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ABSTRACT. Romanian trade SMEs face a difficult period sinbe tountry’s
accession to the European Union due to variousmsasuch as competitive pressure
from large retail chains and the increased regylabmrden stemming from EU-
normg. This paper analyses the situation of trade SME&Rdmania, especially
relevant as they form an important body of the wh8ME sector. The internal
strengths and weaknesses of trade SMEs are cadrovith the opportunities and
threats generated by the new tendencies in Eurofsade. Thus, the impact of
Romania’s integration in the EU on the managemgtrtade SMEs is investigated. A
series of five managerial options are proposed eesponse to the realities in the
sector: IT and internet adoption, orientation talgagrowth, association in clusters,
outward orientation, and differentiation. Summing the paper combines internal and
external factors affecting Romanian trade SMEsiasiges some suggestions for the
management of such enterprises, aimed at enhaheimgficiency of their operation.
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I ntroduction

Trade SMEs represent almost 39% of the total nunddeSMEs in
Romania (CNIPMMR, 2007), contribute with more tteathird to the number of
jobs and raise more than half of the turnover efwole SME sector in Romania
(ANIPMMR, 2005). Their importance stems not onlgrfr the above numbers, but
also from their social role, e.g. of satisfying somer needs, in a way which
cannot be fulfilled by large companies. Since Raaianaccession to the EU in
2007, trade SMEs face a difficult time due to vasioeasons. Some of the more
significant reasons consist in increased compatitiom large foreign retail chains
that entered the market, shrinking the breathiragsmwf SMEs, and the regulatory
burden brought about by EU-norms which incur adddi costs and efforts. Due
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to these facts, this paper focuses on the analfsiee management of trade SMEs
and tries to suggest possible solutions for therawgment of their activities and
their mode of operation.

Preliminary Analysis

The analysis was based initially on a vast liteateview encompassing
various international and Romanian authors who ntaaributions to the theory
of trade SMEs (e.g. Balasescu, Cox, Dunne, Liebmavercioiu, Naghi,
Nicolescu, Tietz, Vorzsak et al., to name justva & them), publications issued by
specific institutions and associations of SMEs onfania, as well as own work of
the author. The literature research was completédegjuently through practical
observations of the sector, instrumented by twoniigcal research studies
conducted by the author during 2005 and 2006, otispdy.

The findings of the research period have been gadhend summarized to
extract the strong points and weak points of Roaratiade SMEs (table 1).

Table 1:
Strong points and weak points of trade SMEs
Strong points Weak points

- Role of proximity; - Low use of IT;
- Constant contact with community; - Lack of scale economies in purchasing,
- Serving the needs of consumer segments distribution and marketing;

overlooked by large firms; - Low bargaining power with suppliers;
- High flexibility and fast decisions; - High turnover and weak training of human
- Prompt delivery; resources;
- Recognized image at local level; - Difficulty of finding skilled employees;
- Closeness to customer; - Weak managerial education & training;
- Possibility of offering personalized services. |- Managerial overload with daily tasks and

neglect of planning;
- Deficient financial management.

The above list is just a selection of the essept@&inents that characterize
Romanian trade SMEs at the present moment. Stromgspare linked to the
traditional functions implied by SMEs and their adtages derived from
flexibility, whereas the weak points stem from themallness, the managerial
limitations and the difficulties of finding approgte human resources.

The SWOT analysis is completed with the main opputies and threats
that trade SMEs are facing after EU-integratioblée).

The opportunities and threats that confront traldé&Sin a general manner
are joined by the major tendencies in Europearetrathich put their mark on the
specific activity of the firms under scrutiny. Tkesioves pose several challenges
for Romanian trade SMEs in the direction of adagptinganizational changes.
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Table 2:

Opportunities and threats for trade SMEs

Opportunities

Threats

- European integration / single market;
- Increasing internationalization;

- Rise of China on the world market;

- Outsourcing by large companies;

- Forms of cooperation (e.g. franchise);

commerce;
- Development of outlets in the rural area.

- IT adoption and fast spreading of internet ang-édditional environmental norms.

- Increasing level of concentration;

- Fierce competition from large chains;

- European integration / regulatory measures;
- Significant seasonality;

- Random factors - climatic, social etc.;

The main tendencies identified in the Europearetisettor are:

- Rising number of automobiles / person and of udztion;

- Increase of purchasing power and changing lifestyle

- Shorter free time available or different distriloutiof available time;

- Accelerated growth of consumer credit;

- Lower number of outlets and increase of their ayesurface;

- Convenience of making all purchases in one place;

- Success of promotional actions of ,show-purchageé

- Incorporation of wholesale traders through vertintggration;

- Development of new forms of trade (e.g. cash-amdfzavhere goods are
paid in cash, directly in the store-warehouse;

- Increasing demand of consumers for associatedcestvi

Resulting M easur es

By selecting from the SWOT analysis just the esakrfactors that
influence trade SMEs, a set of specific optionmato level have been generated
S0 as to contribute to the improvement of managémesuch firms (fig. 1.).

