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ABSTRACT

Employment in small firms has taken on particular importance in Malta, called upon as a new
Member State of the European Union to help promote more and better jobs. This thesis examines
whether the effects of firm size are also evident in a micro-state comprised primarily of small
firms, and how the context of a small state in Southern Europe shapes these effects.

Following a brief overview of Malta and its labour market, the literature review is divided into two
parts. The first looks at job creation and growth in small firms from a small state perspective,
focusing in particular on regulation and on how the dynamic of informality operates in the principal
employment areas of recruitment, family-friendly measures, training and representation. The

second part utilises a social capital framework to explore the Maltese context and how this affects

employment in small firms.

The fieldwork is presented after an explanation of the:hethodology. The fieldwork has two main

phases. The first quantitative study was conducted among 400 firms stratified by size and sector,
and set out to examine whether there exist significant differences between smaller and larger firms
with respect to job creation and the factors that affect it, as well as job quality measures.
Significant differences were found, with smaller firms showing less job creation and destruction,
more Iinformal recruitment, reluctance to recruit women and persons with disability, and lesser
degrees of training, representation and participation in social dialogue. The qualitative study was
conducted with a sample of twenty eight small firms in different sectors, to better understand the
factors in the local context that shape the employment situation in their firms. Analysis of the

transcripts suggests that small firms face ten common concerns relating to size, competition,

finance, politics, regulation, bureaucracy, association, familism, skills shortage and the work ethic.

The fieldwork is followed by a discussion of how the quantitativé and qualitative findings combine,
on the issues of female recruitment, fragmentation, staff shortages, low skill levels, and trust within
and between firms. On each issue, a closer analysis is made of current regulation and of changes
that may improve the context for small firms. The chapter then examines the issue of targeting and

small firms, and the need for evaluation of programmes in the light of policy aims.

The concluding chapter reviews the results in the light of the aims, and gives an overview of policy
implications. A reflection on the process and outcomes of the thesis is provided, as are the

limitations of the thesis and recommendations for further research.
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CHAPTER ONE: INTRODUCTION

This Chapter is intended to provide the background to this study, including an overview of

Malta and its labour market, as well as the rationale for this thesis.

1.1  Background and Rationale

Malta is a small Southern European state with a small-firm economy. Its natural resources

are few, and it is insular and peripheral. Its human resources are its main asset, and the
island’s productivity depends significantly on the number and quality of its jobs. Malta
recently acceded to the European Union, and as a rﬁember, must share the strategic goals of
the Union. The overarching goal of the Union was set at the Lisbon European Council in

March 2000, encouraging the Union to become

“the most competitive and dynamic knowledge-based economy in the
world, capable of sustainable economic growth with more and better
jobs and greater social cohesion” (CEC 2002a).

This goal is to be brought about, in part, through European-wide legislation and through the
open method of policy co-ordination. In the employment field, such legislation covers social
security, conditions of work, health and safety and gender equality, among others. The open
method of co-ordination (OMC), on the other hand, is also known as ‘soft regulation’,
intended to spread best practices and attain greater convergence. Mid-way between
harmonization and cooperation, the OMC is a “decentralized but carefully coordinated
process” (De La Porte, Pochet and Room, 2001) that involves the shared use of common
policy terms, objectives and targets; the collection of statistics; and the annual monitoring at
EU level of members’ policy actions and outcomes. Jacobsson (2004) argues that these
measures add up to a “system of governance with the potential to transform the practices of

member states and thus add to the integration process” (p. 355). -

The European Employment Strategy (EES) is a key example of the open method of
coordination, and one that is central to the topic of more and better jobs. The EES was
developed in the late nineties in response to relatively high levels of unemployment in
Europe. The landmark paper by Jacques Delors in 1993 entitled Growth, Competitiveness
and Employment argued for the Community’s involvement in promoting employment, if

Europe was to grow and become more competitive. This was followed up at the



Luxembourg Summit of 1997 when EU leaders agreed to implement a co-ordinated
employment strategy, where member states would transpose specific employment policy
objectives to national programmes and report upon them annually. This reporting was to be

obligatory and was inserted into the Employment Title of the Amsterdam Treaty in 1997.

