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Abstract

Enterprise Cultural Heritage (ECH) is an innovative and complex concept combining the company’s own history and creations (technical contents, industrial design, organization, marketing, etc.) with the potential to transform information and materials into “extended products & services”. This paper drawing on the results of a review of the literature and a survey of 60 Small and Medium-sized Enterprises (SMEs) based in four European Union (EU) countries argues that effective ECH management can increase creativity in production and innovate knowledge management skills.  The current study makes two distinct contributions: Firstly, it introduces the ECH concept and embeds it in a broad body of literature. Secondly, it provides evidence-based insights into the potential impact of using ECH in order to enhance competitiveness.  

Introduction

The age of the firm has been an important consideration within that body of knowledge broadly defined as SME (small and medium sized enterprises) studies. Research within this context has focused primarily on the impact of size on the performance as well as constraints confronting small firms.  This work followed two distinct trajectories: the first being primarily theoretical, involving the development of life cycle models; whilst the second being primarily empirical: drawing evidence of survival and growth rates in Europe and the United States.

Theories of SME life cycle are defined by the tenet that the growth of the firm is characterised by a number of predictable, discrete and consistent stages (Churchill and Lewis, 1983; Scott and Bruce, 1987; Parsons, 2006).  These stages are sequential in nature and occur as a process of progressions that can not be easily reversed (Dodge and Robins, 1992). This is partly because each stage is both an effect of the previous one and a cause of the next.  An important aspect of these theoretical constructs is that transition from one stage to another requires considerable change – defined as ‘developmental crises’ (Greiner, 1972).  Thus, there is considerable emphasis placed by researchers in examining the nature of these crises, and exploring how entrepreneurs need to revisit their strategies and behaviours and adapt to the emerging conditions (Quinn and Cameron, 1983).
Empirical research on the relationships between the age of the SME and performance has been extensive and inconclusive.  There is a body of evidence supporting the thesis that it is new businesses that have a disproportionate impact on jobs (Birch, 1979).  This argument – linked to a variant of Schumpeter’s view on entrepreneurship and innovation – is supported by empirical evidence showing the growth rate of SMEs in negatively associated with the age of the firm (Carroll, 1983; Freeman et al, 1983; Evans, 1987). However, there is also recognition that younger firms have a higher mortality rate than established ones (Hannan, 1989). Thus Dunne et al (1989) argued that holding size and ownership constant, increasing age was associated with lower failure rates. Thus, the second argument advances the thesis that it is established businesses that make the most important contribution in terms of employment in the long-term (Storey, 1994; Patel, 2005).
Both theoretical and empirical approaches recognise the importance of organisational learning in the evolution of SMEs. However, they place precious little importance on the impact that the cumulative body of knowledge and firm continuity and perception in the marketplace may have on firm competitiveness.  This paper aims to address this gap in the literature by introducing the concept of enterprise cultural heritage, and exploring how it is used and its implications for SME performance in four European countries (namely the UK, Greece, Finland and Italy).  It is worth pointing out from the outset that this is an exploratory study aimed at introducing the concept and identifying some key issues. Thus, the number of SMEs involved is modest – fifteen in each country.
The paper is organised as follows.  The next Section defines ECH and identifies a number of key research questions. The paper proceeds with an examination of the methods used in the data collection process, as well as providing an outline of the key issues explore in the questionnaire. This Section also discusses – in some detail – the limitations of the study. Then the paper proceeds in presenting the results of the survey of established SMEs in four EU countries. Lastly, the paper offers some conclusions – focusing particularly on the two research questions identified earlier on in this Section.

The Concept & Research Questions

Enterprise Cultural Heritage (ECH) is an innovative and complex concept combining the company’s own history and creations (technical contents, industrial design, organization, marketing, etc.) with the potential to transform information and materials into “extended products & services”. It is a company asset that is derived from its historical evolution.  This asset is made up of tacit and explicit knowledge. This knowledge focuses on products/services (and the overall brand identity of the firm), processes (and technologies), functions, and organisational structures. It can be used to underpin future competitiveness through originality, innovation and quality. 

The concept draws insight from a broad range of literature including: Marketing, Product Development & Innovation, Organisational Culture and Knowledge Management.  However, to date, this has achieved precious little attention in the academic literature. It can be regarded as part of company’s knowledge capital, but as Sedera, Gable and Chan (2004) argue that the exploitation of knowledge of an organisation, resides not in the knowledge itself, but in the ways that knowledge is used and re-used.
This concept is important as it is relevant to large number of SMEs. More specifically, in Italy, there are more than 11,000 SMEs that are more than 40 years old (Enterprises Registry Dataset), some 290,000 SMEs in the UK also fall in this group (Federation of Small Businesses), whilst in Greece there are 6,140 enterprises.  The number of such firms will be smaller in post-socialist regimes (such as the Czech Republic), however, there are similar opportunities for privatized firms as well as new SMEs that tap into the ECH of the socialist or even pre-socialist era. 

