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Abstract. In this paper an approach for analyzing the sustainability of competitive advantage for small businesses that emphasizes competitive factors are developed. We investigate the added-value approach to business strategy by introducing strategy develoment evolution of how companies create value for growth. This allows us to identify important factors for performance improvements, using resource for improving strategy level and efficiency. Competition and strategy are analyzed as a new system to be integrated in order to implement crucial issues needed for strategic management to help small and medium organization to create and sustain competitive advantages. It has to include long-term objectives, which are responding to client requirements comparing to competitors, ability to innovate products, quality, and efficiency. Traditional cost leadership strategies should be analyzed as minor strategy element from strategic management for achieving sustainable development. Using this approach, we focus on value creating as primary achievement for traditional development in the strategy literature on competition and strategy development.
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Introduction 
The object of this paper is small business development strategy. The aim of this paper is to analyze the crucial aspects of strategy that influence the financial output of the companies. (table 1). Our main conclusion is that cost management is crucial strategy that could be upgraded with some tools from strategic management. This conclusion is done based from the results of the existing literature that shows that cost strategy is main competitive advantage used by small companies from developing countries. The broad number of studies indicate that more innovative companies and companies which have sufficient level of strategic management seem to be more competitive, nonetheless that the empirical evidence is not totally conclusive it seems that both in developed and in developing countries innovative activities do influence the decent output probability, and it is expected that company needs a minimum level of strategic thinking and innovation level in order to be competitive on the world market. So the less innovative and strategic level company has the lower competitive level probability. 
Firstly we analyze a traditional cost management as part of popular cost strategy amongst small companies from developing countries. Presenting cost management as a set of certain tools, then compare existing literature, followed by an explanation of influence these tools have on financial result. 
Most small companies in developing countries have a product specialisation and cost strategy - based on low wages and process innovations of standardised and incrementally improved products- to compete on the world market while the enterprises of the developed countries and of some specific sectors of developing countries do have a product innovation strategy. 
So an important conclusion for the comparison of the outcome of different strategies, are these differences those probably explain poor financial results of the company. In some models we are trying to analyse the possible explanatory factors of sustainable financial output probability, the main conclusion shows that implementing strategic management elements and innovation efforts have a positive impact on financial output, but there is also an interesting controversial facts that companies in developing countries have a lack of resources to implement consistent strategic and innovation efforts.
Authors use evolutionary approach presenting strategic cost management as improved cost management. This means that strategic cost management is analyzed as evolutionary transition phase for companies in developing countries.
As well as a long-term perspective, the concept of competitiveness and sustainable development entered in the Latvian system of planning under the influence of international commitments and planning practices. The concept of sustainable development in the Latvian public space appeared only around 1995 and its increased use is observed only since 2000. Sustainable development is most often seen declarative as a question of environment and natural resources quality; as a problem of a single ministry, not reflecting in planning policies of industry.

Nowadays currently developing countries have pointed manuufacturing emphasis from the product that helps to increase competition level of the brand and technology, developing an industry standard, to production process mostly decreasing cost level. The explanation suggested for above mentioned fact is that developing countries may be expected to play a role of residual or alternate suppliers of growth products on world markets due to their late entry into the world markets for growth products. It is difficult for developing countries to spend on research and on product development and make loyalty of consumers to products manufactured, technology and innovations improves the standards and manufacturing process, but requires a lot of investment (R&D), which is why, is easier for companies in developing countries to focus on decreasing the cost level. This takes into account both demand factors, such as consumers preferences and the business cycle, and supply factors, such as the lack of human skills in developing countries. Because developing countries are likely to be residual suppliers of growth products, they probably absorb a relatively large share of demand fluctuations during the business cycle, being able to expand their exports of these products during the upcoming phase of the business cycle, when industries are working close to capacity in industrialized countries, but experiencing a decline in sales (or in the growth rate of sales) during the downturn phase. 
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Figure 1. Model of Strategy role for manufacturing industry. 

Nevertheless to respond to competition and develop in long term perspective, organizations should create sustainable competitive advantages in order to maintain current customers and acquire more customers. Strategic management is the best instrument to compete rivals at short and long runs, but too expensive for companies in developing countries. 
After overviewing series of literature in previous works authors presented strategy model which explains the role of different strategies for manufacturing industry according to income level (Shatrevich, 2012). (Figure 1) It is also important to understand the performance and profit output implementing these strategies. 

A new era in strategic management was generated by the idea of competitive advantages based on core competencies and resources. Over time, the increasing attention given to intangible and invisible assets has emphasized the role of new sources of competitive advantages. The growing role technological advantage represented in strategic management, as technological cycles become shorter and innovation becomes critical for survival, contributions in strategic management require a renewed integration of their perspectives and a closer connection with the business world. 
But sustainability issues are too complex and interconnected to be managed by small and medium companies. Usually only large companies could afford such complex and sophisticated strategy system. 

