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SUCCESSFUL SMALL-SCALE
MANUFACTURING: A COMPARATIVE
ASSESSMENT ACROSS FIVE
EUROPEAN ISLAND REGIONS*

Godfrey Baldacchino®

Abstract. This paper reviews select qualitative data drawn from
144 successful, small scale, locally owned, export-oriented manu-
facturing firms from 5 European island regions: Aland, Ieeland,
Saaremaa, the Scottish Isles and Malta. The comparative ap-
proach suggests some observations and reflections relating to
Malta’s relatively low density of export-oriented manufacturing
SMEs.

Introduction
Small Firms in Small Islands

Small-scale enterprises are recognised the world over as key to sustain-
able economic development ( Liedholm and Mead, 1999; Jones and Tilly,
2003); and more so in small economies than large ones where they easily
command an even larger proportion of firms in business (Granovetter,
1986; MacDonald, 1999; Wignaraja and O’Neil, 1999). Small businesses
produce goods and services, create jobs, motivate those associated with
them to higherlevels, decrease dependency on government, facilitate the
integration of ethnic minorities, and support an economic development
path that is considerably less expensive and more efficient than the
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massive influx of capital, advanced technology and highly specialised
personnel needed for developing large businesses (McClelland, 1986:
232; Boissevain et al., 1990). Their critical importance to the Maltese
economy has been highlighted in a few seminal articles ( Briguglio, 1998;
Boissevain, 1991; Mizzi, 1996). That policy makers seek to introduce a
fiscal, human resource and general policy regime that is supportive of

“and conducive to successful SME establishment and growth should
therefore come as no surprise; meanwhile, certainly since 1938, academ-
ics have been poring over the conditions that spawn entrepreneurship
and generate innovative and successful SMEs (Murray, 1938).

Much of this effort to analyse the contribution of small firms is based on
and confined to national or regional markets. After all, the regulatory
environment, educational and human resource development policies,
taxation regimes and other features deemed to have an impact on the
number and quality of entrepreneurs, innovators and small firms are
typically within the control and decision making power of national
governments, with features of shared rule in the case of members of
regional fora (as in the case of environmental, labour relations and
occupational health and safety regulations within the European Union).
The comparative, cross-national examination of small firm ‘success’,
however defined, is a more demanding undertaking, requiring a careful
methodology to control for various national, fiscal, product area and
enterprise specific variables.!

The NISSOS Project’ has been seeking to understand the conditions
behind the success of exceptional small firms in Europe by using an
inductive, comparative methodology. The project has determined a tough
and stringent set of criteria for defining success; sought out firms which
match those criteria; and then delved into detail to understand the
particular ensemble of characteristics of these firms, teasing out what
appears to be idiosyncratic, and then re-examining these features in the

1. Acasein pointis the comparative study into SME performance undertaken by the Centre
for Advanced Studies, Cardiff University, comparing firms in Denmark, Ireland and
Wales. See www.cf.ac.uk/cass/projects/comparative_performance. html (all internet sites
quoted in this paper were accessed during December 2004).

2. NISSOS (the Greek word for island) also stands for Network of [slands for Small Scale
Organisational Success. The NISSOS Projectis a 3-year pilot project under the European
Commission’s Leonardo da Vinei's Vocational Training Programme. It is coordinated by
Malta Enterprise, and has 11 partners from 5 island regions of Europe: Aland, Iceland,
Malta, Saaremaa (Estonia) and the Scottish Isles (see:www.nissos.net).
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context of general lessons for successful SME manufacturing develop-
ment. The project’s special interest and focus lies is island territories,
tracts of land surrounded by water, conceived as locations where success-
ful economic activity is arguably hampered by such features as isolation,
peripherality and lack of economies of scale.

