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Abstract

With increased technological changes, global competition and a changing business
environment, innovation and entrepreneurship are becoming vital issues in technology-based
Small and Medium-sized Enterprises (SMEs). On the other hand, technology based SMEs are
playing a key role in the business environments in all developed and emerging economies.
However, the failure rates of such small businesses in almost all economies are very high.
Recently, the role of innovation capacity in developing new products and services for SMEs
operating in the high-tech sector became of interest to academics and practitioners. Also
developing new products and services became one of the critical success factors for SMEs,
which in turn increases entrepreneurial firm performance. The main objective of this research
is to investigate the moderating role of innovation capacity on the relationship between product
and market development strategy and entrepreneurial firm performance in high-tech sector
SMEs in the UK.

The conceptual framework of this study has been developed based on synthesizing the existing
literature in the subject field. It links the product and market development strategy perused by
technology based firms in the biotechnology, pharmaceutical and software development
industries with firms’ innovation capacity and entrepreneurial performance. This research
benefits from quantitative methodology. A quantitative study using a survey was the chosen
method of research and was felt justified due to the number of SMEs and their widespread
geographical distribution across the UK. The primary data have been collected via
questionnaires. To analyze the questionnaires, a five point Likert-type scale was used to
evaluate respondent opinion. The main conceptual framework developed and tested
empirically in this research proposes that small and medium enterprises could improve and
enhance their entrepreneurial performance if they pursue product development rather than
market development strategy. The changing nature of the high-tech industry requires
innovative and strategic thinking approaches in firms when it comes to making strategic
decisions. Innovation is a core element in technology-based SMEs success. It is concluded that
high performance firms act aggressively in developing new products in preference to entering
into new markets. It has also been found that successful firms enhance innovation capacity to
create the foundation for new product design and development.

Keywords: Product development, Market development, Innovation Capacity,
Entrepreneurship, Performance, High-tech, SMEs, UK
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1.1.Introduction

Recently, product/market development topics have become attractive to academics as well as
practitioners in the field of strategic management. This research focuses mainly on product and
market development strategy in small and medium-sized enterprises (SMES). It provides a
theoretical discussion, as well as empirical results, of the factors associated with
product/market development strategy. This chapter introduces the research topic and the areas
it covers in management and business. It outlines the research background and rationale of the
study and covers a broad range of literature on strategic direction, innovation capacity and firm’
entrepreneurial performance theories and concepts. The objective of the study and the research
questions are also stated with some suggestions on how these might cover the gap in the
literature reviewed and previous studies, enabling the research questions to be answered. This
chapter reviews the methodology and the research design, and briefly describes the outline of

the survey. Finally, the chapter ends by explaining the structure of the research.

1.2. Research background

1.2.1. Strategic direction

Ansoff (1995), cited in Johnson et al., (2011, p.232), proposes a model which supports the

notion of strategic directions at the corporate level. Strategic direction is defined as: market

penetration/consolidation, market development, product development, and diversification.

Based on Ansoff’s matrix, the firm has a choice among these four states according to its
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situation in terms of market and products, while indicating a growth preference. Borch et al.,

(1999) asserted that product/market strategies are more effective for SMEs since they allow

identification and application of new strategies according to existing resources. There are

significant differences between large organizations and SMEs in terms of structure, policies

and management (Ghobadian and Gallear, 1997; Ledwith, 2000; Gray and Mabey, 2005;

Nicholas et al., 2011).

SMEs have the advantage of being able to innovate and develop new products because of their

flexibility and innovation capacity in globalized markets (Raymond and Croteau, 2006;

Razeghi, 2008; Nicholas et al., 2011). SMEs are under pressure, in facing strong competitors,

to provide for their customers’ needs and demands, and to keep their market share (Hendry et

al., 2000; March-Chorda et al., 2002; Nicholas et al., 2011; Yan and Makinde, 2011).

Therefore, SMEs have to develop new products strategically in order to continue operating in

turbulent and complex business environments (Mugler, 2002; Raymond and Croteau, 2006).

Tidd et al., (2005) hold that SMEs offer significant advantages in the development of new

products. The rationale behind this is that small and medium-sized enterprises have short

decision-making processes due to a flat and flexible structure with few layers of management,

rapid response to environmental change with high functional integration and low resistance to

change, as well as being innovative and more creative (Ghobadian and Gallear, 1997;Bartlett

and Bukvi, 2001; Kaufmann and Todtling, 2002). SMEs are sometimes unsuccessful in

developing new products due to limited access to human and financial resources, and where
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they have a lack of contacts with external networks (Voss et al., 1998; Hadjimanolis, 1999;

Bartlett and Bukvi, 2001; Kaufmann and Todtling, 2002; Tidd et al., 2005).

