVELOPMENT OF IN-
COMPETENCE HOUSE COMPETENCIES

More intensive supplier relations. More extensive development of in-house
Banks and auditors perceived as more competencies by higher investments,
important sources of external expertise by addressing more fields/subjects and
Competitors recognised as a more sig- by a broader repertoire of methods + a
nificant source of external expertise broader distribution of investments 

on different categories of staff
More extensive recruitment

of new competencies

ORGANISATIONAL AND COMPETENCE STRUCTURE
Broader range of in-house competencies facilitating

a higher absorptive capacity.

HIGH MARKET PERFORMANCE

Fig 8:3.  Concluded findings depicting characteristics of high-performing firms

Thus concluding the findings on the study’s research questions and themes, I will eventually
discuss the theoretical and practical implications that may be drawn from the study’s results.

8.4  Theoretical implications

8.4.1  ‘Making a difference’ by managing a ‘slippery subject’

The specific feature of a firm’s intangible resources is that they may, if managed properly,
accumulate over time (Porter, 1994; Itami and Roehl, 1987). A firm’s specific knowledge and
skills represents one such intangible resource. Tangible resources such as machines and other
production equipment, on the other hand, normally depreciate over time. In this respect a
firm’s competence resources represent a specific opportunity for a commercial firm to develop
a competitive advantage over its competitors. This, then, is also the reason for the substantial
interest the competence field has received during recent years.

‘Competence’ is, however, a blurred concept, and was, as noted in Chapter 1, characterised
back in 1959 by Edith Penrose as ‘a slippery subject’. As discussed in more detail in Chapter 2,
the concept involves different kinds of knowledge (e.g. to know what/why/how/who) that can
be applied on different operational levels (e.g. individual and organisational level). Competence
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can be visualised to different degrees and transferred between individuals, functions and
organisations, implicating that we often distinguish between tacit and explicit knowledge, skills
and routines. The value of a specific competence is dependent on whether these resources are
”effectively part of the firm” (Penrose, 1959, p. 67) and ”the contribution these resources can
make to the productive operations of the firm” (ibid). In market-driven organisations facing
continuous change regarding technological development, market demand and competition, the
value of specific competencies depends on whether these resources ”allow firms to perform
activities that create advantages in particular markets” (Porter, 1994, p. 446), implicating that
competence is both a situation-specific and a dynamic concept.

When operationalising this kind of multidimensional concept, researchers are normally refer-
red to finding useful indicators. One such common indicator, also utilised in this study, is the
formal education level. It is notable however, that neither the survey study nor the case studies
were able to reveal any distinct relation between competence measured as formal education
level, and the firms’ market performance. The survey study hence indicated that the education
level in high- and low-performing firms was similar. It is true that the case studies expose one
high-performing firm with generally higher formal qualifications (ALPHA), but it is also
obvious from the longitudinal results presented in Chapter 5 that this firm paired a continuous
sales growth with a continuous decrease of its formal competence level during the studied
decade. Referring to the understanding that competence represents an intangible asset
important for competitiveness and company performance, both survey and case-study results
hence indicate that formal qualifications represent a weak proxy for factual competence in
small manufacturing firms. Instead the results from this study depict the range of a firm’s in-
house competencies as a much more relevant variable to recognise. The value of a firm’s
competence resources is accordingly more related to the diversity than to the formal level of
different qualifications.

Instead of going more deeply into theoretical and philosophical nature of competence per se, I
have in this study focused on how small firms actually develop, recruit and acquire compe-
tence. Specifically I have investigated differences between firms revealing low and high market
performance in order to explore whether the practices for developing in-house compe-tencies,
recruiting new competencies and acquiring external expertise ‘really do make a difference’
(Jones and Hendry, 1992). I have in other words been more occupied with strategies and
methods for development and acquisition of competence, than by theoretically and empirically
trying to disclose and operationalise the true nature of the ‘slippery’ concept of competence.

The study contributes several interesting findings on how low- and high-performing firms differ
regarding their strategies and methods for competence development and acquisition. ‘The
difference’, however, is not so much related to single factors as to the combination of
different, often integrated and discrete factors. For example, the results from this study suggest
that the utilisation of different methods for in-house competence development is different in
low- and high-performing firms regarding size of investments, topics and fields addressed,
repertoire of methods, and target groups for investments. This combination of different
management decisions is in high-performing small firms further combined with a more
extensive recruitment of new competencies, also contributing to a broader range of in-house
competencies. A broader range of in-house competencies in turn facilitates for high-performing
firms to be less dependent on compensating for the lack of in-house resources by utilising a
compensating acquisition strategy.



169

A focus on differences is normally at the expense of what are commonplace things or pheno-
mena in most firms. There were, for example, only minor differences between low- and high-
performing firms regarding their utilisation of traditional and formal training methods. Utili-
sing my own FIL/DOL/WRCL-typology of methods, the result that only work-related conti-
nuous methods ‘made the difference’ does not imply that ‘facilitating individual learning’ or
‘distributing occasional learning’ are worthless. Similar to Kim’s (1993) reasoning in Chapter
2, where effective learning was understood to be founded on a balance between conceptual and
operational learning, this is no simple ‘either-or-choice’. To develop work-related compe-
tence, as Nordhaug (1993) proposes, can be regarded as developing and utilising a synthesis of
knowledge, skills and aptitudes; thus implying that knowledge can be seen as a prerequisite for
competence. I therefore propose that investments in competence developed by FIL- and DOL-
methods may be regarded as being necessary but not sufficient investments in compe-tence
development for firms seeking high market performance. Utilising Terry Hill’s termino-logy,
knowledge and methods aiming at developing knowledge can be regarded as ‘qualifying
criteria’, while know-how-related competence and methods aiming at developing professional
skills can be regarded as ‘order-winning criteria’. Qualifying criteria enable a firm to substan-
tially compete for orders on the market, while the order-winning criteria represent those crite-
ria that actually win orders on the market. This understanding is illustrated in Figure 8:4.