While the detail of these guidelines has evolved over the years, three overarching objectives
have been repeatedly endorsed by the European Council: the pursuit of full employment;
quality and productivity at- work; and strengthened social cohesion and inclusion. In
addition to the joint monitoring of over sixty labour market indicators, member states are to
strive to attain a number of targets within a given time frame. The targets set for 2010

include the following: (a) an employment rate of 70% overall, of 60% for women and 50%
for those aged 55 and over; (b) formal childcare provision for at least one third of children
under 3; (c) at least 85% of 22 year olds with upper secondary qualifications; and (d) at least
12.5% of adults in lifelong learning.

As a new member state, Malta is committed to promoting more and better jobs for all and to
meeting these targets. However, the application of universal guidelines and targets to very
different national contexts requires a closer study of the realities of each state, if actions with

the greatest chance of successful outcomes are to be developed.

The study is considered important for Malta as it currently has the lowest employment rate in

Europe, while being highly dependent on the productivity of its workforce in the absence of
other natural resources. Thus the practical rationale for this work is to contribute to the
promotion of more and better jobs in the Maltese, small-firm context. This understanding
will help to inform the author’s contribution to the formulation and evaluation of policies

and programmes in the field of employment in which she currently works.

1.2 Conceptual framework

Malta is a small firm economy. On average, the Maltese firm employs four persons. If the
self-employed were to be included, 98% of all Maltese firms employ less than twenty

persons and around 60% of the labour force. In the EU, the average firm size is seven (CEC,

2004a), although this varies widely across member states. It ranges for instance from 2 in
Greece and around four in Poland, Hungary and Italy at the lower end, to 11 in Austria, 12 n

the Netherlands and 15 in Latvia at the higher end of the EU spectrum (CEC, 2004a). There

is, therefore, no clear correlation between the population of a country and the average size of
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its enterprises; many of the smaller EU states have a higher average enterprise size than

larger members.

Table 1: Population and Average Firm Size, EU Member States

Belgom | qosedon| %
Denmark | 537600 10
Gemany | ®stj0] 1o
Esoma | i3] o
Spain | 1345300 ;
8
0]
Maly | Srsssoo0| 4
Cps 0| &
Lithuamia | 3asseo0| L
Lwembowg | asie0] 9
Hungary [ qoiten0] 4
Awia | gqogo] il
Poland | 3gig0e00] 4
Portugal | loamagoo| 5
(Slovena | 1ogae0| 6
Slovakia | s3goqo0] %
UnitedRingdom | soema00] L

(a) CEC (2006): Data for 2005
(b) CEC (2004a). Data for 2001 (rounded figures)

This raises two interesting questions with respect to Malta: why Malta should be a small
firm economy, and the employment implications of it being so. Although the first question
is dealt with briefly hereunder, it is the second question that is central to this study and which

will be elaborated upon in subsequent chapters.

1.2.1 The prevalence of small firms

Although there are no conceptual accounts of the small firm sector in Malta, one may draw
upon more general theoretical statements from other national contexts that may assist in

coming to terms with the nature of the Maltese case. Drawing on literature relating to the



UK as well as to Europe, two broad perspectives which dominate explanations of the
existence of the small business sector are the neoliberal arid the Marxist perspectives. With

respect to the former, small business has always served an ideological purpose for those of
conservative leanings. As Crossick and Haupt (1995) point out, in the nineteenth century it
was feared that the disappearance or weakening of small business would “remove the middle
of society and with it, the rampart against class division” (p. 3). In the twentieth century, the
importance of small firms was once again reinforced through the rise of neoliberalist
philosophy from the late 1970s. By then, post-war collectivism was believed to have harmed
industrial competitiveness, while monopolies were seen to distort the market, restricting
choice, inflating prices and creating barriers to market entry. Small firms, on the other hand,
were seen as essential to vigorous competition, promoting utility and efficiency and allowing
for the development of entrepreneurial talent. They are seen to be more flexible and
adaptable and therefore more likely to survive and prosper in a post-Fordist economy of

diversified demand and lean production. This perspective has been underscored by the work

by Piore and Sabel (1984) on the potential for flexible specialization of small firms.