Therefore, selecting and employing appropriate strategies are vital elements for SMEs that

enable them to compete with other companies and gain competitive advantages (Nicholas et

al., 2011). On the other hand, some scholars such as Ledwith (2000), Gray and Mabey (2005),

and Nicholas et al., (2011), have indicated that large companies which have a high market share

and good financial resources tend to have product diversification, but this is a risky undertaking

for SMEs because of their limited access to human and financial resources and their very low

market share. The literature review below suggests that product development is the best option

for SMEs.

1.2.2. Innovation capacity

Innovation is observed from different perspectives in the literature (\Von Hippel, 2005; Flowers

and Henwood, 2010). Innovation research differs in focus, primary concepts, strategy

considerations, methodology and models, measurement, and analysis (Souitaris, 2002).

Recently, the literature has focused on emphasizing those characteristics in firms which lead

them to be innovative (Hwang et al., 2004; Lemon and Sahota, 2004). Research into innovation

capacity is also limited, particularly in SMEs. This may be because there is difficulty in

producing reliable data due to ambiguities in the concept of the innovation process in SMEs.
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The theoretical association between entrepreneurship and innovation has been discussed in the
literature for several years. Scholars such as Stoneman (1995),Grupp (2001) and Arora and
Athreye (2002) have paid more attention to entrepreneurship and innovation in their studies.
From the viewpoint of Schumpeter (1942), Drucker (1994), Sundbo (1998), innovation allows
for the exploiting of opportunities which increase an organisation’s performance and
competitive advantage. Also, innovation is recognized as a key factor in achieving sustainable
competitive advantage (Romijn and Albaladejo, 2002; Prajogo and Ahmed, 2006: Silva et al.,

2008).

Innovation capacity allows for the creation of new features for improving existing technologies
and stimulating competition in organizations. Innovation research has also led to the
development of new conceptual models (Isaksen 2001; Romijn and Albaladejo, 2002; Lai and

Shyu, 2005; Uchida and Cook, 2007).

Koc and Ceylan (2007, p.105) defined innovation capacity as “relating to the firm’s capacity
to engage in innovation, that is, the introduction of new processes, products, or ideas in the
organization”. The innovative capacity of entrepreneurial firms can be improved by combining
knowledge of relevant internal and external resources which positively affect the enhancement

of innovation (Rothwell and Dodgson, 1994;Morel and Boly, 2006; Silva et al., 2008).

Romijin and Albaladejo 2002) examined determinants of innovation capability in small

technological firms, using the following indicators: education, work experience of engineers
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and scientists, research and development (R&D), and the interaction of the organization with
networks and other firms. The results of their study showed that there is a positive relationship

between internal and external factors as regards enhancing innovation capacity.

1.2.3. Entrepreneurial firm performance

Many researchers have been interested in the factors associated with entrepreneurial
performance (e.g. Baum et al., 2000; Davidson et al., 2002; Ozcan and Eisenhardt, 2009). The
main issue in the measurement of entrepreneurship outcomes is choosing the appropriate
measures of performance. When considering firm performance, firm growth has been identified
as a main part of entrepreneurial performance (Gartner, 2007).In recent years, a growing body
of opinion has supported the role of growth in a firm's competitive advantages and profitability,
and therefore growth rate is widely used to measure a firm’s performance (Markman et al.,

2005).

According to MacMillan and Day (1988), rapid firm growth increases profitability, because
entering new markets leads to more profit. On the other hand, Carland et al., (1992) stated that
high growth may have a negative effect on firm profitability. Firms’ growth is
multidimensional and all aspects of it should be considered carefully (Lumpkin and Dess,
1996). In terms of SMEs, both financial performance and growth are important aspects of firm
performance, and should be studied separately (Wiklund, 1999). Firms grow in different ways

related to their size, age and industry sector (Delmar et al., 2003).
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Different performance factors could be used to measure the growth of firms, but the most
important one for indicating the performance of a firm is sales figures (Delmar et al., 2003).
Sales rates are accessible in all firms and demonstrate the firm’s long or short-term changes
during a certainperiod. Also, some arguments suggest that sales figures are the main indicator
of interest that entrepreneurs widely use, and in addition increased sales express the high
demand for firms’ products, both goods and services (Barkham et al., 1996). On the other hand,
based on the ideas of Delmar et al., (2003), sales figures do not measure growth all the time,
considering that high-tech firms with high-level technologies may not show any significant
sales increase even with high growth in human resources and assets. Therefore, two other
aspects of performance measurement could also be employment rate and assets (Fitzsimmons

et al., 2005).

Another significant measure of SMEs’ entrepreneurial performance is profitability. This can
include net profit margins or return on assets (Fitzsimmons et al., 2005). Delmar et al., (2003)
suggested that as there is no single worldwide measure of firm performance, a multiple measure
may cover firm performance, based on different theoretical models. They also stated that firm
growth should study the development of firms over time and compare it in two time periods.
In entrepreneurially orientated firms, the strategy direction covers different methods and

decision-making practices (Lumpkin and Dess, 1996).