                  “Order-winning criteria”:
                   Regular meetings with employees, project work,
                   personal development plans, networking, etc.
                   METHODS MAINLY USED BY SMALL FIRMS
                   WITH HIGH MARKET PERFORMANCE

“Qualifying criteria”:
Expo’s & trade fairs, courses, study visits, literature, etc.
BASIC METHODS GENERALLY USED BY SMALL FIRMS
        

Fig 8:4  Suggested dynamic relation between methods for competence development
             and market performance
What seems to ‘pick the winners’ is hence, again, the combination of traditional methods for
knowledge improvement and on-the-job-based methods for developing competence. With
reference to Lado and Wilson (1994) the use of competence-enhancing human resource (HR)
systems that are easily duplicated and transferable across firms (as e.g., literature and more or
less standardised courses are), should be combined with methods which are relatively
immobile, causally ambiguous, or both:

“Alternatively, the configuration of the HR system attributes must be unique,
synergistic, and/or causally ambiguous. If, as the practitioner literature (e.g.
O´Toole, 1985; Peters & Waterman, 1982) seems to suggest, discrete,
competence-enhancing HR practices can be transferred across firms, and if, as
models of utility analysis and human resource accounting imply, precise causal
linkages between these HR practices and organizational outcomes can be
established, then these disjunctive HR practices may not yield sustained
competitive advantage” (Lado & Wilson, 1994, p. 717).
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The results accordingly indicate that firms striving for better market performance would benefit
from complementing their investments in facilitating individual learning and distributing
occasional learning with, e.g., the more process-oriented and situation-specific methods I
typified as ‘work-related continuous learning’. While FIL- and DOL-methods to a large extent
are oriented towards developing explicit and often general knowledge, WRCL-methods are
oriented towards moulding this knowledge to the specific conditions and requirements in which
the firm operates. A combination of methods that is based on a ‘unique, synergistic and/or
causally ambiguous’ system for developing in-house competence, and balances a firm’s
development of both its explicit and tacit knowledge is hence understood to facilitate a
sustainable competitive advantage.

My fundamental point is that factors that ‘really do make a difference’ on a ‘slippery subject’
such as competence and competence development are only found to a limited degree in
isolated and particular variables. As outlined by the results concluded in figures 7:3 and 8:3,
we instead find the answer to what is making a difference in a whole set of different variables.
These variables refer to how small manufacturing firms facing different environmental
conditions, following different strategic orientations and exposing different organisational and
in-house competence structures in the firm, actually plan, develop and acquire competence. If
‘the difference’ hence is related to a set of inter-related variables, it is hardly surprising that
previous research addressing single and often only easily accessible data (such a the size of
expenditure on workforce training per annum) has failed to reveal any clear-cut relation
between learning and organisational performance. If this composite phenomenon, involving
both visible and more discrete methods and systems, moreover is addressed by single-method
approaches (e.g. only structured survey techniques with their inherent difficulty to explore
anything outside pre-defined boundaries), it is not very surprising that several previous studies
have proved unsuccessful in revealing any relation between management of competence and
organisational performance.

In the introduction to this thesis I specifically addressed the paradox between theoretical and
sometimes missionary propositions on the expected benefits of improving a firm’s competence,
versus the empirical evidence presented by research so far. In this specific respect the results
from the study can be regarded as making a contribution to our understanding of how
competence planning, development and acquisition relate to performance in small
manufacturing firms. Further research should elaborate on the main point given here, namely
that ‘making a difference’ stems more from a combination of different variables than from
single, isolated factors, either in-house or external to the firm. It should be recognised that
several of the findings discussed here emanate from the case studies of four manufacturing
firms. By utilising a broader sample of firms, more sophisticated statistical procedures could be
employed to determine, e.g., the relative importance of different, inter-related factors.

8.4.2  The viability of ‘Tayloristic’ division of labour in small manufacturing firms

Literature related to learning organisations often underlines the importance of involving all of
its members in its learning processes (cf. Pedler et al, 1991, p.1). This may be interpreted as
‘shared learning’, where the learning in an organisation is accomplished by and distributed to
the whole organisation (cf. Dalin, 1993, p. 87). A ‘Tayloristic’ division of labour, involving a
borderline between ‘the office’ and ‘the shop-floor, is in this kind of literature often regarded
as a relic from the past (see e.g. Senge, 1990, p. 350; or Marking, ed., 1992, p. 14). The
requisites of a learning organisation, then, are often regarded as the antithesis of traditional
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work organisation and its division of labour between, for example, blue-collars and white-
collar staff.

The results from this study suggest that division of labour, including what to learn and how to
learn it, is a visible characteristic of small manufacturing firms. Even a high-performing firm
such as ALPHA, operating in a dynamic sector of industry and utilising all the blessings the
information society brings, seems to a considerable degree to be characterised by the guidelines
of Frederick Taylor and Scientific Management. The privilege and obligation of investing in
individual study of literature during ‘free evenings’ and ‘free week-ends’ is in all the case-study
firms thus reserved for white-collar staff only. Similarly, not only do white-collars generally
invest more in their own competence development than blue-collars; they also invest in
methods that involve a lower degree of management control over the content and process of
learning (see Figure 4:6). As already stated in Chapter 4, the management opportunity of
executing a high degree of management control over the learning process very much addresses
the shop-floor level. Moreover, when examining the competence networks of different
categories of staff in the four case-study firms, a marked difference between ‘shop-floor staff’
and ‘office-staff’ was revealed (section 4.2.1.2). While shop-floor employees were oriented
towards utilising colleagues and foremen (middle-managers or owner-managers), the white-
collars among ‘office staff’ were oriented towards external sources of competence.

This division also indicates that single-loop-learning (which in Chapter 2 was related to ‘doing
things right’) dominates on the shop-floor, while double-loop-learning (which questions taken-
for-granted standards of doing things right) seem to be the prominent feature of the learning
taking place among owner-managers, middle-managers and functional specialists. Is this, then,
something that should cause embarrassment, or is it a rational division of labour in small
manufacturing firms?

I do not have the final answer to this intricate question. As already noticed however, also the
high-performing ALPHA, exposing a superior market performance and in several aspects
acting as a representation of the learning organisation we know from normative text-books in
the field, seems to rely more on ‘Tayloristic’ advice in this specific respect. Everybody cannot
reasonably be generalists scouting for information and knowledge. The dilemma and trade-off
between specialist knowledge/profession and teamwork based on a shared paradigm and a
shared knowledge base is hence a burning question, discussed by e.g. Leonard-Barton (1995)
and Axelsson (1996). The empirical data from this study indicates that the classic division of
labour between, for example, white-collars and blue-collars, at least in small manufacturing
firms, still seems to be a living and successful concept. In this specific respect, then, Taylor is
still alive.

These observations, however, point towards a need for a better understanding of how work
organisation and division of labour can actually contribute to a better organisational
performance. For further research, there accordingly seems to be an avenue of possibilities
and challenges to elaborate on whether there is an optimum between specialisation and flow-
oriented teams, recognising e.g. the environmental influences specifically addressed in this
study.

