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Most of our examples of high perfor-
mance manufacturing (HPM) have come from large plants that use repeti-
tive production processes. Are HPM concepts equally relevant in smaller
plants, or is HPM limited to large manufacturers? Will HPM practices apply
in a lower volume, less repetitive context? What about the role of strong and
ideological labor unions? Is cooperation between labor and management cric-
ical for the successful application of HPM principles? Italy presents an ideal
case study of the extent to which HPM concepts are universal because some
of the structural conditions under which HPM was initially developed are
very different from those found within the Italian industrial system.

One of the main distinguishing features of Italian manufacturing is that
it consists almost exclusively of small and medium enterprises (SMEs).
Analysis of the applicability of the principles of HPM in Italy is particularly
interesting, given that these principles were originally developed in the
context of large manufacturing facilities. For example, upstream and down-
stream relations within the supply chain change markedly in SMEs, which
have much less bargaining power than large firms. Because of the size of
[talian plants, networks of plants are more important than they are in other
countries. Thus, study of manufacturing in Italy cannot be restricted to
one plant’s experience but must necessarily involve the entire network of
plants involved in the transformation process.

“In addition to size, a further distinguishing feature of Italian plants is that
their production is not highly repetitive. Many HPM practices were first
developed within the automobile sector, where production systems are
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highly repetitive. Such systems are typically characterized by many factors,
including centralized and bureaucratic management, lower worker-skill lev-
els, higher overhead, low levels of inventory, and low cost of goods sold. In
Italy, however, manufacturing plants often produce only in small lots,
which makes their systems closer to intermittent (batch) production. Such
systems are likely to be characterized by a different set of factors, includ-
ing decentralized management, higher worker-skill levels, lower overhead,
higher levels of inventory, and higher cost of goods sold. Thus, it is inter-
esting to analyze the degree to which the principles of HPM are able to per-
meate systems with different characteristics from those for which they were
developed.

The third aspect that differenciates the Italian industrial system from
manufacturing in other countries is that trade unions with a strongly ide-
ological approach to labor questions have always played an important role
within [talian plants. This is reflected in national politics and has perme-
ated the entire country, with a high level of conflict in union-management
relations that has only recently begun to be defused by political changes in
Europe, especially those in Eastern Europe.

This chapter seeks to offer some answers to the following questions: To
what extent can HPM be transferred to small and medium firms? Will the
use of intermittent manufacturing and the presence of strong unions make
the implementation of HPM more difficult? Which methods have been
used and what solutions have been found by Italian SMEs when adapting
and developing new technological and management practices to their
unique characteristics?

THE ROLE OF SMES IN THE ITALIAN
MANUFACTURING CONTEXT

There are some important considerations that help in understanding the
manufacturing context in Ttaly. These include the fundamental role played
by small and medium plants in Ttaly and the level of internationalization of
production in [taly.

Analysis of the top 5,000 Italian firms (in terms of sales) helps in identi-
fying the main characteristics that distinguish Italian industry. First, there are
very few large firms; only the top 40 percent or so have sales of more than
1,000 billion Lira (about $50 million). Second, about 1,500 SMEs fall into
the band of firms with sales of from 100 to 1,000 billion Lira (about $50 mil-
lion), Such firms are, effectively, the backbone of the Italian economy.
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The Italian economy can best be understood if the Italian situation is
compated with that of the most industrialized European countries. In 1992,
Italy had the largest number of firms of any country in Europe. It had
3,250,000 firms, 21.1 percent of the entire nonagricultural private sector
in the EU. [taly was also the country that had the smallest average-size firm
(see Table 13.1). The total number of firms in Italy equals the number of
firms in Spain, Austria, Greece, and Ireland combined. Italy, France, Ger-
many, and the United Kingdom, among them, account for two-thirds of all
manufacturing production in the EU.

The small firm, especially one that is still at an early stage of its cycle of
development, is often still run by the entrepreneur-founder. Together with
the family firm, the small firm is one of the basic social units in Italy, a
country that places a high priority on individual and family values, often
at the cost of social and collective values.