The existing literature shows that researchers examine performance by analysing the

entrepreneurial activities within firms and their relationship with firm performance (Zahra and
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Garvis, 2000; Lumpkin and Dess, 2001; Wiklund and Shepherd, 2003, 2005).
Entrepreneurially oriented firms, especially small firms or new ventures, can have a better
position in comparison with their competitors in the market place, and can increase their
performance more effectively (Zahra and Garvis, 2000; Lumpkin and Dess, 2001; Ireland et
al., 2003; Wiklund and Shepherd, 2005). Accordingly, in a study about entrepreneurial
performance, multiple measures of performance should be included. Considering the complex
nature of growth, it is necessary to consider the relationship between variable performance

measures over time.

Hunger and Wheelen (1996) observed that the action of entrepreneurs usually involves
strategic managers in small firms, because they apply and take all strategic and operational
decisions. Also, they use strategic management tools and techniques for analyzing markets,
and the firm’s resource allocation, financial plan and developing business (Sahlman et al.,

1999).

Sathe (1988) and Zahra (1993) noted that three variables which motivate enterprises to be
entrepreneurial are opportunity recognition, organisational flexibility, and a firm’s ability to
measure, encourage, and reward innovative and risk-taking behaviour; a view corroborated by
other researchers (e.g, Miller and Friesen, 1983; Murray, 1984; Stevenson and Gumpert, 1985;

Stevenson and Jarrillo-Mossi, 1986; Sathe, 1988; Zahra, 1993; Naman and Slevin, 1993).
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Murray (1984) considers that a firm’s capability to raise its entrepreneurial activities is mainly
distinguished through the compatibility of its management practices and entrepreneurial
drivers. According to Hitt and Ireland (2000), there are six domains where the connection
between entrepreneurship and strategic management occurs. These are: innovations, networks,
internationalization, organizational learning, top management teams, and governance and

growth.

Although many researchers have tended to focus on organisational characteristics and
entrepreneurs’ characteristics in organisations, rather less attention has been paid to the link
between the firm’s strategic management practices and entrepreneurial performance. Based on
the studies of Stevenson and Jarillo-Mossi (1986) and Dess et al., (2003), a connection can be
made between entrepreneurship and strategic management. A study released by Schendel and
Hofer (1979) asserted that entrepreneurial activities are at the heart of strategic concepts. The
opinion of Hitt et al., (2001) and Ireland et al., (2003) is that identification and use of
opportunities by organizations in their external environment leads to the creation of value for

firms and increases their competitive advantages.

1.3. Rationale of study

With increasing global competition and changes in global environments, entrepreneurship and
innovation are becoming a vital issue for business enterprises (Johnson, 2001; Marris et al.,
2008; Szirmai et al., 2011). In recent years, there has been a growing body of opinion

acknowledging the role of corporate entrepreneurship and innovation in helping firms to have



Chapter one: Introduction 10 &5

improved performance, and to gain competitive advantages (Ireland and Webb, 2007;

Bowonder et al., 2010; Salunke et al., 2011).

Hitt et al. (2001), assert that enterprises, especially startup firms, need to use entrepreneurial
strategies in order to compete, and need to identify opportunities and advance entrepreneurial
strategies within the organization to gain competitive advantage. Kraus and Kauranen (2009)
believe that there is a point where strategic management and entrepreneurship are seen to

overlap.

In recent years, a number of scholars, namely, Brown and Eisenhardt (1998), Shane and
Venkataraman (2000), Zahra and Dess (2001), Venkataraman and Sarasvathy (2001), and
Kuratko et al. (2005), have focused their research on the integration of strategic management
and entrepreneurship. The integration of these two research fields is still being debated and is
a developing area of interest. These scholars argue that, when a company faces uncertain
conditions and threats, it must use its own resources and identify and explore opportunities in
a way described by researchers as the essence of entrepreneurship and competitive advantage
seeking. Therefore, given the ever-changing global environment and an increasingly
competitive environment, there is a need to carry out further research in the area of strategic

management and entrepreneurship.

According to Ireland et al., (2003), the main aim of any organization should be the creation of

value for customers. In this regard, entrepreneurial strategies and strategic management can
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contribute to achieving this purpose. At the present time, a common focus of scholastic

research seeks to explicate the differences in organizations in the way they create value in

relation to entrepreneurial performance.

It is worth noting that besides the “classical” variables which are more commonly investigated

in entrepreneurship studies, such as entrepreneurial characteristics and motivations, many

scholars have regarded organisational and strategic variables as important and as key factors

for firms’ survival and high performance These findings are similar to those by Miller and

Friesen (1983), Sathe (1988),Woo et al., (1989), Guth and Ginsberg (1990), Covin and Slevin

(1991), Zahra (1993). Later works by Zahra (1993),Lumpkin and Dess (1996), Entrialgo et al.,

(2000) returned similar findings.

Zahra and Dess (2001) found that entrepreneurial approaches and activities are essential for

organisations of all sizes to succeed and to grow in competitive environments. Indeed, authors

such as Meyer and Heppard (2000), and Barney and Arikan (2001), describe the relationship

between entrepreneurship and strategic management as two sides of the same coin, so that

without one of them, the other cannot be understood.