8.4.3  The importance of favourable misfits
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Results from this study expose the dangers of research approaches building and dependent on
the benefits of a fit between the firm and its environment, here demonstrated by the results
from comparing managers’ and customers’ perceptions in section 7.3. As depicted by Figure
7:1, a misfit involving the firm underestimating its own competitiveness as compared to its
competitors’ was more related to a favourable market performance than the expected
beneficial position where the firm agrees with its customers on which factors are important for
winning orders on the market. These results address an interesting, and from the technical-
rational perspective I professed myself to, indeed intricate situation. To have ‘unconscious
competitive advantages’ accordingly seems to be more rewarding than possessing ‘conscious
competitive advantages’, and far more beneficial than blind - and by the customers
unconfirmed - beliefs.

Referring to the understanding that the market actually defines whether different factors
constitute a competitive advantage for a firm or not by their decision to buy/not buy a firm’s
products and services, implicates that two variables become important:

1. The degree of a firm’s understanding of (or more precisely, coherence with) customers’
perceptions,

2. The degree of a firm’s capability to fulfil customers’ expectations.

Using these two variables, a firm that both understands customers’ needs and is capable of
fulfilling the customers’ expectations can be regarded as a competent firm. Since this
competence is founded on an understanding of customers’ needs we may moreover
characterise the firm’s competence as a ‘conscious competence’. Similarly, a firm that does not
understand customers’ needs and is incapable of fulfilling customers’ expectations may be
regarded as an ‘unconscious’ and ‘incompetent’ firm. Firms that actually understand
customers’ needs, but fail to (or deliberately prefer not to) fulfil their expectations can then be
categorised as being ‘consciously incompetent’, while firms that do not understand customers’
needs but in some way still manage to fill their expectations can be described as ‘unconsciously
competent’.
Displaying this discussion in a simple matrix results in the following figure:

High Conscious                    Conscious
Coherence with incompetence                    competence
customers’ view

Unconscious                    Unconscious
Low incompetence                    competence

     Low High
                 The firm’s capability of fulfilling customers’ expectations

Fig 8:5. A framework for further analysis of fit and misfit between a firm’s perceptions of its
competitiveness as compared to the perceptions of its customers

From a firm’s perspective, the desirability of being capable of fulfilling customers’
expectations, or the value of coherence with customers’ views, is dependent on whether these
expectations and views are important for the customers’ decisions to do business with the firm.
Utilising Hill’s vocabulary, it is hence desirable for a firm to have a good understanding of
customers’ views and to be able to fill customers’ expectations on order-winning and
qualifying criteria. This implicates that a firm could (or rather: should) be ‘deliberately
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incompetent’ regarding criteria that are not important for the customer’s buying behaviour. In
fact it can be argued, that it is a favourable strategy to be deliberately incompetent in criteria
that are not important to the customer, and instead allocate resources and energy on improving
factors that enable the firm to be regarded as a potential supplier (qualifying criteria) or
actually decide whether the customer buys a firm’s products or not (order-winning criteria).

Instead of a general firm typology we are obviously here dealing with a framework for
analysing fits and misfits related to specific criteria more or less important for a firm’s
competitiveness. The position ‘conscious competence’ could hence depict a firm’s ‘capability’
and ‘understanding/coherence’ on factors that are important in different degrees to the
customer. A good fit between a firm’s and its customers’ perceptions is not especially relevant
per se, if the firm cannot manage the distinction between what is important and less important
for winning orders on the market. It is hence a waste of resources to develop a firm’s
competence, here understood as its understanding of customer needs and its capability to meet
customer expectations, in criteria which by the customer are not perceived as important for
his/her decision to buy or not to buy the firm’s products. A firm then has to distinguish
between factors or criteria that are important/less important, and allocate resources (for
example by developing or acquiring required competence) in order to focus on order-winning
and qualifying criteria.

Another issue emerging from the discussion above seems to be more complicated to tackle.
This study revealed that firms defining their order-winners in a similar way as their key
customers and being capable to fill the customers’ expectations, reported a less favourable
sales performance than firms that, regarding order-winning criteria, were certainly capable of
fulfilling customers’ expectations, but unaware of how the customers actually defined their
order-winning criteria. The first group of firms could hence, according to the framework in
Figure 8:5, be characterised as being ‘consciously competent’ regarding these specific criteria,
while the latter group could be categorised as being ‘unconsciously competent’ on the specific
order-winning criteria. A competitive advantage implicating that the customer chooses a
specific firm’s products or services accordingly seems better fertilised by a ‘favourable misfit’
than just by sharing the customer’s view on what criteria are important. The analogy with the
quality field, where a firm’s performance benefits from creating ‘customer delight’ (Godfrey,
1993) seems obvious. This concept, however, refers to the beneficial effects from exceeding
customers expectations. Here we address the more confusing notion, at least from a technical-
rational perspective, that a firm’s sales performance is promoted by a situation where the firm’s
competitiveness regarding order-winning criteria is understood by its customers to be better
than expected by the firm itself.

The implications that may be drawn from this specific finding are, however, more dubious. Of
course, and as already noted in Chapter 7, a sense of superiority and infallibility that is not
confirmed by the market represents an avenue to declining sales. But should a manager of a
small manufacturing firm strive to be ‘unconsciously competent’ since this, according to the
results, is most beneficial for a firm’s market performance? And what are, in turn, the
implications regarding a firm’s investments in developing a firm’s competence in this specific
respect?

I will not follow this exciting track much further, due to the risk of operating as a charlatan in a
psychological swamp where I am not qualified. My point is actually to draw the reader’s
interest to a field that seems to need a further development of our understanding of factors
relating to buying and selling behaviour, and how these can be related to a firm’s competence.
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As pointed out elsewhere (Hörte and Ylinenpää, 1996), there seems to be a need not only to
analyse order-winners, but to distinguish between order-selling and order-buying criteria.
These, according to the results in Table 7:5, only partly correspond. Instead of analysing fits
and misfits based on the underlying rationale that congruence depicts an optimum, our results
suggest that comparisons of buyers’ and sellers’ perceptions should recognise that the same
criteria may be of unequal importance to the two parties. One such evident difference relates to
marketing factors. These factors were in Table 7:5 generally perceived as more important by
the firms’ managers than by their customers. From a customer perspective, the firm’s
marketing organisation or the value of established relations is normally of less importance than
it is from the view of the producing firm. The results, depicted in Chapter 7 and further
addressed by Figure 8:5 above, hence highlight the need for further research that not only
focuses on the degree of fit on the same criteria, but also tries to separate the different kinds of
rationale underlying the behaviour and perceptions held by a producer and marketer compared
to the firm’s customers.