The introduction of a concept/asset (ECH) that may enhance SME competitiveness the world over raises the question of awareness of this potential among entrepreneurs.  To what extend do they view the firm’s repository of knowledge as meriting investment, and how does this influence their decisions? This prompted the development of the following research question:
Research Question 1: How do established SMEs (if at all) exploit the potential involved in their enterprise cultural heritage?

Establishing the degree to which entrepreneurs in SME sector are aware of the potential of ECH, takes us only part of the way in establishing the business practice implications of this paper.  Indeed, what remains of paramount importance is the degree to which the ECH management may influence the survival and growth of the firm. This led to the development of the paper’s second research question, below:

Research Question 2: Is there any link between the exploitation of enterprise cultural heritage and SME survival and growth?

.  

Methodology
A survey of established enterprises was conducted in early 2010 in order to gain an in-depth understanding of the processes involved in exploiting ECH.  In order to identify established SMEs a number of selection criteria were used. These included: independence (i.e. the organisation in question was not a branch or subsidiary of another), size (using the EU definition enterprises employing only up to 250 people with annual turnover ≤ € 50 million or balance sheet total of ≤ € 43 million were selected) and age of the firm (identifying enterprises that have been in existence – at the time of the survey for a period of 40 years).  The rationale behind the 40 years was that these companies are more likely to have had to pass on their product and services knowledge through at least one generation of employees. An additional stratification criterion used in the selection of the sample was sector.  Thus, established SMEs surveyed were involved in craft activities. This is defined in the EU SME Observatory as artisan production in food, textiles, and other (ceramics & jewellery) industries. More specifically, regarding the sectoral breakdown of the established SMEs surveyed is concerned, the majority (just over half) were involved in the food sector, with just over a quarter engaged in textiles and clothing manufacture. The remaining one fifth of the firms surveyed were in other craft activities.  The choice of the craft sector is on account of the importance of cultural heritage (e.g. local products, traditional design etc) as a source of competitive advantage. 
For the purposes of the survey a questionnaire that combined closed (mainly) and open-ended (to a lesser degree) questions was used.  The questionnaire included sections on the firm’s awareness of ECH, the skills needed in order to exploit ECH in the firm, obstacles to the use of ECH, and general information about the SME and its performance. Some 370 companies, identified using standard commercial directories, were approached.  A total of 60 interviews were completed, each lasting between 30 and 45 minutes, between January and April 2010.  This corresponds to a response rate of just over 16%. 

Before the presentation of the findings some key limitations must be noted.  Firstly, the data used are self-reported responses to a questionnaire. This raises two important considerations: self-report bias and self-selection bias. Considerable efforts have been made in the design and implementation of the research to address these issues. Thus, a number of controlled questions have been introduced in the instrument to monitor the responses given. In some instances corrective action has been taken when individual respondents made contradictory statements. As far as the issue of the self-selection bias is concerned, the organization of the fieldwork and the ensuing satisfactory response rate provide a considerable degree of confidence in the results. Secondly, the survey instrument provides a snapshot of firms at the time of the fieldwork research restricting the ability to capture processes that evolved through time.  
It is also worth pointing out that the data were collected in early 2010, a period of considerable economic adversity globally. This is a period of increased difficulty – for SMEs – to access finance and economic contraction.  During the interviews the impact of hostile macro-economic conditions was raised extensively by interviewees. This may have affected findings somewhat, as levels of investment and growth levels may have been influenced as a result.
Findings

Despite the absence of published work on the use of ECH as a means of enhancing SME competitiveness, the great majority (some 89%) of the enterprises surveyed explored the use of their cultural heritage as a way of adding value. Given the rather abstract nature of this introductory question, interviewees were also asked if they have invested resources in order to preserve or manage their ECH for business purposes. Interestingly, just over one in every three SMEs responded positively to this question.  There were some very interesting disparities in the incidence of investment in ECH by country. Established SMEs located in Greece reported the lowest incidence of investment in ECH – just 7% - whilst their counterparts in Italy the highest, some 56%.  Just over one in four of responded in both the UK and Finland indicated investment in ECH.  Rather unexpectedly, there were precious little difference in ECH investment by sector – ranging between 25%, for other craft sectors, and 30%, in textiles and clothing.  The food sector, where we expected probably the highest incidence of investment on ECH – on account of the growing importance attached to local products – occupied a position between these two ends. 
In order to identify the areas where established SMEs utilised their ECH, interviewees were asked a series of questions (each focusing on a specific area) using a Lickert type measure (ranging from 1 which indicates unimportant to 4 which indicates vital).  Not unexpectedly, established SMEs overwhelmingly stressed the use of ECH on product quality (mean of 3.41) and brand image (3.13). Two other areas of importance revolved around the development of management competences within the organisation (3.03)   and the development of personalised relations within the firm (2.95). 
Similarities and disparities emerged between countries and sectoral contexts. More specifically, product quality was identified as the main area of utilisation of ECH in the UK, Finland, Italy and Greece.  However, in the UK and Finland ECH was used in order to develop the skills of the employees, whereas in Italy this was linked with the development of personalised relationships within the firm, and in Greece this revolved around brand identity.  As far as sectoral patterns are concerned, there was commonality in stressing the importance of product quality was identified as the main area of ECH utilisation.  Brand image was stressed as the second most important area among established SMEs in the food sector and those firms working in textiles and clothing, whereas originality was stressed among enterprises in other craft industries.
Enterprises surveyed were then asked to identify the benefits conferred through ECH management.  As expected some two thirds of the enterprises surveyed pointed at the importance of ECH as a means of building customer loyalty. Interestingly, the second most commonly reported benefit was an increase in employee commitment to the values and goals of the firm, identified by 65% of the total.  Other responses included enhanced innovativeness of the organisation (50%), increased sustainability of production (42%) and decreased costs (18%).  There were precious few systematic differences in response by country and sector.

