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In recent years, attention has been focused on the under-utilisation of 
available productive capacity in Irish indigenous industry. The question 
o f  w hether we have over-invested in fixed assets has been raised. A more 
fundam ental question, taking into account Ireland’s tiny  share o f world 
trade, is w hether we have neglected to  m arket our productive capacity 
and  focused on producing goods for local m arkets where dem and for 
m any products is very limited.

T he size o f Irish firms and their relatively small scale o f operations give 
reasons w hy under-investment in m arketing may be a m ajor contri­
b u to ry  cause of productive capacity lying idle. Indigenous Irish in­
dustry  consists mostly of small and m edium  enterprises (SMEs). Because 
o f  their small scale of production, together w ith lim ited financial and 
m anagerial resources, SMEs find it difficult to  grow beyond local
m arkets. Their small ou tpu t generally gives rise to a cost disadvantage
w hen com peting internationally. Trading for many firms results in 
little  b e tte r than breakeven situations. Lim ited financial resources 
inh ib it taking on overheads such as product and m arket developm ent, 
research and development and innovation in production processes. 
As profitab ility  is low, the necessary financial base is never built up 
to  support such investment. Short-range perspectives are the norm  
w ith  survival, not growth, a major concern. In small and medium
businesses, managerial resources are stretched to  cover all aspects of
th e  business. As a result, the companies find themselves trapped in a 
no-grow th situation. To escape from  the trap relatively sophisticated 
strategic action, investment in research and developm ent and long- 
term s m arket and product development is required. This demands 
m anagerial skill, specialisation, experience and finance.

T he special problem  of SMEs — their inability to  support specialised 
‘know ledge’ overheads — has been recognised by policy makers for
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decades. Specialised knowledge-intensive services, supported  from  
state funds, have been made available to all Irish industry. With the 
growth in the num ber of firms in the economy, delivery o f these 
services has become more difficult, and the difficulty is com pounded 
by  the increasing com plexity of markets and technology. I t  is inevit­
able tha t rela.tionships between many small companies and state  agencies 
are short-term  in nature, yet overcoming many of the SMEs special 
problem s requires sustained support.

Recent discussion on industrial policy has raised the question o f  w hether 
development companies could have a significant influence on th e  grow th 
and developm ent on the SME. A development com pany, as conceived 
in  this con tex t, is an independent, private com pany which stands 
betw een a num ber o f small and medium sized companies and the  
m arket place. The development company has m arket and p ro d u ct 
developm ent capability, bu t has no m anufacturing capacity. The 
developm ent com pany utilises the productive capacity o f the  small 
and medium companies. It undertakes those functions which SMEs 
have found i t  difficult to  access — marketing, research, p roduct design, 
R & D, and custom er service. The development com pany would establish 
strategic, kmg-term close relationships with the producer com panies. 
As several small firms would be involved, the scare national resource 
o f  experienced m arketing personnel would be utilised m ore efficiently . 
A ‘critical m ass’ could be achieved, allowing the developm ent com pany  
and its associate SMEs to  compete on individual m anufacturing costs 
b u t shared costs o f the ‘knowledge’ overheads. An escape from  the  trap  
in which so m any SMEs currently find themselves is po ten tia lly  avail­
able, and thepossib lity  o f growth enhanced.

Fundam ental Concepts

Basic to the  developm ent company idea are two in terrelated  ideas: 
the concept o f  specialisation of the functions and activities involved 
in the comm ercial process and the concept of interfirm  dealing. The 
commercial process (from the sourcing o f the raw m aterial to  the  sale 
of the finished goods) involves a series of processes, each dem anding 
a specific skill to ensure successful com pletion of the  exchange betw een  
producer and custom er. If it were possible to separate these processes 
each small firm could specialise in those activities to  which its resources 
are most appropriate . We might then have firms which specialise in  the  
purchasing o f  raw materials, others in transport, others in engineering 
services, o thers in assembly of com ponents, while ye t others specialise 
in the m arketing o f the product. So, if markets are well organised, the  
small firm can survive very well.
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The advantages of specialisation become available to  the small com pany 
w ithin the framework of well organised m arkets. While this is a some­
w hat idealistic concept it is interesting th a t during the n ineteenth  century 
m ost m arkets were organised in this way. Firms specialised in one 
activity and there was m utual support betw een firms. Which brings us 
to  the second fundam ental concept involved in the development 
com pany idea — the concept of interorganisational dealing. The relation­
ship betw een the producer companies and the developm ent company 
m ust be one of trust and loyalty to  ensure efficient com pletion of the 
exchange process between producer and custom er. M utual support and 
harm ony of objectives is necessary.