The results also suggest more research is needed on the importance of in-house motivation for
continuous improvement. The result that ‘unconscious competence’ proved to be more bene-
ficial than ‘conscious competence’ may indicate that being competent meeting customers’
expectations without being aware of it, conserves the spirit and ambitions for continuous
improvement, while a situation where you know that you fill the requirements of your custo-
mers involves the risk of becoming self-righteous. As Hambrick and Crozier (1985, p. 38)
noted, the great irony of being aware that you are doing things right is the risk that a sense of
infallibility makes you blind to the need for improvement or re-orientation. How the degree of
in-house motivation and commitment towards improving factors important for a firm’s
competitiveness interplays with the firm’s own understanding of factors constituting its
competitiveness hence calls for further research.

8.4.4  Other topics for future research

As Jarillo (1989) points out, co-operation with external partners, especially for a small firm
with limited in-house competencies, can implicate that they get access to external competen-
cies “beyond the limits set by the resources they currently control” (p. 135). This view is,
especially in traditional research in Human Resource Management, unfortunately not a very
frequently employed perspective. HRM research, as well as the more popular stream of
learning organisations, seem to be obsessed with its interest for the formal organisation per se;
thus disregarding ‘the virtual organisation’ surrounding a small firm. As the results from this
study demonstrate, partners to the firm (as well as to individuals working in the small firm),
play a significant role for a small firm’s development, utilisation and exchange of information
and knowledge.122 The role of external partners, as Axelsson (1996, p. 155) notes, does not
attract the attention it deserves. As indicated by Belotti (1996) and further underlined by the
results of this study, suppliers seem to play a more significant role as ‘transmitters’ of and
‘brokers’ to external expertise than has previously been recognised. Employing more of a
system view than a traditional focus on the formal organisation, then, seems like fruitful
gateway to generating a better understanding of competence-related management in small
manufacturing firms.

                                                            
122And, as noticed above, are especially important for a small firm’s white-collar staff.
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Another striking experience deriving from the work with this study is the need for further
development of theories and concepts that do not understand ‘development’ purely in terms of
‘progress’. When, with reference to previous research in the field, I developed the theoretical
framework for this study I accordingly found and utilised an apparatus of concepts and ideas
that represent a ‘progress paradigm’ in the field. For example, when developing an under-
standing of concepts that depict what competence planning is about I arrived at describing and
analysing this in terms of filling ‘skills gaps’ or ‘skills shortages’ by ‘making, buying or allying’.
When I then did the empirical analyses, and especially the analyses with a longitudi-nal
perspective depicted by tables 5:1-5:4, these concepts often failed to depict the factual
development in the firms. Instead of gaps and shortages, firms were periodically facing the
inverse of gaps and shortages. Instead of choosing between making, buying or allying, several
firms had to do away with both competencies and capacities in order to secure the firm’s
survival. Even if research on crisis management has contributed in this specific field, there still
seems to be a great need for developing theories and concepts that better captures
‘development’ in the true sense of the word.

Referring again to Penrose’s characterisation of competence as a ‘slippery subject’ one would
expect that the recent years of interest in the competence field would have clarified most of the
confusion related to the field. This does not, however, seem to be the case. As well as other
popular and ‘trendy’ subjects, the field of competence development and learning orga-nisations
runs the risk of defining most phenomena as expressions or tokens of present or absent
competence. Similarly, with a competence perspective on how organisational perfor-mance
relates to competence development and acquisition, the risk of assigning competence-related
variables a disproportionate and overstated importance seems to be imminent. As this
dissertation hopefully has revealed, these relations are not that simple. There is no simple
relationship between learning/competence and organisational performance. As revealed in
Figure 8.3, we are dealing with a multitude of organisational and environmental variables,
where a combination of different organisational and environmental variables can be related to
performance.

A self-critical attitude may however also be becoming. In the previous section (8.4.3) I cha-
racterised a firm that both understands customers’ needs and is capable of filling customers’
expectations as a competent firm. I further discussed this in terms of degree of capability and
consciousness (Figure 8.5). Consequently I myself also may be accused of contributing to an
erosion and superficiality of the term ‘competence’, since ‘organisational competence’ here
may be understood as having more or less the same meaning as ‘organisational competitive-
ness’. This gives rise to two different lines of argumentation: one defensive and one more
constructive.

Since competence was already defined in Chapter 2 (section 2.2) as related to organisational
performance123, the defensive argument that is relevant here is that I have consequently regar-
ded competence from a utilitarian management perspective. From a management perspective
competence per se, competence development or competence acquisition hence has a value only
if, in a short-term or a long-term perspective, it contributes to a firm’s competitiveness.124 A
firm’s competence to deliver on time or to fulfil or exceed customers’ expectations regar-ding,
for example, product performance or product quality, may accordingly be regarded as

                                                            
123 In Chapter 2 competence was defined as ‘the composite of human knowledge and skills serving productive
purposes in the firm and contributing (or expected to contribute) to a firm’s competitiveness’.
124 Cf. Teece et al, 1994; or Porter, 1994.
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manifestations of a firm’s competence. Therefore it is also most relevant to link organisational
competitiveness closely to organisational competence.

From a more constructive viewpoint this kind of reasoning pinpoints the need for further
development of theories and concepts that more precisely distinguish between competence in
terms of human knowledge and skills, competence in terms of a firm’s factual problem-solving
capabilities, and manifestations of a firm’s competence (e.g. the capability to deliver on time).
A firm’s own or acquired human knowledge and skills may be regarded as input in processes
where the firm solves different problems (throughput) in order to be competitive or competent
on the market (output).125 Even if there is a logical link between competence as an input, a
throughput and an output it may be confusing not to distinguish between these three
categories. This should be a challenge to penetrate further in future research.

Eventually it should be recognised that the empirical base of this dissertation consists of ordi-
nary small manufacturing firms, and that the results presented here evidently only refers to this
category of firms. These firms’ ‘Tayloristic’ division of labour are, for example, hence not
necessarily applicable to small firms in other lines of business. Instead one would expect that,
e.g., small firms operating as consultants or in other service sectors where the firm’s
competencies are a more distinctive competitive factor, would reveal another kind of work
organisation. Small firms operating as more or less virtual organisations in alliances with other
firms can be expected in a similar way to develop and acquire competence in a quite different
way than conventional small manufacturing firms. A small firm operating in a system of allied
firms could, for example, be expected to be more oriented towards compen-sating for the lack
of own in-house resources by ‘buying’ or ‘allying’, implicating that a compensating acquisition
strategy (and not a complementing strategy) should be a success factor. It would therefore be
most interesting to investigate these circumstances more closely in further research.