The Marxist perspective, on the other hand, has changed over time. Initially, small firms
were seen as destined to give way to greater concentration and centralization of capital;
small firms formed a sector that was “simply waiting to disappear” (Crossick and Haupt,
1995, p. 2). It was thought inevitable that larger firms would buy out smaller ones or drive
them out of business. Orthodox Marxism saw this development as essentially positive, as it

would enable ever larger numbers of workers to unite and take control of production. Small
firms were seen as a barrier to this eventuality. Yet small firms have persisted even In
countries where capital has become more concentrated. Revised Marxist theory posits that
this persistence may be due to the fact that small firms are in a functibnal relationship with
larger ones. The small firm sector is seen as peripheral to the core sector of larger firms,
with whom they enter into subcontracting relationships that can be exploited or terminated as

the need arises. Small business therefore persists as it is useful for large business.

As Rainnie (1989) points out, however, not all small firms are in relationships with larger
ones. While some small firms are dependent, others are independent and compete with
larger ones; yet others exist independently in certain market niches while a fourth group start
up in specialized markets but may be prone to take-over by larger firms if they become

successful enough.

Both theoretical perspectives have been criticized. Goss (1991) raises two such criticisms.

Both tend to be prescriptive in approach, rather than analyzing what actually is. The free
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market perspective, he suggests, is based more on ‘rhetoric than rigour’, at a time when the
virtues of small business coincided with a political ideology that wanted more power for
employers and to roll back the state. The same was true of the Marxist approach, which
may have perceived small business as moribund because it would not allow for the uniting of
workers necessary to socialize the means of production. Goss (1991) refers to the

sociological approach to small business as being one which makes the small firm the focal

point of enquiry and not just a derivative of a privileged theory. He suggests that

“the task of an adequate analysis of small business is to determine
empirically and theoretically the nature of [their] inter-relationships and
their role in affecting the organization of particular small business and
the outcomes available to the actors concerned.” (p. 28).

Focusing on the petite bourgeoisie and the ways in which it continues to reproduce itself,
Bechhofer and Elliot (1985) hold that the popular ideals of “a reasonable livi*ng, the chance
to be your own boss, and the prospect of a little social mobility” (p. 204) ensure that this
stratum reproduces- itself. These ideals are in turn bolstered by three factors. Economic

recession may increase the number of small businesses. Although capital concentration may

lead some larger ones to absorb their smaller, bankrupt competitors, other small firms may

survive recession better than larger ones. Furthermore, redundancies may free up a number
of people who go on to try their hand at starting a business. A second factor is major
technological change, which attracts persons with the skills and ambition to take advantage
of the opportunities of innovation.  The third factor mentioned by Bechhofer and Elliot
(1985) is government policy, and the subsidies and concessions offered by government and

the banks to those wishing to start a business.

Taking the small firm as the. focal point of enquiry is necessﬁry in the Maltese context where
the prevalence of small firms cannot be neatly interpreted within either a free-market or
Marxist framework. Small firms in Malta are not, in the main, agents of change, choice or
innovation but are more of a survivalist nature. Neither does a vibrant public discourse exist
where small firms embody and perpetuate values of initiative and self-reliance. Nor, on the
other hand, has there occurred a concentration of capital in Malta that has squeezed out small
business; the Maltese market remains a fragmented one with an equivalent small business
share of employment today as at twenty years ago. Most small firms exist independently of
larger ones and are not in subcontractual relationships. If concentration, rather than
fragmentation, is profitable, and value-added is higher in large firms (Bannock, 1986) it
seems necessary to look into the contextual reasons for the persistence of the small firm

sector in Malta, As already seen in the Table above, there is no clear connection between
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population and enterprise size, with relatively small countries like Latvia and Luxembourg
having among the ‘highest average enterprise size in Europe while larger countries such as

Italy and Poland having among the lowest.