Coase (1928) argues tha t the reason for the rise of the integrated firm 
is because inter-organisational dealing can result in conflict and un­
certain ty . The costs associated with this conflict can be minimised 
b y  organising to carry out all the specialised activities w ithin the firm. 
While interdepartm ental cohesiveness can be difficult to achieve, the 
in tegrated  firm, argues Williamson (1979) has the distinct advantage 
o f a wider variety and more sensitive range of control instrum ents to 
enforce intrafirm  agreement. A hierarchy exists w ithin the firm which 
m akes for efficient resolution of conflict situations. Yet, many com ­
m entators suggest that the growth of the West German and Japanese 
econom ies may be associated with their ability to  combine effective 
co-ordination with decentralised ownership. In these countries clusters 
o f ow ner manager firms abound. These are federations of independent 
firms or co-operatives working with one m ajor assembly unit and one 
m arketing unit.

T he Research

In early 1983, a study was launched to identify past and current 
a ttem pts to  create groups of firms similar to th a t described in the 
developm ent company idea, and an analysis o f their origins, operations 
and effectiveness in addressing the issues involved in specialisation 
o f function and in inter-organisational dealing, was completed. All the 
developm ent companies involved in the study were small and had a 
relatively short history. The inspiration for their founding was based 
m ore on an understanding o f m arket forces than  on indepth know­
ledge o f any particular product area. The developm ent companies were 
m arket driven, having identified a m arket need or a niche which they 
felt they  could exploit, and they sought ou t producer companies — 
usually companies in existance for a considerable tim e, with proven 
expertise in production.
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These associated producer companies, while having a particularly  
strong set of connections with one industry or one sector, could also 
include companies from other sectors as well. With a few exceptions, 
m ost of the associated producer companies were of reasonable size. It 
would appear th a t the development company m oved away from  the 
very small firms to  these medium sized firms who could guarantee a 
continuing supply on a large volume basis. This was n o t unexpected  as 
sufficient voLume, and a certain level of production expertise, is essential 
to  justify  the expense associated with m arket developm ent and p roduct 
prom otion.

Core Processes

The functions perform ed by the participating m em bers of the  develop­
m ent com pany cluster may be summarised by pointing o u t th a t the 
development companies perform ed as the m arketing arm of the  producer 
companies while the la tte r took care o f production. The developm ent 
com pany played an integrating role, initiating the p roduct concep t and 
taking title to the finished goods. It acted as an interm ediary in in tro ­
ducing design and production expertise to the producer com panies, 
and had a financing role. Costing of the product was carried o u t by the  
producer companies as well as all activities associated w ith m anufactu re. 
Quality was the responsibility o f the producer companies. The develop­
m ent companies indicated that they could no t supervise quality  during 
production due to  their small size and limited resources. This was a 
m ajor weakness and caused problems with customers who in terfaced  
n o t with the  producer companies bu t with the developm ent com panies.

Relationships betw een development companies and associated p roducer 
companies varied from  arms length sub-contracting in one group to  an 
intense planning relationship in another. The relationships in o ther 
groups varied over tim e. The development com pany utilised 100% o f  
the capacity o f the associated firms in only one case. The la tte r  usually 
produced o ther products and sold them  themselves. D evelopm ent 
companies spread their risk by involving several producer com panies 
who had m ore or less the same skills, giving each a p ropo rtion  o f the  
business placed. Over tim e, as knowledge of their respective businesses 
grew, closer relationships developed between some producer com panies 
and the developm ent com pany. A period of getting to  know  each 
o th e r’s m ethods and procedures so tha t each participan t knew  how  
the o ther would react in particular situations was a necessary develop­
m ental step in th e  process.

There was evidence th a t the clusters comprising abou t six firm s were
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the m ost successful, a t least initially, b u t it is possible th a t m ore com ­
panies could be added to the nucleus over time. The size of firms 
w ithin the group was im portant. Conflict arose for one ‘cluster’ where 
the larger firms felt that they were carrying the smaller members. 
W hen the firms were located close to each other, com m unication 
patterns were established and potential conflict situations (usually 
involving deadlines for delivery or quality requirem ents) were hand­
led quickly and in a low-key fashion.

Involvem ent with a development com pany had positive effects for 
m ost producer companies. Improvements in m ethods, design and 
productiv ity  were reported. Consultants and experts were identified 
by the development companies and were channelled towards the pro­
ducer companies. In one case, turnover w ithin the group increased by 
600% in seven years. Production economies were made as developm ent 
companies placed large orders. M arket research was undertaken and 
products were modified to  satisfy consum er needs more precisely. 
The individual products made by producer companies gained from 
being prom oted as part of a range o f goods. The producer com panies’ 
w orking capital needs were eased in some cases where the develop­
m ent com pany provided working capital finance. Most developm ent 
companies had a policy of prom pt paym ent. In fact, conflict could 
arise fo r the  development company because a t times they had to  choose 
betw een satisfying working capital requirem ents of the producer 
com pany and those of m arket place developm ent. There was a tendency 
to  give security o f supply the priority  position.