Factors of influence

- Rise of e-commerce

- Low bargaining power

- Lack of scale economies

- Internationalization of busines
- Competition from large chains

L

Options

IT and internet adoption
Orientation towards growth
Association in clusters
Outward orientation

Differentiation

Fig.1. Options for Management in Trade SMEs

These options are detailed below.
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e |IT and internet adoption

The need of adapting to an environment charactrizg the ever
increasing flow of information and its transforneetiinto a major resource of
competitiveness, urges SMEs to switch to the lagde use of IT and internet.

Overall, computer use fosters an increase of pitodiycand has several
benefits for trade SMEs: fast overview of inventdrgcking of deliveries, drawing
up of sales graphs, lower labour costs, etc. I€oistly though, for most SMEs.
Additionally, there is opposition due to inadequsditware and hardware training
on behalf of employees, fear of disclosing conftédg¢mata and of unsure payment
methods, as well as lack of information by SME nggama regarding the available
technical options and their advantages. The comenitnof the owner-manager
towards the use of IT and internet inside the fsrassential.

With the initiation of e-commerce activities, traB8&Es will be able to
compete more easily with large firms and will wealaptive relationships with
suppliers. There is significant potential for theeuof internet in business,
especially due to the scarce resources availalfies. By means of the internet,
trade SMEs can understand better the needs ofnoestp maintain interactivity,
and thus concentrate upon the selection and / @rovement of the most
demanded goods and services. This flexibility ilatren to the market is a pre-
condition for success in trade.

The internet confers trade SMEs a series of adgastahat couldn’t be
attained otherwise with the same efficiency:

- Cost-reduction for purchasing and storing;

- Interactive way to track inventories;

- Lower logistic costs (products that can be deligdeaygline);

- Close relationship to suppliers and customers (galbe if they are
widespread);

- Possibility for consumers to place orders from home

- Nevertheless, the internet poses some challengesd® SMEs:

- Weakens bargaining power of traditional channels;

- Reduces switching costs from one supplier to therot

- Transfers power to the end consumer;

- Eliminates some intermediary stages in trade;

- Lowers entry barriers and increases competitiaffistribution.

In the traditional form of retail, firms were alie extract superior profits
through skilful price discrimination between segtsedue to the low transparency
of the market for consumers. The internet revertes tendency, equipping
consumers with much more information, overall visiof the market and close
contact to suppliers.

For wholesalers, the internet raises mainly thrésge challenges above),
but under the circumstances of more intense cotipgtiit also offers some

124



MEASURES FOR THE IMPROVEMENT OF ...

opportunities for consolidating the competitive ifoa of the firm. Buyers can

now inform themselves better, compare prices araditops, select their preferred
supplier through the internet, thus, they choosepirtner which suits their needs
best. Moreover, the internet lowers transactiorts;astuation that threatens the
position of the wholesaler. The opportunities csinsn lower costs, faster
purchasing and delivery times, electronic datarahignge with suppliers and
customers, and instrumental solving of queries. itexnet enables a fully visible
integration of the supply chain, so that the easgess to information about
products in transit or inside the warehouse, aldiiya of products or the stage of
the order placed, leads to increased administraffi@ency.

» Orientation towards growth

Trade SMEs can be classified into three categos@mse of them close in a
short period of time, some survive, but stay snaadt] some grow. The majority of
them fall into the first two categories, and mosttlee managers of Romanian
SMEs are complacent with the idea of just survivilibis mentality needs to be
changed, growth being more a managerial probleam time linked to the financial
resources available.

Among the benefits of growth one can count the ipdgg of mitigating
the threats posed by the environment, as well asctbation of a solid base of
resources, thus enabling the firm to increasenifisiénce on the market and the
bargaining power with commercial partners. The fbagy of survival is indeed
positively correlated to the size of the firm. Mover, growth enables managers
and employees to enjoy professional fulfilment, aasconsequence of higher
productivity and efficiency.

Nevertheless, growth brings some major managédralenges. Subsequently,
growth needs to be approached with care and thetigrstrategy must be closely
correlated to the existing resources: employeesldhexist in sufficient numbers
and be well qualified, and the technical plus infational base should be available.