Researchers assert that, when a company faces uncertain conditions and threats, it must use its

own resources and should identify and explore opportunities, thus seeking further competitive

advantage. Given ever-increasing competitive environments and globalization, there is a need
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to explore product and market development strategies in entrepreneurial firms, and investigate

the moderating role of innovation capacity in relation to firm growth.

1.4. Research objective and questions

The research questions have evolved from the literature review, which highlights the fact that
most prior research undertaken in the area of product development strategy has focused on one
dimension of product development strategy, but has not investigated which strategy might be
the best option for high tech SMEs. Also, in the area of innovation capacity and
entrepreneurship, it is well documented by researchers that innovation and entrepreneurship
are vital factors for SMEs to survive and to gain competitive advantages. However, the
literature on the study of product/market development strategy, enhanced innovation capacity

and firm entrepreneurial performance is very limited.

In addition, there is a lack of comprehensive studies which investigate the relationship between
product/market development strategy and firms’ entrepreneurial performance or innovation
capacity in high-tech SMEs. Hence, the aim of this research is to cover this gap in the literature
and to investigate the relationships between product and market development strategy,
entrepreneurial firms’ performance, and the moderating role of innovation capacity in high-
tech SMEs. Hence, the research questions aim is to enhance the body of knowledge through

empirical investigation. The research questions are discussed below.
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Research Question One: What is the relationship between product and market development

strategy and entrepreneurial firms’ performance?

The interest of this study is to identify whether or not product and market development strategy
enhances entreprencurial firms’ performance. Although some prior researchers have argued
that new product development has a positive and significant effect on firm performance in
SMEs (Ghobadian and Gallear, 1997; Bartlett and Bukvi¢, 2001; Kaufmann and Tdédtling,
2002; Acur et al., 2012), other authors believe that SMEs are sometimes unsuccessful in
developing new products due to limited access to human and financial resources, or where
they have a lack of contacts with external networks (Hadjimanolis, 1999, Bartlett and Bukvic,
2001; Kaufmann and Todtling, 2002; Voss et al., 2002; Tidd et al., 2005). This research is an
attempt to investigate the impact of developing new product strategies and market development

strategies on the selected high-tech SMEs’ entrepreneurial performance.

Research Question Two: What is the moderating role of innovation capacity in enhancing the
relationship between product and market development strategy and entrepreneurial firms

performance in high-tech SMEs?

The second main research question considers innovation capacity and its role in moderating
the relationship between product and market development strategy and entrepreneurial firms’
performance. It can be observed from the background to the study that innovation is a key

factor for organizations to have sustainable competitive advantage. Innovation capacity is
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known to be one of the main features of organizations which leads to competitive advantage

(Romijn and Albaladejo, 2002; Silva et al., 2008).

There has been a good deal of discussion on innovation capacity as an important factor for
innovation, initiative and entrepreneurship, the creation of new features, and improvement in
existing technologies and stimulation of competition in organizations (Prajogo and Ahmed,
2006). To answer the second research question, the importance of innovation capacity in high-
tech SMEs and its moderating role in the relationship between new product development
strategy and market development strategy and entrepreneurial firm performance will be

investigated.

1.5. Methodology

This research benefits from quantitative methodology. A quantitative study using a survey was
the chosen method of research and was felt justified due to the large number of SMEs and their
widespread geographical location across the UK. The sample was framed using SIC?* codes to
identify high tech firms operating in the biotechnology, pharmaceutical and software
development industries. Primary data was collected using questionnaires from the selected

firms.

In order to increase the response rate, a personalized cover letter that explained the purpose of

the study and provided assurance regarding the confidentiality of collected data accompanied

1Standard Industrial Classification
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each questionnaire. The SMEs’ management teams were urged to participate in this survey. In
order to minimize response bias, the participants were also provided with pre-addressed
envelopes to enable them to return the completed questionnaires directly to the researchers.

The study employed a research process based on hypothetic-deductive principles.

To analyze the questionnaires, a five point Likert-type scale ranging from 1 (strongly disagree)
to 5 (strongly agree) was used to evaluate respondent opinion. To test the hypotheses and
estimate direct relationships between variables, Structural Equations Modelling (SEM) was
developed and tested by Lisrel 9.1 software. Path analysis was employed for the analysis of the
data, where the data was measured in interval levels, and a between subjects experimental
design applied. In order to investigate the association between variables, correlation analysis
and the Pearson correlation, for data measured in ratio level, were used. For investigation of

the relationship between variables, SEM techniques and Path analysis were applied.

1.6. Structure of thesis

Chapter one introduces the objective and scope of the study. It also demonstrates the main
works in the areas of new product development and entrepreneurial firm performance. Then it

discusses the research objectives and questions and briefly the methodological perspective.