8.5  Implications for practitioners

In the introduction to this thesis I stated that the search for more practical lessons to be learnt
regarding how small firms should invest in competence development and acquisition has been
an important personal driving force. I will here try to conclude the study’s findings from a
more pragmatic point of view, and also suggest some management practices that might support
small manufacturing firms looking for a better market performance. Following the tradition in
more normative management textbooks, I will here formulate some important findings as
guidelines for improved market performance.

• Don’t overestimate your own competitiveness!

Perceptions of competitive strengths that are not confirmed or surpassed by your customers’
perceptions are pure superstition. Such pompous attitudes offset the continuous improvement
necessary for modern competitiveness, and are in this study clearly related to declining sales of
the firm.

• Competence development or competence acquisition has no value if it does not address a
specific need - today or tomorrow!

From normative literature in the stream of learning organisations you might sometimes get the
comprehension that training, learning and networking have a value per se, disregarding the
context and the challenges a firm is (or will be) facing. This study has tried in different ways to
                                                            
125 Cf. March & Olsen, 1975, Cyert & March, 1963; or Selznick, 1957.
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measure the size and direction of small firms’ investments in competence development and
acquisition, and how these relate to the firms’ market performance. Even if the results indicate
that, for example, there is a relation between the size of a firm’s investments in competence
development and its market performance, the case studies of this thesis also demonstrate the
need to recognise that these investments are - and should be - related to the requirements in
each firm and each line of industry. As the case-study examples have revealed, conditions and
environmental pressures are very different in different branches of industry. The pace of
technological development, changes in market demand, or government regulations affecting
the need for new competencies are very different in different businesses, and evidently
influence a small firm’s need for competence development and acquisition. A good
management practice is hence to adjust to the specific conditions prevailing in each line of
industry. The results should accordingly not be interpreted as if a ‘the more, the better-
strategy’ is favourable for a firm’s market performance, disregarding the actual or future need
for competencies.

Building on these fundamental observations and conclusions, the results from this study
suggest following management implications for firms seeking a more favourable sales
performance:

• Improve your absorptive capacity by broadening the range of in-house competencies!

One important finding of this study was that the range (and not the formal level) of in-house
competencies turned out to distinguish low- and high-performing firms. It could be argued that
the capacity to absorb external information and knowledge in fields relevant for the firm’s line
of business is especially critical during periods characterised by rapid development or
turbulence. It could further be assumed that small firms are more exposed to adapt to
influences from the environment than larger and often market-leading firms. The range, rather
than the level of in-house qualifications facilitates for a small manufacturing firm to monitor
and adapt to environmental change. This should be recognised both when the firm decides on
developing in-house competencies, as well as when it recruits new members of the staff. A
broader range of in-house competence could moreover be expected to facilitate a more precise
and value-added acquisition of external competence.

• Explicit knowledge is a necessary but not sufficient condition for competence. Investments
only in developing such knowledge do not contribute to the competitive edge of your firm!

Investing in methods specifically designed for developing explicit and often general knowledge
(such as courses or literature) constitutes the platform for developing firm-specific competence
contributing to a firm’s competitiveness. Firms looking for competitive advantage based on
competence assets are hence advised to combine their investments in general knowledge by
also investing in work-integrated, continuous learning methods such as

• regular meetings with employees including elements of education
• project work and project work teams
• personal development meetings and career planning
• tutor/mentor systems for new employees

Also, methods facilitating individual learning are, at least on the specialist and management/
middle-management level, related to a better market performance.
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• There is no ‘Quick Fix’! It is the combination more than the utilisation of single methods
(or the level of investments per se) that makes the difference

This study has revealed that high-performing firms combine investments in common and
standardised methods for competence development with developing firm-specific competence
on-the-job and integrated in daily work. They also invest more time and money in competence
development, where they combine investments involving all members in the organisation with
investments directed towards specific groups or functions (e.g. middle-managers and specia-
lists). It is thus the combination of different categories of methods for developing competence,
as well as the mixture of investments addressing all or specific employees, that distinguishes
low- and high-performing firms.

• Suppliers are inadvertent and underrated sources of competence for small manufacturing
firms

This study has demonstrated the importance of suppliers’ competencies in small manufactu-
ring firms, and revealed that suppliers are important both as direct sources of external
competence, and as brokers to other external competencies. Firms looking for a better market
performance should investigate whether they actually make use of the competence or the
possibility to link the firm to other external competencies through the specific competence that
their suppliers actually represent.126

The great art in writing well
is to know when to stop.
/Josh Billings (1818-1885)
American writer and auctioneer
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APPENDIX 1: THEMES AND OPERATIONALISATION, THE PILOT CASE STUDY

Out of the 25 manufacturing firms that constituted the empirical base of my licentiate thesis
(Ylinenpää 1988), four firms were selected for case studies on competence-related issues. The
first study was characterised as a pilot study aiming at both exploratory and descriptive results.
Besides up-dating information on each firm (products, markets, number of employees, sales
turnover, etc.), the study in this phase specifically addressed the owner-managers’ perceptions
of (1) market need, and (2) the firm’s competitiveness as compared to competi-tors. Moreover
the firm’s strategies and its co-operation with external competencies were highlighted. The
interviews and the data collection focused on both company level and product area level. The
following themes were specifically discussed during interviews with owner-managers:

1. Identification of product areas in each firm. Used as a base for several other questions, and
depicted in Table 7:5.

 
2. Market performance (measured as sales growth or decline during a three-year period) on

the product area level. This information is utilised as input for the results depicted in tables
7:6 and 7:7. The succeeding discussions with the owner-managers formed a better under-
standing of factors related to a favourable or unfavourable sales performance, and initiated a
broader perspective in the second wave of case studies.

 
3. Product complexity of each product area. Building on both open-ended questions and

suggestions from literature, different indicators were discussed with the firm’s manager.
This resulted in an operationalisation of complexity, which was utilised in the first survey
study. This operationalisation consisted of three indicators (the technology level of the
firm’s products, the technology level of its processes/methods, and the number of
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components in the output products; each indicator as compared to competitors), and was
later in the first survey study utilised to generate the results depicted in Figure 7:2.