The definition of success adopted by the NISSOS partners has been
deliberately set at a most challenging level. To qualify, island-based
firms had to be: locally (that is, island) owned; primarily export oriented:
havingless than 50 employees; involved in a manufacturing activity; and
utilising adapted or locally developed (and not just imported and/or
adopted) technology. The choice of these criteria was a direct response to
the tenets of conventional wisdom as they apply to (especially small)
island territories. Such small locations are meant to suffer from limited
ab?]ity toreap the benefits of economies of scale in both public goods and
private service provision, both being generally constrained by
ilrécsi;g)isibilities (Alesina and Spolaore, 1997; Barro and Sala-I-Martin,

Small island economies are also less likely to be able to diversify, making
them vulnerable to economic shocks (Briguglio, 1995; Commonwealth
Secretariat, 1997). Public servants operate under regular conflicts of
interest, and are under considerable pressure to honour obligations and
curry favour (Farrugia, 1993); while a limited pool of human resources
may lead to the recruitment and promotion of the mediocre (Streeten,
1993). Small islands are thought to be structurally cheated of markets,
economies of scale and institutional “thickness” (Amin and Thrift, 1994:
14-15). These ideas are well encapsulated in Article 299.2 (ex-Article 227)
of the Treaty of Maastricht (1997) as applying to the European Union’s
outermost (or so called ultra-peripheral) regions. This Article claims
that: “... remoteness, insularity, small size, difficult topography and
climate [as well as] economic dependence on a few products” are struc-
tural features whose permanence and combination severely restrain
(especially small) island development.

The NISSOS definition was conceived with a view to challenge such
received wisdom, in support of growing empirical evidence to the con-
trary (Easterly and Kraay, 2002; Armstrong and Read, 2002, 2003;
Baldacchino, 2005a). Furthermore, in raising the bar as high as possible,
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and in excluding many thriving small firms from its remit in the process,
only the truly exceptional were being scouted by NISSOS. Moreover, the
size of the database was rendered manageable and avoided any resort to
sampling. In this way, and in spite of some initial skepticism, noless than
a population of 144 firms in the 5 partner island territories which
matched the criteria was identified.

The lessons from NISSOS are still being evaluated, and other academic
papers are exploring other implications arising from the research results
(Baldacchino, 2005b). Meanwhile, a training manual as well as a multi-
lingual CD-ROM are being produced as part of the project’s deliverables.
This paper invites readers to critically consider the quantity and quality
of Malta-based successful firms, in the context of the NISSOS data and
research template.

Number of Firms

One stark implication of the database is that Malta scores somewhat
poorly in terms of its number of successful firms. The ratio of successful
firms in Malta (as defined) in relation to local population is by far the
lowest within the 5-island sample (see Table 1); and this in spite of Malta
having by far the largest population base of the 5-island partnership.
Unless this statistic is the outcome of under-representation of actual
firms, Malta appears to suffer from a relative dearth of successful, small,
export-oriented, manufacturing businesses.

Table 1
Firms in Island Territories
Island Pop Land No.of Jurisdiction No.of Firms/ Mean
(000) Area islands Firms 10,000 Workforce
Km?* (Total 144) pop.
Aland 26 1,430 21 Autonomous 25 9.6 15.9
Ieeland 290 103,000 4 Sovereign State 42 1.5 26.0
Malta 400 316 3 Sovereign State 33 0.8 22.5
Saaremaa 36 2,900 7 County 19 5.3 23.3
Scottish Isles 100 10,110 87 6 local authorities 25 2.5 10.5

Source: NISSOS Project, 2004
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The reasons for this shortfall could be varied and complex. However, a
few explanations suggest themselves readily.

First of all, a relatively large population size permits some manufactur-
ing firms to be set up with an exclusively local market orientation. Thus,
a larger population base, especially on a fairly unified land mass (as in
the case of Malta, followed by Iceland) increasingly means a potential
domestic market for manufactured products, avoiding the obligation to
export, and its associated hassles, costs and problems. In contrast, the
smallest jurisdictions in the database, the island regions of Aland and
Saaremaa, have such a small domestic population base that most
manufacturing operations must consider export activity for sheer sur-
vival. The smallest economies are therefore more strongly in the throes
of an ‘export or perish’ orientation (Brookfield, 1987), imposing tionally
competitive forms. The relationship between small population base and
SME manufacturing export density on the basis of NISSOS data is
statistically significant and clearly visible from Figure 1.

Secondly, the ability to export off-island to a territory which is part of the
same political jurisdiction, speaks the same language and/or which is
sympathetic to theisland region facilitates the export transaction. In this
sense, it is the sovereign islands of Malta and Iceland which lose out;

Figure 1
Population Size Versus
Ratio of Successful Firms

10 ry

g 8
5 6

i)
=2 ¢
=l
g

c L]

g 2
% 2 - p
‘5 § 0 T T T T T T T
-%::_i 0 50000 100000 150000 200000 250000 300000 350000 400000
= Population count

21