This brings to the fore the issue of the impact of ECH management on SME survival and growth. These two issues were dealt separately in the analysis. As far as SME survival is concerned, and in the absence of historical records going back long enough (the oldest SME surveyed was established in 1731, whilst around one fifth were created before 1900) an unconventional approach was followed. This was based on the view that the age structure of SMEs will take the shape of pyramid – whereby the percentage of firms will decline by age.  Evidence from the established enterprises surveyed (see Figure 1 below) indicates that this is the case regarding established SMEs that did not invest in ECH management. Interestingly, however, this is not the case regarding established SMEs that did invest in ECH management. This lends some – though not conclusive – support to the thesis that investment in ECH management may enhance the ability of SMEs to survive.
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Figure 1. Age Structure of SMEs by Investment (on not) in ECH management

As far as growth rates are concerned, given the importance of informality in the clothing industry – especially in Greece- it was decided not to pursue change in absolute numbers.  Entrepreneurs were therefore asked to evaluate performance using a three point, scale (whereby 1 indicates growing strongly and 3 indicates not growing – including decline).  Evidence shows that nearly three times as many established SMEs that invested in ECH management recorded strong growth in comparison to those that did not – 29% and 11% respectively. 

Country and sector influence the intensity of the link between investment in ECH management and SME performance.  More specifically, investment in ECH management was related to strong performance particularly in the UK (strong growth recorded by five times as many SMEs that invested than not). In terms of sector, investment is linked with strong performance in food, whilst the reverse is the case regarding textiles and clothing.
Concluding Remarks

Before drawing conclusions regarding the findings of this study it is worth re-iterating its exploratory nature.  Therefore, the number of established SMEs surveyed is modest, the sectoral breakdown is limited – concentrated only on craft sectors – and it involves a snapshot in one point in time, rather than a longitudinal observation of the processes involved in exploiting ECH. 
However, the paper identifies and develops a new dimension in that body of literature exploring the impact of the age of firm on SME development. This dimension is captured here with the concept of enterprise cultural heritage.  This is an innovative and complex concept combining the company’s own history and creations (technical contents, industrial design, organization, marketing, etc.) with the potential to transform information and materials into “extended products”.  This definition can provide the point of departure of empirical research into ECH management and SME survival and growth.

At the outset the paper set out to address two key research questions. The first examined: how do established SMEs (if at all) exploit the potential involved in their enterprise cultural heritage?  The results of the survey indicate a much higher, than originally anticipated, awareness of the advantages in exploiting ECH among established SMEs. Even though only a minority – around a third – actually invested in realising this potential, this shows that entrepreneurial views are leading scholarly understanding.   The paper also shows the key areas of ECH use within established SMEs. This involves some areas that were widely anticipated by the researchers involved in the study from the outset (such as product quality and brand image). However, it also includes relational and human capital issues: such as skills, managerial competences, and relationships within the firm. This issue requires further investigation: examining particularly the impact of firm heritage on the prevailing organisational culture.  Lastly, the paper indicates that further research in ECH management needs to be particularly sensitive to the specificities of the country and sector context.
The second research question of the paper focuses on the existence (or otherwise) of link between the exploitation of enterprise cultural heritage and SME survival and growth.  There is some evidence supporting the thesis that ECH management may be positively linked with both the ability of the firm to survive and grow in established SMEs.  This can be understood conceptually in terms of exploiting an existing source of competitive advantage that may assist in differentiating established SMEs. Moreover, it links with the paper’s point of departure: understanding enterprise cultural heritage as an asset.  Undoubtedly additional research is needed – using more sophisticated measures of growth and larger sample sizes – in order to provide conclusive results. Country and sector specificities also need to be taken into account in examining the link between ECH and SME survival and growth.
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