 
4. Development strategies and investments in development of new products, processes and/or

markets. These discussions gave a better understanding of different strategic orientations
(or modes of adaptation as Hendry et al, 1995, prefer to name it), as well as on how these
differences could be operationalised. This was in the first survey manifested by addressing
the degree of own products (versus sub-contracting) and products’ degree of complexity.
The methodology thus developed was then also utilised in the first survey study to generate
data depicted in Figure 7:2.

 
5. Level and range of in-house competencies. By discussing how the competence in the firm

could be described, a variety of different definitions of competence was generated. One
measurable expression generated from these discussions is Table 6:2, where results adress-
sing survey study firms’ level and range of formal competencies are depicted.

 
6. Qualifiers and order-winners. Building on open-ended questions, the owner-managers were

asked to define factors that were important/less important for winning orders on their
specific markets (product area level), as well as factors that constituted their competitive-
ness regarding each product area. The answers were then ‘translated’ into standardised
criteria building on research in the field of manufacturing strategy (Hill, 1993). This stan-
dardised list of criteria is reported in tables 7:1 (market need) and 7:2 (competitiveness).
This list of criteria was then used for investigating how key customers defined what criteria,
from a customer perspective, are important/less important. The customers (one for each
product area) were also asked to value how they perceived the firm’s competitiveness as
compared to other firms on the specific market. The results were utilised for comparing
customers’ and owner-managers’ perceptions of market need (tables 7:5 and 7:7, and
Figure 7:1). This approach was also utilised in the first survey study for comparing firms by
market performance (tables 7:1 and 7:2). More details on the operationalisation are
reported in Chapter 7.

 
7. External competence acquisition and co-operation. One main theme during the pilot phase

was to develop a better understanding of how small firms interact with competencies in their
environment. Firm managers were asked to define external competencies that were
perceived to have importance (or less importance) for the firm’s competitiveness. They
were also asked to estimate the frequency of their contacts with different external compe-
tencies thus nominated. Also barriers to acquisition of external competence were specifi-
cally addressed.127The understanding I thus received was utilised to construct standardised
survey questions forming the base for results reported in figures 6:1 and 6:2.

Interviews with key-customers

Results reported in Tables 7:5 and 7:7 were, as noticed above, based on telephone interviews
with key customers in each product area (10 areas/customers in the four case-study firms).
These customers were nominated by the owner-manager of each firm, asked to pick “a
representative and important customer” in each area. Often several different customers were
suggested. I myself decided which customer to interview. My main criteria was that the

                                                            
127These results are not included in this main study, but reported in Ylinenpää & Hörte (1995a).
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customer should represent the market demand in each product area, and have sufficient
knowledge about the firm to evaluate its competitiveness. Regarding one respondent I found
that the quality of data was poor, due to the respondent’s insufficient knowledge about the
case-study firm. This customer/respondent was therefore excluded, and another customer used
as respondent.

The technique utilised during the telephone interviews was to start with an open-ended
question, and to register the answers on a standardised form (variables depicted in Tables 7:1
and 7:2). When summarising the results from the interview, I checked that the respondent by
mistake, or by using another definition than the one I had in mind, had not left out any factor
that he/she regarded as relevant. After this exercise, different factors were ranked by utilising
Hill’s (1993) terminology of ‘order-winners’ and ‘qualifiers’ together with the alternative ‘not
important’. Each interview extended over 30-40 minutes.

Feed-back to case-study firms

Preliminary results and conclusions based on the interviews with case-study firms and their
customers were reported to and discussed with the owner-managers. As noted in Chapter 5,
section 5.1, this was important both for me as a researcher (since it gave me an opportunity to
control the reliability and validity of my preliminary results) as well as for the owner-manager
(who received a repayment on his time investments).
APPENDIX 2: THEMES AND OPERATIONALISATION, THE FIRST SURVEY

A summary of questions used to generate the results presented in the study, together with
information on how data was operationalised, is presented below. Besides customary specifi-
cations of the respondent’s name and position, the firm, annual sales, and the number of
employees, this postal survey focused on the following themes:

1. Education level and range in the firm - number of employees holding (1) only comprehen-
sive/elementary school, (2) comprehensive/elementary school and additional vocational
short courses, (3) upper secondary school/high school, (4) upper secondary school/high
school and additional vocational short courses, and (5) university degree. Each alternative
depicted the total number of employees and the distribution on (a) technical education, (b)
business administration/economic education, and (c) other education.

 
2. Methods utilised for competence development. A pre-defined list of methods generated

from previous studies in the field was presented to the respondent (alternatives plus an
open-ended question for “other method, namely ...”). The exact question was “Which of the
following methods has the firm utilised during the recent three year period with the purpose
of developing the competence in the firm?”. Results generated from this question are
depicted in tables 4:6 and 6:4, and further used as input data in Table 6:5.

 
3. Investments in competence development. Referring to the list of methods in Table 4:6,

respondents were asked to state the estimated size of annual investments (TSEK) on each
utilised method during the preceding three-year period. Estimated size of investments was
defined as “the firm’s own investments in competence development after deduction for
occurring subsidies”. For investments not depicted by the firm’s accounts, the respondents
were asked to make “simple and rough estimates based on, e.g., loss of income, day salary,
or day fee for professional consultant services.”
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4. Product and process complexity. Three indicators of complexity were utilised: products’

technology level, process technology level, and the number of components in the firms’
output products. The question was addressing the respondents’ estimation of the degree of
complexity of each indicator as compared to the firm’s most important competitors. A five-
graded scale was utilised. The respondents were asked to grade the product technology
level of each product area, where 5 = “unique products that contain or utilise high tech-
nology”; and 1 = “simple product based on a low technology level which can easily be
copied by competitors”. The number of components were classified on a five-graded scale,
where 5 = “a vast number of different components”, and 1 = “one or very few compo-
nents”. Similar, the level of process technology was addressed by the scale 1-5, where 5 =
“a very complicated process with regard to the equipment, competence requirements,
process time etc.”, and 1 = “a very simple production process”. The results in the product
area level were first summarised at company level, and then utilised to construct a
composite measure of the firm’s complexity utilising the following technique: Recognising
that different product areas had different importance for the firms’ revenues, a weighted
mean was calculated for each indicator. Indicators assigned values 4 or 5 were classified as
“high”, while indicators with values 1 or 2 were classified as “low”. Indicators with value 3
accordingly were classified as “medium”. Using these three indicators at the company level,
firms that were classified by ‘high complexity’ regarding at least two indicators were
categorised as high-complexity firms, while other firms were categorised as low-complexity
firms. This data is used as input data for the results depicted in Figure 7:2.

