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In the first part of our article, we argued that although today most states can be considered to be

small, for historical reasons academic studies still look at small as being “sub-optima

III

and reduced

versions of the larger states which dominate the international political and economic order.

Moreover, there have been
relatively few studies to assess
and determine the sources
for the competitive advantage
of some small states. If we
look at the enterprise level, we
realise that there exist two main
schools of thought that try to
explain “superior performance”.
The first of these schools builds
on the Competitive or market
power paradigm. This school
is primarily represented
by the work of Michael Porter
through his “Five-forces model”

and his “Diamond of National

Competitiveness”. Cockburn'’
(2000)  says  that Porter
transformed the study

of  “imperfect competition”
into the analysis of ‘competitive
advantage”. In the
shifted “the

of strategy research outward,

process,
Porter focus
towards the analysis of
the firm’s microeconomic

environment” (p 1126).

A successful firm enhances its
“market power”, raises prices

and creates higher “entry”
barriers into the industry. This
market power can, and does,

shift over time. According to this

school of thought superior
performance is due to
monopolistic rents resulting

from privileged market positions.

A second school of thought
which tries to explain “superior
performance” is known as The
Resource Base View (RBV). This
“efficiency” paradigm has been
extensively used in marketing,
management, economics and
business studies. Enterprises are
seen as consisting of portfolios,
or bundles, of distinctive and
difficult-to-trade

(‘resources’) " which persist over

assets
time". Firms achieve superior
performance by developing and
leveraging resources that are
valuable, rare, inimitable and

non-substitutable (VRIN)".

(DC)
approach is another branch of

The dynamic capability
RBV and seeks to incorporate
dynamic and temporal elements
(Teece et al.’, 1997).

The emphasis is on developing
and exploiting distinctive
competences or capabilities not
products or sectors. DC then
supports growth and
diversification that builds upon

or extends existing capabilities

Dynamic capabilities can be
disaggregated into the capacity

to

(1) sense and shape

opportunities and threats,
(2) seize opportunities, and

(3) maintain competitiveness

through enhancing,
combining, protecting and
reconfiguring the business
enterprise’s intangible and

tangible assets.



In a rapidly changing

environment firms need to
balance stability and integration
(which are key to achieving
efficiency) with flexibility and
differentiation (which are key for
adaptation and transformation).
Operational effectiveness

demands continuity, whereas
dynamic capabilities emphasise

“adaptation” and “innovation”.

The strategic alternatives (paths)
available to the firm are
determined by its existing socio-
technical processes (routines)
and are shaped by its resource
and capability position. Teece et
al (1997) state that “What the
firm can do and where it can go
are thus rather constrained by its

positions and paths” (524).

Eisenhardt and Martin" (2000)
argue that the strategic logic of
dynamic capabilities has to be a
combination of the leverage

logic (enhancing existing
resource configurations in the
pursuit of long-term competitive
advantage) with the opportunity
logic (formulating new resource
configurations in the pursuit of

temporary advantages).

The efficiency and market power
paradigms are often presented
as being opposite to one
another. Cockburn* et al (2000)
challenge this perspective and

argue that it ‘“reflects a
significant misconception, since
the resource and the

environmental perspective are

complementary in many

unigue
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Figure 1. Adapted from Rouse and Daellenbach (2002)

In Figure 1 we present a picture
of the enterprise as seen from an
RBV perspective. An enterprise
than differs from others because
it possesses unique resources
and enjoys specific socio-
technical processes which arise
from its set of competencies and
this
combination of elements that

capabilities. It is

help the enterprise to create
“value” to customers and is the
basis for its competitive

advantage.

important  respects”  (1127).
Barney"" (1991) points out that
since the 1960s “the SWOT
framework has been used to

consider both external and
internal phenomena in
determining competitive

advantage” (100).

Within the dynamic capabilities
framework “small states” can be
seen as “open units”. However,
value creation in contemporary
thinking is not seen as arising
from within single enterprises

but rather as the outcome of a

“value chain” which brings
together a number or a network
of enterprises. Moreover, it is
contended that that the value
chain or network can draw upon
and

resources competencies

arising out of its immediate
environment be it a cluster, an

economic sector or a region.

I”

Although these “externa
resources may also be available
to local competitors it is how
these resources are combined
with that

generates “uniqueness”.

“internal”  ones
Following the same reasoning, it
then that the
cluster/sector/region can also

follows

draw from resources/
competencies arising out of the
“national” context. At this point
competitiveness at the various
levels is not seen in isolation but
rather as part of a system.
and

Domestic competition

international competitiveness
are but facets of the same,
dynamic process. We argue that
such an approach can help our
understanding of the dynamics
of competitiveness within small
states at the macro, meso and

micro levels.