Along with growth, the organizational structure tad on the person of
the entrepreneur has to switch to one directed radsviask-solving, with distinct
areas of activity. The complexity of operationsreases and the manager loses
autonomy. According to the new type of organizatitile managing style must
change as well. Tensions arise frequently whentitaditional relaxed style is
abandoned and special managerial skills are neédegreserve a familiar
ambiance. Delegation becomes essential, and theepesheur turns into a
coordinator of different activities. Available timenlarges and the manager can
concentrate solely on essential problems. Emplskéis are being developed;
decisions are taken faster and more efficient. idfgnand cost control becomes
more and more important, in order to spot deviatiearly.
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The main empirical difficulties associated with gtb for trade SMEs are:
- Cash-flow problems;
- Satisfying customer needs, with a constant guagasfteigh quality;
- Serving promptly all orders and demands.

Alongside growth, special care should be givenhe tecruitment of
executive persons, because a managerial team teenserge, able to combine
marketing skills, with financial and accounting endexternal counselling on
specialized problems should complete the knowledgd experience of the
entrepreneur and accompany the growth process,dansnof implementing the
proposed solutions, not just issuing them. Mogheftimes, Romanian trade SMEs
shy away from the costs of external consultantstmaking that if growth itself
fails, the whole existence of the firm is endanderEhe first recommendations
should come directly from the banks involved in financing of growth.

There are many ways to grow. Franchise has provedinmgportant
opportunity for Romanian trade SMEs, with an aacegé=l growth in the last few
years, especially in fast food and specializedirdteanchise offers the advantage
of a good coverage of the market, a single image additional revenues with
relatively low risks.

Another way to grow is to open branches, firstlmse locations, so as to
satisfy demand, then in other areas. The advantaigesch a system consist in
synergies (purchasing, distribution, assortmengmation, administration, and
training), single image and geographical closetessistomers. The enlargement
of the market area has to take into account thé/sineof marginal revenues and
marginal costs of opening a new location.

One of the enlargement opportunities today is tleerof supermarkets
from the periphery of cities to blocks of flats amgvns that lack proximity trade.
A neighbourhood supermarket, with a range of 340000 items, an extended
programme of 16 hours and easy access, characteboyethe friendliness of
employees, would constitute a viable solution aingh for retail SMEs.

Moreover, developing locations in rural areas hasiguntapped potential,
not only for retail units, but also for purchasiagd packaging units, due to large
numbers of products that otherwise would not rehehmarket. Collection centres
could be the first link for the initiation of whaale vegetable and fruit markets.

e Association in clusters

Due to the lack of scale economies and market paharacteristic to
SMEs in trade, another option suggested is to &gsaa clusters.

This is an imperative situation, as previous redeahows that Romanian
SMEs lack interest in engaging in cooperation ayeaments, due to insufficient
information or unwillingness to evolve in this dition. From all the sectors, SMEs
in trade participate in the lowest degree to sopecific business association.
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Thus, managers find it difficult to develop the lkskinecessary for a good
cooperation inside a cluster and reap the berthfitsarise from it.

Clusters should function at local or regional levdbased on
interdependence for supplying certain productsesvises, and specialized either
on a particular stage of the value chain or orsBétig special needs of customers
or market segments. They are dynamic and try tatereompetitive advantages by
using specific abilities of different partners ohsithe cluster.

Due to the closeness of the involved SMEs, memivers cluster enjoy
benefits such as: access to specialized humarnrcesaand suppliers, efficient activity
by means of competitive pressure, faster respshseing of information, innovation
through exchange of knowledge and strong intemaatith customers, suppliers and
other related firms, and the increasing abilitpefietrating new markets.

Such a cluster may appear in 2 directions:

- Retail trade: formation of a purchasing alliantssting of new product
introduction, purchasing of new commercial equiptnen

- Wholesale trade: association so as to obtain bbst sales terms,
modernization and improvement of the purchasinggs®, optimal use of logistics.

The specific benefits that arise from participgtim clusters for trade
SMEs consist in lowering costs and risks, supes@wnomic and organizational
flexibility, as well as facilitating the growth press of the firm, limited
individually by internal constraints.

e Qutward orientation

Alongside world trade liberalization, increasedemitional movement of
persons and fast development of transport and comwmation, many of the non-
surpassable barriers for the internationalizatibriirms have disappeared. Thus,
trade SMEs gain lots of favourable perspectivethéfy adopt a strong outward
orientation.

European integration enables Romanian SMEs acoessddditional market
of about 480 million consumers, situation whichdians especially wholesale traders
with more consistent financial resources in hand,abso offers the possibility for
retail trade to expand more easily across borders.

Moreover, SMEs can access valuable European flids EU-support for
SMEs comprises also supplying relevant informatammsulting for strategy build-
up and promoting cooperation between enterpriseseimber states.