 
5. Share of revenues from own products. The respondents were asked to state the percentage

of sales referring to own products and subcontracting respectively (mean value for the
preceding three-year period). Firms with revenues from own products above 50% were
categorised as firms with own products, while other firms were categorised as subcont-
ractors. The firms normally oriented towards one of the two alternatives, leaving only very
few firms in the span between 35 and 65% share from own products. Also this measure was
utilised in Figure 7:2.

 
6. Perceived market need. Referring to results generated by the pilot case study and previous

research in the field, a list of factors addressing what is important for competitiveness on
specific markets was generated. This list (the same factors as reported in Table 7:1) was
presented to the respondents, and they were asked to utilise a scale 1-5 to value the
importance of different factors. On this scale, 5 was defined as “order-winning; a factor that
facilitates for a firm to win orders in this specific branch of industry”; 4 as “very important,
almost order-winning”; 3 as “important and necessary for competing for orders”; 2 as
“relatively important”; and 1 as a “not important” factor. In Table 7:1 mean values for each
factor or criteria are reported for high- and low-performing firms, and significant differences
between the two groups specifically addressed.

 
7. Perceived competitiveness. Utilising basically the same list of criteria, the respondents were

then asked to value their own firm’s competitiveness regarding different factors, as
compared to the firm’s competitors. On the scale 1-5, 5 represented “much better than
competitors”, 4 “somewhat better than competitors”, 3 “as competitors”, 2 “somewhat
worse than competitors”, and 1 “much worse than competitors”. The data thus generated
was then translated into mean values, and utilised for comparing firms revealing low and
high market performance respectively. The results, depicting significant differences between
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firms by their market performance, are reported in Table 7:2. The same list of criteria was
also utilised in the case-studies for generating data to tables 7:5 and 7:7, as well as to Figure
7:1.

Feed-back to survey sample

Preliminary results and conclusions were reported back to firms participating in the survey in a
condensed and straight-forward manner, together with a letter where they were invited to react
to and discuss any aspect of the results revealed.

APPENDIX 3: THEMES AND OPERATIONALISATION, THE SECOND SURVEY

Questions used in the second survey (phone survey), together with information how data has
been operationalised, are reported below. The survey sample consisted of the same 52 firms
that responded to the first survey. One of the firms however had not the possibility to partici-
pate in this survey, which is why the questions were answered by 51 small manufacturing firms.
The survey addressed the following themes:

1. Building on a pre-defined list of different potential, external competencies (parties/actors),
the respondents were asked to state the firm’s contact frequency (“at least once a week”,
“several times a month”, or “more seldom”) and the value of the specific external
competence for the firm’s competitiveness (“significant”, “some” or “none/limited”). The
majority of parties/competencies listed are reported in figures 6:1 and 6:2. Here the results
are concluded by depicting high frequency (“at least once a week”) versus low frequency
(other alternatives); and high importance (”significant value”) versus less importance (other
alternatives). The list was originally generated from the pilot study and from other studies in
the field. Besides pre-defined external competencies, the respondents could also report
“other competencies, namely ......”.

 
2. A specific question addressed whether the firm had an external board of directors or a

board consisting of family members. If the firm utilised external board members, they were
asked to categorise each member’s affiliation/profession.

 
3. One question addressed the firms’ strategy for external competence acquisition. After

describing the content of a ‘complementing’ and a ‘compensating’ acquisition strategy (see
section 4.1), the respondents were asked to characterise the behaviour that best (or
dominantly, regarding the firm’s investments in external competence acquisition) captured
the firm’s external competence acquisition during the past three-year period. The results are
reported in Table 4:2.
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4. The degree of perceived external or market turbulence during the preceding three-year
period was a theme for yet another question. The respondents were asked to characterise
the degree of market turbulence (competitive position, market need and other external
factors affecting the firm) as “stable”, “minor changes” or “significant changes”. The results
were utilised to investigate differences between firms by market performance and by the
degree of (perceived) market turbulence, and are reported in section 7.2. Here ”high market
turbulence” in Table 7:4 is equalled to “significant changes”, and ”low market turbulence”
to the other two alternatives (“stable” or “minor changes” in Table 7:3).

Feed-back to survey sample

Preliminary results and conclusions were, similarly to the first survey, reported to the parti-
cipating firms.128

APPENDIX 4:
THEMES AND OPERATIONALISATION, LONGITUDINAL CASE STUDY

Building on the results from previous phases, several different themes utilising information
from several different sources were addressed during this last phase of data collection. A first
meeting with each owner-manager was utilised to report on the results from the two survey
studies, and to discuss the design of the second wave of case studies. I asked the manager to
nominate employees holding different positions in the firm whom I could interview. I also
asked the owner-manager to suggest important and representative suppliers in each product
area that I could contact. We moreover agreed on a preliminary time for a formal and
concluding interview. The themes for these different personal interviews are reported below.

Interviews with employees

After an opening discussion on (a) definitions of competence and competence development, (b)
how the employee defined his/her own (and the firm’s) competence, (c) situations and/or
processes where the employee perceived that he/she had developed professional competence,
the discussion was focused on two main themes:

1. The employees time investments in competence development. Building on a pre-defined list
of different methods for competence development (alternatives depicted in Table 4:6), the
respondents were asked to estimate the number of effective hours a year they have in-vested
in developing their own professional competence during the preceding three-year period.
For each investment I also asked the respondent to state the purpose or content of the
specific time investment. After concluding the list (also involving the opportunity to detail
other, not pre-defined methods) the sum of annual hours invested was calculated and related
to a normal full-time workload (1760 hours). This exercise was employed to get the
respondent’s confirmation that the result was reasonable, and involved neither over- nor
under-estimations.129The results are utilised in several different tables in Chapter 4.

                                                            
128Noticeable is the importance of such feed-back in order to achieve an acceptable response rate. Out of 52
firms in the first survey, 51 agreed to participate also in the second survey. The firm that declined to participate
reported reasonable and strong reasons for not being able to contribute.
129A general reaction, however, was that respondents often were surprised by the (significant) number of hours
invested in competence development. “That sure sounds a lot” or “Can it really be that much?” were frequent
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2. The employee’s competence network. I asked each employee to state his/her most important

sources of professional expertise, represented by either persons, groups of persons, or
organisations. The idea was here to separate expertise in the firm’s business network from
expertise in a knowledge network not necessarily belonging to the business network130.
Results generated by this question are depicted in Table 4:5.

After each interview a summary was mailed to each respondent containing results, my own
notes and my tentative reflections. A follow-up contact (telephone, e-mail or personal visits)
then ensured that I had understood the information I received during the interviews in a correct
way.