Chapter two discusses strategic management in the context of small and medium sized
enterprises. It covers the theories and definitions of strategy and strategic management, product

development and market development and new product development strategies in SMEs. This
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chapter also reviews the concepts of innovation and entrepreneurship. It discusses the

innovation model, innovation capacity and entrepreneurial firm performance.

Chapter three begins with outlining the research objectives and questions. It also discusses the
synthesis of literature regarding product and market development strategy, innovation capacity
and entrepreneurial firm performance. It introduces the research variables measured in detail

and the research conceptual framework has been developed.

Chapter four reviews research design and methodology. It introduces the research philosophy,
approach and design of the research. Then it provides the research’s proposed conceptual
model and hypotheses about the relationship between new product/market development and

entrepreneurial performance in SMEs. It ends with a data analysis plan of the study.

Chapter five begins with descriptive analysis and provided a wide picture regarding the
research data. It continues with statistical data analysis and bivariate and multiple regression

analysis through SEM and path analysis.

Chapter six presents the findings of data analysis and reviews product/market development
strategy, innovation capacity and entrepreneurial firm performance in small and medium sized
enterprises. Furthermore, it reviews the importance of innovation capacity for firm product
development and performance. It also connects the findings with incumbent literature and prior

researches.
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Chapter seven is the final chapter and is concerned with the findings of the research. It explains

the theoretical contribution of research and covers the policy and managerial implications. And

finally it discusses the limitations of the study and gives some suggestions of future studies



Chapter two

Literature review
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2.1. Introduction

This chapter covers theories, frameworks and models to conceptualize product development
strategy, market development strategy, innovation capacity and entrepreneurial firms’
performance concepts in the context of small and medium-sized enterprises. The first part of
this chapter outlines the historical and contemporary issues regarding strategic management and
directions, innovation capacity and entrepreneurial firm performance. The second part reports
on prior studies which have investigated the link between product/market development strategy
and innovation capacity, innovation capacity and entrepreneurial firm performance, and
strategic directions and entrepreneurial firm performance, and also shows how the research

hypothesis developed. The chapter ends with a summary.

2.2.  Strategic management

2.2.1. Origin of the term “strategy”

Before reviewing the background to strategic management and outlining the concept, it is
necessary to define strategy. The term “strategy” is derived indirectly from ancient Greek
“otpatnyio: strategos,” which means “general”. The Greek equivalent for the modern word
“strategy” would have been “strategike episteme” (a military general’s knowledge) or “strategon
sophia” (a general’s wisdom). Furthermore, one of the most famous Latin works in the area of
military strategy was written by Frontinus and has the Greek title of Strategemata. Strategemata

describes a compilation of strategema, or “strategems”, which are literally “tricks of war”.
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(Horwath, 2006) stated that “the unique combination of wisdom, science and craft have made

strategy creation”.

2.2.2. The concept of strategic management
It is thought by some theorists, for example (Andrew, 1976; Analoui and Karami, 2003; Porter,
1980, 2008a, 2011) that the main paradigm in strategic management is characterised by two
principle functions: strategy formulation and implementation. David (2007) believes that
strategic management is an art and a science which deals with formulating, implementing and

evaluating an organization’s objectives.

According to Thompson (2001), strategic management is basically concerned with setting and
planning the aims and goals of an organization in order to achieve them. Strategic management
is “management’s game plan for strengthening the organization’s position, pleasing customers,
and achieving performance targets”(Thompson and Strickland, 2003). Stacey (2007) and
Karami (2012) assert that strategic management is defined as including two main processes:

formulation and implementation of strategy.

The opinion of Bowman and Ambrosini (2000) is that strategy formulation is about how an
enterprise chooses to define and implement its strategy by strategic management. According to
Analoui and Karami (2002), the style of management will be clarified by a strategy formulation
approach. On the other hand, the nature of strategy formulation is affected by managerial style

and the efficiency of top managers in organizations.
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Thompson (2001), states that before selecting and implementing a suitable strategy for a firm,

strategic management practice handles the development of a strategy and analysis of the

organization’s environment. Most studies, such as Thompson (2001), have emphasised that

strategic management is the processes and decisions involved in determining the organizational

goals, and its long-term structure and activities.

One of the main arguments against these theories, is that strategic management is not solely a

management process, because a manager is often required to cope additionally with functional

and operational problems. For effective implementation of strategy, these tasks are essential,

whereas they are not the same as strategic management.

On the other hand, it can be said that, instead of managers being preoccupied with analysis of

the firm, its environment and the formulation of strategies, that implementation and evaluation

are the first priorities as critical components of the organization’s success. These are the action

and assessment facets of the strategic management process.

Overall, as these definitions and theories imply, strategic management emphasizes that, to

achieve organizational aims and successes, the integration of managerial abilities, techniques

and skills is essential.

2.2.3. Definitions of strategy in management

The concept of strategy has been widely defined, and used in various ways. Bracker (1980)

asserted that after World War 11, and with a changing business environment from stable to
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competitive environment, the need for a concept of strategy became highlighted. Ansoff (1969,

p.7) has attributed this change in environment to two significant factors:

1) “The marked acceleration in the rate of change within firms”;and, 2) “the accelerated

application of science and technology to the process of management”.