Regional variations in firm formation are discussed by Mason (1991), who notes that both in
the UK and Western Europe since the eighties, new firm formation is more likely in cities,
than in small towns and rural areas, and least so in declining urban-industrial areas. He

seeks to explore these differences through a group of related factors including social,

political, economic and cultural ones. Higher levels of business start-ups appear to be more
likely in areas where industries have lower barriers to entry, though persons who have
developed skills in high-barrier industries may also branch out on their own to apply their
skills to a new business. More importantly, higher firm formation is more likely 1n an area
where plant-size is relatively small, because workers in small firms tend to gain more
relevant experience for starting a new enterprise than do those in larger ones. They have

more customer contact and are more knowledgeable about local market conditions, and have
had more opportunity to observe and emulate the owner-manager. Likewise, small firms
tend to pay lower wages and this may prove to be more of an incentive to branch out on

one’s own than if enjoying a higher wage in a larger firm.

Mason also discusses the ways in which the ‘entrepreneurial culture’ of an area may affect -
new firm formation. He reviews various studies of this relationship, which suggest that the
level of business optimism and standard of living at any one time and place may determine
“whether new opportunities are perceived and whether new combinations of resources are
fashioned” (p. 85). He also reviews studies which suggest that in certain cultures, the ‘self-
employment life-mode’, to own and control production, is very strongly valued and is passed
on through the generations. Economic factors, too, are important, particularly whether there
is a rich stock of information that is readily available; whether resources such as access to
finance, premises and labour are available; and whether the market is geographically
restricted. Mason argues that high rates of firm formation afford a region greater

adaptability to cope with economic and technological change.

In respect of Malta; one might argue in favour of the finding that small-firm localities tend to
perpetuate themselves as such, as small firm employees gain the experience and the contacts
they need to branch out on their own in the hope of a higher return, on their efforts.
Furthermore, one might argue that in Malta, self-employment is a valued life-mode, with the
alternatives being restricted public sector employment or very competitive recruitment into
one of a handful of large firms. Lower barriers to entry into trade and services means that

these are the predominant areas in which start-ups in Malta occur, given the capital
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requirements of manufacturing and the freight costs of export.

The small states literate also illustrates how restrictions of land, labour and capital lead to
small firms taking up a larger share of the economic space in small states than in larger ones.

Heavy reliance on imports also weakens the volume and variety of inter-industry

transactions, so vertically integrated chains of economic activity are rare and small firms

depend less upon larger ones for their survival (UNCTAD, 1985).

1.2.2  The Employment Implications of Small Firms

The size of the island contributes significantly to understanding why Malta should continue
to be a small firm economy. This section looks at the employment implications of a small
firm economy. Early literature on the small firm, which treated the small firm sector as
largély homogenous, contributes to the debate. Issues include the informal recruitment of
peripheral workers, low levels of training, non-representation, autocratic employer strategy
and exploitative working conditions (eg. Goss, 1991; Rainnie, 1989). These features are not
generally been associated with a high value-adding, competitive economy. However, over

the past thirty years, a body of literature has emerged to illustrate that small firms are not

necessarily homogenous, and their context as well as their size are important factors in

shaping employment practices. These two debates are considered in turn.

1.2.2.1 Small Firms and Homogeneity

Since the emergence and growth of small firm literature from the 1970s, the issue of whether
or not small firms are homogenous has arisen in a number of areas which include the
management style in small firms; human resource issues; unionization; social inclusion; and

social philosophy.

Although many agree that small firms may be defined by informality and face-to-face
relations, there have been various approaches to management style in <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>