Interviews with suppliers

During the pilot case studies the focus was on customers. During the concluding case-studies I
specifically addressed the firms’ co-operation with its suppliers. Key suppliers, nominated
either by the owner-manager or (in some cases) during interviews with employees, were
normally interviewed on the telephone following a semi-structured form.131 After some
opening questions depicting the respondent’s position, experience from co-operation with the
case-study firm, size and business of the supplier, etc., the interview was focused on two main
themes:

1. The nature of the supplier relation. By describing how the co-operation was actually
implemented (the function of different contacts, the contact frequency, the party normally
initiating contacts and exchange, etc.) an understanding facilitating a categorisation of
different relations as “limited”, “exploitation” or “synergistic” was achieved. Definitions of
different categorisations are, together with results from the case studies, reported in section
4.2.1.1 “The role of suppliers” and depicted e.g. in Figure 4:2.

 
2. The presence of a broker role to other, external competencies. Questions depicting func-

tions besides ordinary buy and sell tasks, together with questions addressing the supplier’s
own business and personal network of importance for the case-study firm, facilitated an
understanding of whether the supplier’s role as a broker to other external competencies was
significant or not. The result is depicted in section 4.2.1.1 and Figure 4:2.

The information was compared to how the case-study firm perceived its co-operation with the
supplier, and was especially addressed during the concluding interviews with the owner-
managers.

Concluding interviews with owner-managers

                                                                                                                                                                                             
comments on the results. Such reactions always implicated that we together controlled each investment once
more.
130As suggested by Gelsing (1992) and Belotti (1996).
131Except for two interviews that were conducted as personal interviews.
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The personal interviews with the owner-managers always started with addressing the mana-
ger’s own time investments in competence development, as well as his132personal network of
external expertise. The forms utilised for interviews with employees were also used for
depicting the owner-managers’ time investments and personal networks. Preliminary and
general results and impressions from the interviews with employees and suppliers were then
reported and discussed in order to receive the manager’s opinion of whether results and
impressions seemed reasonable. These validity tests in two cases implicated either a modified
interpretation or a need for new data:

1) ALPHAs owner-manager remarked that the significant time investments reported espe-cially
by the firm’s shop-floor technician could partly reflect the fact that the firm’s culture recently
had been oriented towards regarding “our customers as our best teachers” as well as a more
positive attitude in the firm towards continuous learning and improvement. This has influenced
my interpretation of, e.g. the results depicted in Table 4:7, where the risk of bias due to
respondent over-estimations is noted.

2) DELTAs owner-manager noticed that the supplier of building material in my preliminary
results was categorised as representing a pure buy and sell relation. “I think you should also
talk to X (another representative of the supplying firm), since he is the guy we more often   co-
operate with”. After following his advice, a somewhat modified picture was revealed,
implicating that the categorisation in Figure 4:2 also was modified concerning this specific
supplier.

The main theme of the interviews (covering up to three hours plus follow-up contacts),
however, was to address the firm’s development during the decade 1986-96. Referring to
graphs depicting sales growth/decline and the development of the number of employees, we
initially identified different phases in the firm’s development. Utilising the frame of reference in
Figure 2:6, we then discussed the situation and the characteristics of each phase. Different
parameters as well as the results for each firm are reported in Chapter 5.

After the interviews with owner-managers, preliminary results, tentative conclusions and
observations were mailed to each owner-manager.133 A follow-up contact (telephone or
personal visit) ensured that I at least did not make anything up, and resulted in several
interesting discussions with the owner-managers.

                                                            
132They were actually all male.
133The material sent to each manager consisted of both text and figures, such as a preliminary version of tables
5:1-4.
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APPENDIX 5: TIME INVESTMENTS PER RESPONDENT IN CASE-STUDY FIRMS

Method for competence                                             Investment (annual hours) per respondent
development

1 2 3 4 5 6 7 8 9 10 11 12 13
Visiting expos/trade fairs 24 6 24 0 16 8 0 80 0 0 10 2 0
In-house training courses 70 6 30 20 0 10 0 0 0 28 0 0 0
External courses 40 26 10 0 0 24 0 16 40 13 10 24 0
Work rotation 0 0 0 36 0 0 20 0 0 20 0 40 0
Study visits outside firm’s loc. 40 0 66 0 16 120 0 32 0 0 10 0 0
Local study visits 20 0 8 1 0 0 0 16 0 0 5 8 0
Delegation, appointments 0 40 100 106 0 0 0 0 0 1 0 16 0
Study of literature at work 20 50 100 96 16 40 1 0 30 0 50 20 1
Study of literature after work 400 150 290 48 90 150 0 60 35 0 100 20 1
Personal developm. meetings 0 30 7 3 0 0 0 0 0 0 0 20 0
Reg. meetings incl. education 0 20 10 10 10 32 1 25 5 5 0 0 0
Tutor/mentor new employees 0 0 0 100 0 0 0 0 40 20 0 0 0
Senior mentor 60 1 10 240 20 0 0 5 0 0 0 0 0
Project work 160 0 0 0 140 0 10 0 0 0 0 0 0
Coop. with external expertise 100 45 50 0 30 0 0 20 3 0 0 0 0
Participation in network(s) 20 0 0 0 48 12 0 20 0 0 60 20 0
Temp. work in another firm 0 0 0 0 0 0 0 0 0 0 0 0 0
Collecting data on the Internet 0 0 0 23 0 0 0 0 0 0 0 0 0

Groups of methods134

FIL 444 206 414 167 122 198 1 140 65 0 160 42 2
DOL 170 32 114 21 16 154 0 64 40 41 25 32 0
WRCL 340 136 177 495 248 44 31 70 48 46 60 96 0

LOLO 544 183 334 288 174 194 0 181 75 13 180 66 1
LOHI 180 120 207 205 156 40 11 0 30 1 50 56 1
HILO 160 45 124 160 46 120 20 68 43 40 15 48 0
HIHI 70 26 40 30 10 42 1 25 5 33 0 0 0

  1 = ALPHA; Owner-manager
  2 = ALPHA; Production manager
  3 = ALPHA; Development manager
  4 = ALPHA; Technician
  5 = BETA; Owner-manager

                                                            
134Definitions according to Chapter 4.
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  6 = BETA; Design engineer
  7 = BETA; Mechanic
  8 = GAMMA; Owner-manager
  9 = GAMMA; NC-operator
10 = GAMMA; Mechanic
11 = DELTA; Owner-manager
12 = DELTA; Sales manager
13 = DELTA; Planing mill worker