Von Neumann and Morgenstern (2007) were two authors who discussed the concept of strategy

in business. They introduced the theory of games within the concept of strategy. According to

their view, “strategy is a series of actions by a firm that are decided on according to the particular

situation” (P.80).

Drucker (1954, p.17) stated that “strategy is analysing the present situation and changing it if

necessary. Incorporated in this is finding out what one’s resources are or what they should be.”

Another definition was provided by Chandler (1962, p.15). According to his definition, strategy

is “the determination of the basic long-term goals and objectives of an enterprise and the

adoption of courses of action and the allocation of resources necessary for carrying out those

goals”.

Ansoff (1965, pp.118-121) explained that “strategy is a rule for making decisions determined

by product/market scope, growth vector, competitive advantage and synergy.” According to

Schendel and Hatten (1972, p.4), strategy is defined as “the basic goals and objectives of the

organization, the major programs of action chosen to reach these goals and objectives and the

major pattern of resource allocation used to relate the organization to its environment.”
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Uyterhoeven et al., (1973, p.9-10) described the stages of strategy. They explained the concept
of strategy as follows: “strategy provides both direction and cohesion to the enterprise and is
composed of several steps: strategic profile, strategic forecast, resource audit, strategic
alternatives explored, tests for consistency and finally strategy choice.” McNichols (1972, p.9)
believed that “strategy is embedded in policy formulation: it comprises a series of decisions
reflecting the determination of basic business objectives and utilization of skills and resources

to attain these goals.”

Another definition of strategy, provided by Steiner et al. (1977, p.518), is that “strategy is the
forging of company missions, setting objectives for the organization in light of external and
internal forces, formulating specific policies and strategies to achieve objectives and ensuring
their proper implementation so that the basic purposes and objectives of organization will be
achieved”. Mintzberg (1979, p.519) mentioned that “strategy is a mediation force between the
organization and its environment: consistent patterns in streams of organizational decisions to

deal with the environment.”

The definition of strategy has been developed during the last 30 years and new concepts have
been added, such as product life cycle (PLC), the experience curve, the strategic business unit
(SBU), and business process re-engineering. In recent years concepts of strategy have shifted
more towards competition and renewal, such as the five-force model by Porter (2008a), generic

strategies (Porter, 2008b), and the value chain (Porter and Kramer, 2011).
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Many strategic management researchers (e.g. Mintzberg, 2003; Mintzberg et al., 2005; Stacey,
2007; Ansoff, 2009; De Wit and Meyer, 2010; McGee et al., 2010; Johnson et al., 2011) have
defined and developed the concept of strategy in business, in different ways and approaches. As
an overall general definition, Karami (2012) stated that “strategy is the main essence of
management, pulling together all of the strands required to run any organization in response to

competition in the operative environment.”

2.2.4. Strategic management process

According to Furrer et al., (2008) strategic management was first discussed in the academic
literature in the 1960s. The primary publications in this field were the Strategy and Structure

theory of Chandler (1962) and the theory of Corporate Strategy by Ansoff (1969).

Wicklam, (2006, p.349) defined strategy as the actions firms take to achieve their business
goals. Ireland et al., (2003) and Thompson et al., (2008) believed that strategy is a pathway or
roadmap that helps firms understand how to transfer an idea to actual implementation in a
competitive situation. Also, Drucker (2007) asserted that the main role of strategy is to help the
organization to research and find opportunities and achieve preferred results in spite of
environmental instability. Karami (2012) pointed out that strategic management is
fundamentally about setting the underpinning aims of an organizations, choosing the most

appropriate goals towards those aims and fulfilling both over time. It is argued that in a turbulent
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business environment, strategy is a fundamental factor for a firm’s success (White, 1996;

Carpenter, 2002; Baker and Sinkula, 2005).

Goldsmith (1996) mentioned that “the area had its genesis in the finding from the study of
business case studies in the 1950s and 1960s, that companies in the same industry could succeed
following different approaches, while other companies that followed approaches similar to each

other were not equally successful.”

Karami (2012) argued that “several companies might do well in on- line trade by employing
strategies of purchasing different market niches. Other companies however might fail with
similar strategies because their strategies did not match the unique assets and talents these other

firms brought to bear.”

Andrews (1997)has illustrated that “corporate strategy is the pattern of major objectives,
purposes or goals, and essential policies and plans for achieving these goals, stated in such a
way as to define what business the company is in or to be”. Therefore, if strategy is very
important, and a vital factor for organizations to succeed and have a better performance, top
managers should use organization strategy regarding planning, forecasting, analysing internal

and external environment to reach their goals and aims.