Flexibility is a critical feature for
the survival of open systems
(such as small states). Ashby™
(1970) termed this the “law of
requisite variety”. Jacobs* (2005)
holds that “To achieve strategic
flexibility,
embrace change as an inevitable

organizations must

and essential part of an

organization’s growth. (4)

The concepts of flexibility and
strategic flexibility appeared in



management literature in the
1950s. Johnson et al* (2003)
state that “Since then studies on
flexibility make a distinction

between operational, tactical
and strategic flexibility.” (75).
Developing the “right” degree of
strategic flexibility is of critical
importance. Too much flexibility
could jeopardise the company’s
identity, competence building

programme and longer term

competitive advantage

Strategic flexibility is a dynamic
capability in its own right as well
as an outcome of other dynamic
capabilities.  Hulsmann  and
Wycisk™  (2008) that
“flexibility is not only to be seen

state

as a competence of the system,
but also as a mandatory
condition for the system to
eventually build

competences.”(264)

“Strategic flexibility” can be
applied at both the micro and
the macro levels. Combe and
Greenley (2004) add that “for
strategic flexibility to exist at the

level of the firm, decision makers

themselves must possess
capabilities for strategic
flexibility.”  (1458).  Winter™

(2000) points out that it is not so
much a question of whether or
not decision makers possess

capabilities such as strategic
flexibility, but rather to what

degree they possess them.

flexibility”
paradigm has been related to

The “strategic
the superior performance of
small states in the seminal work
of Baldacchino and Bertram™
(2009). They build on the work
of Katzenstein (1985 and 2003),

Brock (1988) and Carnegie (1982
and 1987) to argue that what
successful small states have in
common is “flexible, strategic
responsiveness to threats and
opportunities in their changing
environments” (144).

Baldacchino and Bertram (2009)
that
households or

point out “individuals,
business units
strategically spread their risks,
not in spite, but because of the
small economy’s overall macro-
dependence on one or a few,
exogenous sources of income”
(145). As a leading sector faces
decline, despite resistance from
with
interests, a small state switches

social  parties vested

to the next winning horse.

The “openness” of small state

economies exposes them to

changes arising from global
markets. It is proposed to adopt
a dynamic capabilities approach
because we believe it is the most
appropriate for the conditions

faced by small economies

distant from markets,

makes it imperative that small

core

states manage their interface
with the outside world in a

strategic and flexible way.

For a small state the dynamic
capabilities framework highlights
organisational and strategic
that

enable some of its enterprises to

managerial competences
achieve competitive advantage
at home and overseas and how
they morph so as to maintain it.
The strategic options available
their
resource and capability base

depend primarily on
even in those instances when an
opportunistic strategic logic is
followed.

The strategic logic for small
states should seek to combine
the building and re-configuration
of resources and competencies
for long-term competitiveness
(the tunnel) while exploiting the
that

short-term gain(snake). This is

opportunities arise for

shown in Figure 2.
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Figure 2. The “Snake in the Tunnel” approach to Strategic Planning

It is postulated that “exogenous”
environmental dynamism is of
key importance in understanding
the economic strategies
(whether deliberate or
adopted by small
little

at times

emergent)

states. Having market

power, and being

The mere expansion of an
economic activity could only lead
to resource wastage and even
lower productivity. Alternatively
a small state may decide to
diversify into another activity
which

configuration” of its

involves a mere “re-

resource




and competence base. Such
diversification may initially
result in an improved

performance through marginally
improved productivity levels.
Diversification, unless matched
by new competence building,
will simply, over a longer period,
maintain the same level of
economic activity. This while
competitors may be using the
time to build new competencies

to move ahead.

For economic development to
occur, a small state needs to
develop new competencies and
capabilities that enable it to
better exploit its existing or new
resource-base. This will result in
a “qualitative” leap in economic
activity as shown in figure 3.

The more dynamic the global
market, the more flexible and
the faster the response required
of small states.

To identify the “right”
opportunities requires a strong
market orientation a clear vision
and sense of direction. Market
signals need to be interpreted
correctly and the right resources
and competencies mobilised at
the right time and at the right
pace. From a RBV perspective,
there should be a close link
between a small state’s
resources and competencies and

market opportunities.

It is postulated that small states
have to re-define their concept
or resources so as to include

knowledge, strategic location,
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Figure 3. Small State Economic Growth Options
Baldacchino and Bertram (2009) jurisdiction, creativity, natural

remark that “Given the openness
of small economies to events
beyond their control, and the
likely high impact of any such
events on the domestic
economy, one should not be
surprised to find evidence of
dynamism: particular economies
mutate as their environments

shift. (152)

beauty, speed and any other
resource that can contribute
towards achieving competitive
advantage

It can therefore be concluded
that small states are different.
certain

Smallness carries

characteristics: whether these
become sources of strength or

sources of weakness depends on

the strategic orientation of the
small states themselves. The
knowledge economy and
globalisation is changing the
scenario for small states. They
have to develop a culture of
“strategic flexibility” to exploit
this change for their advantage.
They need to adapt to emerging
their

without losing track

environment
of their
longer term vision and direction.
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