The benefits to the development com pany itself took  longer to show 
and were less clear-cut. Of the companies investigated, 30% were no 
longer operating, and 20% were in some difficulty. U nder capitalisation; 
changes in m arket structure; failure o f the producer companies to  
co-operate in increasing production to fulfil orders; a feeling among 
producer companies, when the developm ent com pany was paid on a 
com m ission basis, that the same results could be achieved by em­
ploying a salesman; and a lack of knowledge on the part o f the develop­
m en t com pany of its industry were some of the reasons given for 
dissolving th e  groups. The developm ent com pany is in a very weak 
position. I t  is a new type of enterprise attem pting to satisfy newly 
identified  needs and it has few role m odels for guidance. U ncertainty 
and risk are very great and lack of inform ation as well as inexperience 
can lead to  mistakes. Producer companies were confused and uncertain 
abou t the  fu ture o f the developm ent com pany. Typically, they invested 
little  initially in development com pany projects, and only when com­
m ercial success was seen were they prepared to  com m it resources.
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Development companies acted as a link betw een producer com ­
panies and the state agencies. Producer companies are eligible for a 
variety of grants from  various government agencies for p roduct and 
process im provem ents and for investment in fixed assets. The develop­
m ent companies usually arranged for such grants to be paid to  the 
producer companies by preparing plans and negotiating w ith state 
agencies. They then negotiated royalty agreements or exclusive dis­
tributorships for the products developed in this way. While the  system  
is workable, it is time consuming, open to haggling and th e  develop­
m ent com pany may lose control of some aspects fo the developm ent 
project. A part from  consultancy grants, no m onetary recognition of 
the developm ent com pany is forthcom ing from  state agencies. In 
Ireland, state agencies are a major legitimising force for new  firms 
and with so little  state support for development and m arketing firms, 
their credibility suffers.

Lack of long-term finance was a constraint on longer term  planning 
and developm ent in the companies analysed. Product and  m arket 
developm ent requires sustained long-term investment. The intangible 
nature o f the activities of the development com pany makes financing 
this type o f  com pany a high risk undertaking. I t m ay be th a t ,  a t least 
initially, state resources should be allocated to  get such com panies 
off the ground. Retrospective studies by Mansfield (1981) have shown 
th a t the social rate of return on innovation far exceeds the  private 
rate of return  on the same innovation. The high social rates o f  re tu rn  
are an indication of the linkages between the state o f the  econom y 
and the rate  o f innovation. Some evidence also emerged from  the 
analysis undertaken, th a t the relationship was m ore beneficial to  
producer companies than  to  the development com pany (at least based 
on the short time-scale studied). Several producer com panies used the 
developm ent com pany as a “pum p-prim er” . Having absorbed new er 
technology, b e tte r  quality management and m arket-led design and 
product innovation they  took their new competences and enhanced 
resource base and began to deal directly with the m arket place. The 
development com pany then had to  develop new relationships w ith 
new associated companies.

Conclusions

The empirical work suggests some factors related to  success. Develop­
m ent companies are best organised around identified m arke t needs 
rather than available under-utilised capacity. The pursuit o f  niche 
or specialty m arkets is more likely to be successful, as com petition  
revolves around factors other than price. Sufficient volum e w ithin



112 IBAR -  JOURNAL OF IRISH BUSINESS AND ADMINISTRATIVE RESEARCH

th e  group of companies to  yield profits to support the necessary 
long-term  m arket development is needed. A tten tion  to  social and 
psychological relationships between the associated companies are as 
im portan t as purely economic relationships. The long-term aims of 
producer companies and development companies may n o t coincide. 
Thus the development company concept is no panacea. I t is more 
suited  to some industry and m arket situations than to others. Deve­
lopm ent companies probably need to take different forms and pursue 
different strategies in different contexts. This study could n o t hope to  
identify  all the implications of the concept and success and failure 
factors are still only partially known. It is suggested tha t a period of 
experim entation and active learning would be the m ost appropriate 
w ay forward. The State could m odify its wide range of policy instru­
m ents to include support for potential developm ent and m arketing 
com panies, thus legitimising their activities and providing m uch 
needed  finance. Such support could fairly be justified n o t only by the 
spin-off effect for producer companies and the econom y as a whole 
(whose benefits tend to exceed those o f the developm ent companies) 
b u t also because of the risks which companies would have to  take to 
en te r this relatively new but potentially  very productive area of 
activity.

REFERENCES

Childens and Ruckert “The Meaning and Determinants o f Cooperation Within an Interorganisa- 
tional Marketing Network” in Bush and Hunt, Marketing Theory: Philosophy of Science 
Perspectives. American Marketing Association, 1982.

Coase, Ronald E., “The Nature of the Firm,” Economica 4 , 1937, p. 386-p.405.

Mansfield, Edwin, “How Economists See R 8c I )”, Harvard Business R eview , Nov./Dec. 1981.

National Board for Science and Technology and Industrial Development Authority Agriculture 
Machinery Manufacture: A Strategy fo r  Developm ent, November, 1981.

Porter, Michael E., Competitive Strategy, The Free Press, New York, 1980.

Williamson, Oliver E., “Transaction-cost Economics: The Government o f Contractual Relations”. 
The Journal o f  Law and Economics, October, 1979.

OTJonnel, N. and Murray, J.A ., Development Companies: Creation, Structure, Strategy, National 
Enterprise Agency, Dublin, 1983.