Ansoff (1969) pointed out that managers have an important role in implementing strategy in
organizations; planning is just a small part of strategic management, while the role and

involvement of managers in corporate strategy is very important. Karami (2012) argued that
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“managing strategy is not just a matter of plotting actions in advance, as the strategic planners
soon learnt. It was realized that the long term course of an organization could hardly be left to a

planning unit alone. Strategic management gave one answer to the problem.”

Stacey (2007) remarked that a main distinction in strategic management is between strategy
(content) and implementation (process). According to Thompson et al., (2008) and Analoui and
Karami (2003) three levels of strategy (content) are corporate strategy, business strategy and
functional strategy. Corporate strategy is concerned with the firm’s activities and where an
enterprise competes, whereas business strategy is focused on how it does so. The third level of
strategy is functional, which is essential for each firm to achieve the objectives of corporate and
business units by maximizing resources efficiency, for instance, marketing strategy, human

resources strategy or R&D strategies.

Goldsmith (1996) stated that implementing and evaluation of organizational strategy are the two
critical factors for an organization’s success, rather than formulating strategy, or analyzing the
internal and external environment of an organization. He also argued that “strategic
management, to sum up, is a broad activity that encompasses mapping out strategy, putting
strategy into action, and modifying strategy or its implementation to ensure that the desired

outcomes are reached.”
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2.2.5. Strategic management in small and medium-sized enterprises

In the early 1960s, strategic management had only explored strategic matters in large
organizations (Analoui and Karami, 2003). But in recent years, research into strategic
management in small and medium-sized enterprises (SMEs) has become a key focus in the

academic and industry areas (Hitt, 2000)

O’Regan and Ghobadian, (2002) believe that the process of strategy making and the
effectiveness of strategic planning has not been paid enough attention in small and medium
enterprises. Due to the organizational structure of SMEs and lack of capability, these firms are
unable to determine, control and overcome the obstacles. Therefore, they often face
implementation problems in strategic planning. Zimmer et al., (2005) stated that successful
small firms have a great tendency to use strategic planning. Sahlman et al., (1999) considered
strategic orientation as a driver of strategy formulation, and believed that strategically oriented
entrepreneurs should review and thus control the potential opportunities inherent in their

resources.

Skrt and Antoncic (2004) asserted that small firms put more emphasis on strategic formulation
and particularly have a tendency to plan informally rather than on a formal and regular basis.
They also mentioned that strategic planning is a beneficial tool for improving the performance
of small firms. Strategic planning impels entrepreneurs to pay attention to the questions of open
business and seek solutions to their problems. Hence, it leads to an improvement in the

entrepreneur’s learning and progress.
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Although some researchers have concluded that small enterprises do not practice strategic
management (Gable and Topol, 1987), there are several studies which show that there is a
positive and significant relationship between strategic planning and performance in small firms.
In previous studies such as Miller and Cardinal (1994), it has been found that there is a positive
relationship between strategic planning and growth in small firms. Robinson and Pearce (1984)
mentioned that small firms that apply strategic planning and employ strategic consultants

perform better.

The literature regarding strategic management suggests that supporting the different operational
and functional areas of firms is complex; therefore, strategic management should develop from
the first stage of planning through to the final part of forecast-based planning (Foster,1993; Beal,

2000; Apfelthaler, 2000).

2.3.  Strategic directions
One of the essential management information resources for strategic thinkers and managers is
the concept of strategic direction. The main alternative directions for strategy development are
given in Ansoff’s product/market growth matrix. Ansoff’s strategy options are illustrated in
figure 2.1. Ansoff (1995), cited in (Johnson et al., 2011, p. 232), proposes a model which

supports the notion of strategic direction.
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Figure 2.1: Ansoff’s strategy options

Strategy Products Markets
Consolidation Strategy Existing Existing
Market Development Strategy Existing New
Product Development Strategy New Existing
Diversification Strategy New New

Source: Adapted from Johnson et al., (2011, p.232)

This matrix model consists of four options, namely, market penetration consolidation, product
development, market development and diversification. Based on the model, firms have a choice
among these four states according to their situation in the market and their products. Ansoff’s
matrix is a planning technique used for making judgment about firms’ growth preferences, and
decision making about strategies for expansion (Pleshko and Heiens, 2008; Hussain et al., 2013).

The Ansoff’s Strategy Options deliberate growth preference (Pleshko and Heiens, 2008)

2.3.1. Consolidation strategy

The first option in developing strategy is consolidation strategy. As can be seen in Figure 2.1,
the first strategy is consolidation strategy. In this strategy, the firm offers existing products to
the existing market. As Johnson et al., (2011) explained, based on this matrix, once an
organization enhances its share in an existing market with existing products, it would be faced
with one aspect of strategic direction. This is based on the firms’ existing strategy capabilities
and does not need to take risks into unknown territory. Also, the scope of the firm is exactly the

same.
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The main purpose of pursuing consolidation strategy is to increase market share. When the

organization is in the consolidation state, it means that it is active in current market with current

products. Consolidation has two forms: defending market share, and downsizing or diversifying.