In this context, one recommendation for wholesa#ES is to register in
the database of the EurolnfoCentres, the Européd@-wetwork. They act in
Romania inside the Chambers of Trade, offering fpessibility for SMEs to
promote their firm and products in EU-member stategh the aim of initiating
trade and cooperation relationships with other SMEs
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For retail SMEs, European integration seems to rgé@enore threats, due
to increased competition. This leads to price fagwwsd discount), to more choice
(,everything under one roof”), and to service (cenence stores), changing the
pattern of trade. Wholesale traders will also fdifeculties through the presence
of more suppliers and buyers that operate wittebstiles terms.

On the one hand, the adoption of the EU-acquisresgbe improvement of
the business environment and also a more predidiedpil and institutional system for
Romanian trade SMEs. On the other hand, it bribgsitahigher costs for SMEs, by
eliminating fiscal incentives and pushing firmscomply with European standards.
These standards have often been considered tdg, dost bureaucratic, and even
inadequate for SMEs. Trade SMEs will have to imgetrpackaging and labelling
norms. The stricter environmental and quality nowvis impose on SMEs the
acquisition of superior equipment, so as to stdyewith the standards.

The widespread opinion is that those SMEs thateémpht faster all these
norms and will certify qualitatively their mode operation will gain a valuable
competitive advantage and will reap the full betsedif the Single Market, facing
thus successfully the increased competition.

Another extraordinary opportunity for trade SMEgkhe rise of China on
the world market, climbing its way up to the toptleé exporting nations’ chart. As
a consequence, SMEs able to conclude contractsfaater relationships with
Chinese partners will enjoy the benefits that dfiem this favourable evolution of
the Asian giant.

« Differentiation

As fierce competition from large retail chains &irmgng momentum, the
adequate strategy for trade SMEs should be diffextgon. It supposes though
strong commitment towards the improvement of thalityuof services provided.

Differentiation in trade SMEs encompasses a md#itof elements: products,
services, location, adaptability, fast delivenpuiation, employees, etc. It is in fact, a
defining aspect of the way in which the firm corndubusiness, perceived by
customers as being unique. The elements listedealpogy become distinctive
competencies of the firm only if they are perceigeduch by customers.

The important aspect is that SMEs should adoptaifp positioning and
a focus on an essential variable of the businesscentrating on what the firm
knows how to do best. Usually, this approach inetudharket niche positioning,
characterized by being less sensitive to priceh Wigher entry barriers, and more
profitable in times of crisis.

The potential success of differentiation in traddES may consolidate on
responsiveness (enhanced perception of custoniezdasd collection of information
from the environment), flexibility (better reactiamterms of employees, finance and
markets), creativity and ability to innovate (usenew equipment, new approach of
customers and new sales techniques).
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Some specific suggestions of factors that can I8\ESs gain solid
competitive advantages include the use of own tralks, brands and symbols for
certain services, the initiation of a catering sgstfor persons with special needs,
enhanced interactivity with customers and varioesams to improve their loyalty.

With the advent of large retail chains, Europgade moves towards major
changes in the distribution system. Wholesale ttadds to be absorbed by vertical
integration. Under these circumstances, wholeseéerts can differentiate by
becoming specialists in logistics, including tramsp& infrastructure, warehouse
operation, inventory management and delivery optioGontinuous contact to
customers supposes assistance for introducing netlods of inventory control,
instructions about operations management, andaregudetings for problem-solving.

For retail SMEs, differentiation may consist in dkping a unique
personality for each store that should act as apetitive weapon towards other
outlets. Options for small shops comprise:

- Convenience stores: less time, comfort, known ksatatge range with
few lines;

- Specialized stores: choice, own brands, low ranigehigh depth;

- Style stores: design, originality, exclusivenessipum prices, high quality;

- Brand stores: reputation, premium prices, limit@adge, high quality;

- Local specific stores: emotional purchase, tradélgroducts.

The ideal location for such a shop would be inighi@urhood where no such
else exists, or, if this is not the case, therstieng points should be emphasized. The
ambiance of the store and the services providesgirg cabins, long working hours,
gift-wrapping, home delivery, refund of non-adegugbods, free parking, children
area etc.) may represent competitive advantagestéol SMES.

Conclusions

Even though European integration was consideraddy authors a scare for
Romanian SMEs in general, and trade SMESs in p&atiamany anticipating a massive
closure rate, the negative outcomes of this prosess largely overstated, as the real
situation shows. The research undertaken to antigsenanagement of trade SMEs
reveals some of their specific strong points ancrsg¢ weak points and takes into
account the opportunities and threats brought abpuropean integration. There is
surely a multitude of managerial changes that shbelundertaken by trade SMEs in
face of the new tendencies of the European tractersbut this paper focuses on five
different measures that can enhance the compaitisition of such firms. It remains
to be seen whether owner-managers of trade SMEbawi the commitment and skill
to implement some of these measures. Further eapiesearch opens up in the years
to come to test if trade SMEs have accomplishedagenal changes and to what
extent has this improved their mode of operation.
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