The reason why Italian SMEs rarely grow much bigger is the subject of a
great deal of debate in Italy. Some argue that the small size of Italian firms
is linked to limitations within the entrepreneurial and managerial culture of
the country and that this limited development is due to limits that are in-
herent within the model of a firm that has been adopted. Others have high-
lighted structural reasons for nongrowth, such as market opportunities, the
role of state participation, and the role of national financial markets.

All conditions being equal, the size of a firm is linked to the size of its
“natural” market in terms of geography, history, and linguistics. The nat-
ural market in Italy is much smaller than that of nations with larger pop-
ulations, such as the United States or Japan; or nations that have large areas
of political and economic (ex-colonial) influence, such as the United King-
dom; or nations where the same language is spoken in other nearby coun-
tries, such as Germany. These factors all inevitably expand the “catchment”
area of firms’ markets.

Furthermore, until quite recently, state-owned firms were almost mo-
nopolists in several key sectors in Ttaly. These sectors consequently benefited
greatly from economies of scale and were traditionally led by very large
firms. Key sectors in which state ownership dominated included electric-
ity and gas, iron and steel, telecommunications, petrolenm, chemicals, rail-
ways, transport, infrastructure (roads, etc.), defense, heavy industry, and
shipbuilding. In these sectors, as well as others, competition was limited, or
even abolished, by law, to the advantage of the state-owned firms. Today,
the situation is changing as the Italian state has begun a process of privati-
zation in many of these sectors.



Table 13.1
Gross Domestic Product (GDP) per Inhabitant and Size of Firm in the EU in 1992

United
Kingdom

Total EU

France Germany Spain

Ifaly

17,676 17,080 12,161 15,448 15,754

16,469

GDP per capita

o
wn
<

100%

15,425,000

98.1%

2,525,000

77.2%

2,170,000

108.4%
2,425,000

112.2%

1,960,000

104.5%
3,250,000

(ECU) Percent

Number of firms

Percent

12.7% 15.7% 14.1% 16.4% 100%

21.1%

10

Average size (Employees per firm)

[stitute Tagliacarne, 1993.

Source:
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The Italian financial market is unusual. Very few firms are quoted on the
stock market, where new capital for development is raised. In addition, the
credit banking system has always tended to direct capital to certain specific
sectors or areas of the country.

However, many Italian SMEs have traditionally been quite competitive.
The factors on which the competitiveness of Italian SME;s is based include:

» The ability to develop the innovations demanded by the market.

e Flexibility and adaptability to market and environmental conditions,
* A strong sense of unity at the management level and close identifica-
tion with the entrepreneurial and managerial aspects of the plant.

* Good possibilities for self-financing, due to a long-term tendency to

reinvest profits in improvements.
» The ability to create a united atmosphere within the plant, often bet-
ter than that found in large companies.

Particularly important are “design’ abilities of Italian firms, including the
ability to define a wide product range and the ability to customize prod-
ucts. A large number of small Italian plants have excelled in their ability to
develop and implement innovations that have been well received by their
customers and that have remained protected from potential new competi-
tors by a sort of invisible barrier, due to the image that products made in
Italy are often better than those from abroad.

However, some weak points have persisted in Italian manufacturing, in-
cluding the lack of ability to bargain in the resource market (especially fi-
nancial and technological), low propensity to form *critical masses™ to
confront institutions (through the setting up of trade associations) or mar-
kets (through joint ventures, associations, etc.), and the general inadequacy
and inefficiency of public and private infrastructure (transport, roads, rail-
ways), all of which are elements that particularly affect smaller plants.

THE INTERNATIONALIZATION OF
ITALIAN INDUSTRY

Over the past 10 years, Italian industry has undergone a marked process
of internationalization. As recently as the mid-1980s, Italian investment
abroad was still very modest. Today, however, the total of Italian investment
outside Italy matches the total of foreign investments within Italian indus-
try. This recent international expansion has been led by small and medium



