2.3.2. Product development strategy

Another direction, known as product development strategy, is to offer new products to the

existing market. Product development is the introduction of new products or services into an

organization’s existing market. When the organization wants to move from market penetration

to product development, it needs a high degree of innovation and creativity. On the other hand,

developing new products (goods or services) would be expensive and high risk, because of new

strategic capabilities and project management.

2.3.3. Market development strategy

The other strategic direction in Ansoff’s viewpoint is market development. When product

development is expensive and risky, market development can be a substitute strategy for

organizations. In this case, the organization can enter new markets with current products but the

organizational scope is the same as for product development. Market development can be in

three different ways: new segments, new users, and new geographies.
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2.3.4. Diversification strategy

This kind of strategic direction is the opposite to consolidation strategy. The organization

enters a new market with new products (goods or services) and the scope for the organization to

expand is vast. Johnson et al., (2011, p.262) argued that “none the less, Ansoff’s matrix does

make clear that the further the organization moves from its starting point of existing products

and existing markets, the more the organization has to learn to do it. Diversification is just one

direction for developing the organisation, and needs to be considered alongside its alternatives.”

The reasons for selecting diversification can be gaining efficiency by applying current resources

to new markets and new products, stretching corporate parenting capabilities into new markets

and new products, increasing market power, and responding to market decline.Ledwith, (2000);

Gray and Mabey, (2005); Nicholas et al, (2011) indicated that large companies which have high

market share, good financial resources tend to have product diversification. This is a risky

undertaking for SMEs because of limited access to human and financial resources and very low

market share.

2.4.  Product and market development strategy in SMEs

Product development strategy in terms of innovation and performance has contributed

significantly to firms’ competitiveness. A great deal of literature deals with product

development strategy in large industries, but there are limited empirical studies to identify the

important role of new product development strategy in improving entrepreneurial performance
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in small and medium-sized enterprises. Lai and Shyu (2005) stated that with advances in
technology and science, and also rapid change in the market, a product’s life cycle is shorter

than before.

Therefore, firms have to innovate continually and carry out research on new products to develop
appropriate products with new technology, so that they both meet customers’ needs and deal
with the threat of competition. Also, they pointed out that new product development strategy is
a significant and major activity, helping firms to improve their products constantly, and survive.
Borch et al (1999) has suggested that product/market strategies are very effective for SMEs,
since they can be useful instruments that help managers to identify and apply new strategies

according to existing resources.

There is a significant difference between large organizations and SMEs, due to structure,
policies and management (Ghobadian and Gallear, 1997; Ledwith, 2000; Gray and Mabey,
2005; Ledwith and O’Dwyer, 2008; Nicholas et al., 2011). Small and medium-sized enterprises
have the ability and advantages to innovate and develop new products, with their flexibility and
innovation capacity in the globalization and international markets and new economy (Nicholas
et al., 2011; Raymond and Croteau, 2006; Razeghi, 2008). On the other hand, SMEs are under
pressure in facing strong competition to meet customers’ needs and demands and keep market
share (March-Chorda et al., 2002; Hendry et al., 2000; Nicholas et al., 2011; Yan and Makinde,

2011). Therefore, SMEs have to develop new products strategically to remain competitive in a
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turbulent and complex business environment (Mugler, 2002; Raymond and Croteau, 2006;

Singh et al., 2010)

Tidd and Bessant (2011) assert that SMEs have significant advantages in comparison with

large companies in developing new products, since they have a short decision making process

due to having a flat and flexible structure with few layers of management, rapid response to

environmental change with high functional integration and low resistance to change, more

creativity and a more innovative environment (Ghobadian and Gallear, 1997; Bartlett and

Bukvi¢, 2001; Kaufmann and Todtling, 2002) see Table 2.1.

Table 2.1: the comparison of SMEs and large organizations

-~

Large organizations \

\

Hierarchical with several layers of
management

Inflexible structure and
information flows

Top management  visibility
limited

Top management far from point
of delivery

Low incidence of innovativeness
Slow response to environmental
change

High degree of formalization
Personnel authority low

Good access to human and
financial resources

High degree of resistance to
chanae /

—)

Source: Adapted from Nicholas et al., (2011, p. 229)

-

SMEs \

Flat with few layers of management
Flexible structure and information
flow

Top management very visible

Top management close to point of
delivery

High incidence of innovativeness
Rapid incidence of innovativeness
Rapid response to environmental
change

Low degree of formalization
Personnel authority high

Limited access to human and
financial resources

Negligible resistance to change

Individual creativity encourage /
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In contrast, SMEs sometimes cannot act successfully in developing new products, due to limited

access to human and financial resources and a lack of contacts with external networks (Yap and

Souder, 1994; Bartlett and Bukvic, 2003; Krasniqi, 2007; Tidd and Bessant, 2011;). As a

consequence, SMEs can compete with competitors and gain competitive advantages by selecting

and employing appropriate strategies in developing new products associated with large

companies (Nicholas et al., 2011) .

Borch et al., (1999) have suggested tha