Author and some researchers [Hilton et al. (2000)] believe that traditional cost systems used by companies in developing countries will be switched by strategic cost management. Traditional cost systems focus on measuring and controlling product costs. Therefore, they are not producing information needed at current business environment. 
As a result, new cost management concept emerges.  This system integrates some crucial part from strategic management as aims to produce a continuous cycle of information about activities at both short run and long run to add value to customers and reduce costs [Hamilton  (2004), Horngren et al (2003), Nicolaou (2003)]. 
Despite cost management is a common concept in literature, this concept is not well defined in acceptable way  [ Horngren et al. (2003), Agrawal et al. (1998) ]. Some researchers  looked at long-term dimension of cost management.  Within that, strategic cost management has special  attention as a system that not only traditional cost systems bat also generates necessary information to support strategic management and sustain competitive  advantage at the long run [ Blocher et al. (1999), Shank (1989) ].  Other researchers [Hilton et al. (2000), Dailey (1998)] ignore dividing cost management into two constructs according to time  dimension. Therefore, cost management concept used to maximize profit and sustain competitive advantage at short run and long run as well.  
Usually cost management is considered as a system of improvement. This system aims to permit organizations to seek what is needed to cement its ties  with customers to attain their satisfaction and reduce costs at  the same time via specific tools to maximize profit and sustain competitive advantage by using long-term strategies [Horngren et al. (2003), Nicolaou (2003), Barfield et al. (2001), Hilton et al.  (2000) ].   

In the 1980s Porter’s models helped companies to analyse the industry and gave vectors to their strategies, companies now need new models to create and manage knowledge and learning from market. Companies now compete in a very complex and dynamic environment, where knowledge and information is increasingly becoming the most valuable resource. The impact of technology, innovation and globalization increasingly defines that high capability of companies to transform, create knowledge and to be innovate is crucial to compete successfully. 

Sustainable strategy
For Latvia and European Union research for small and medium enterprises (SME) are extremely important. SME's contribution to the EU's prime economic objectives is acknowledged and well documented in both the Lisbon strategy for economic growth and more and better jobs and its successor Europe 2020 strategy. In 2010, there were almost 20.8 million SMEs in the EU of which the biggest share – 19.2 million (or 92.1 percent of all EU business) – were micro-firms with less than ten employees, moreover in Latvia it is 99,5% in 2009.   As in previous years, the share of large businesses, i.e. non SMEs, remains marginal in terms of the number of enterprises (43,000 or 0.2 percent of the total). Altogether these SMEs provided more than two-thirds (87.5 million) of all employment opportunities in the private sector in EU-27. Also, 58.4 percent of the total Gross-value Added (GVA) produced by private businesses in the EU in 2010 was accounted for by SMEs. 

One step further, the Small Business Act for Europe (SBA) establishes a comprehensive SME policy framework for the EU and its Member States. In the review of the Small Business Act (SBA) in February 2011 the Commission and the Member States have acknowledged that strong governance is key to a successful implementation of the SBA. 

Comprehensive share of SME brings us eventually to controversial question that has been debated about the differences between large scale and small business companies for some time, arguing that large scale companies are growth-oriented, strategically-innovative firms, while small business companies are neither growth oriented nor strategically innovative. 

The strategic management literature has emphasized that achieving competitive advantage in today`s dynamic and intensely competitive environment hinges on formulating and implementing a coherent business or competitive strategy (henceforth business strategy and competitive strategy are used interchangeably throughout the paper) (Hoskisson et al., 2000; Porter, 1980, 1985). New flagship initiative of the “Europe 2020 strategy” sets out an aims to boost growth and jobs by maintaining and supporting a strong, diversified and competitive industrial base in Europe offering well-paid jobs while becoming more resource efficient.   New strategy is describing sustainable development of the Europe, and, of course, role of SME is very important due to its share. Europe 2020 strategy is saying “there will be no sustainability without competitiveness, and there will be no long-lasting competitiveness without sustainability.” 

All incentives bring us to the fact that SME companies have lack of resources to raise strategy level due to their small size.  Theoretical studies often treat both types of businesses (SME and large companies) equally in terms of construct and theory, which poses clear problems given their differences. As a result, in fact we face different model of company survival and growth and our understanding of how theoretical perspectives in strategic management apply to small business companies. 

A new era in strategic management is going to be generated for SME due to the growing role of technological advantage, as well as technological cycles become shorter and innovation becomes critical for survival, contributions in strategic management require a renewed integration of their perspectives and a closer connection with the reality. 

Sustainability issues are too complex and interconnected to be managed by small and medium companies. Usually only large companies could afford such complex and sophisticated strategy system. However, there are a number of other factors that limit small firm growth. This is because small companies have scale, scope, and learning liabilities and disadvantages relative to large firms (Stinchcombe, 1965; Welsh & White, 1981).Small companies used to produce a small volume (scale) of a few products (scope) and typically have a limited capacity for acquiring knowledge (learning) (Nooteboom, 1993). 

Small compnaies differ from large firms in that they are often ‘resource poor’ (Welsh & White, 1981) and therefore require different approaches to strategy, especially in the early stage of a companies’s existence when the two most important issues are survival and growth (Aldrich & Auster, 1986). Smaller and younger companies both have limited resources that are also less valuable than those possessed by larger and older firms. Smaller and younger companies pay lower wages and offer lower returns to their employees (Oosterbeek and Van Praag, 1995; Van Praag & Versloot, 2007), they employ individuals with lower levels of human capital (Troske, 1999), and realize lower levels of capital-skill complementarity (Troske, 1999) than larger and older firms do. This relative scarcity of resources in small and young companies makes them more vulnerable to external threats and internal missteps than larger and older firms (Moore, 2001).

Because of that developing countries are likely to be residual suppliers of growth products, they probably absorb a relatively large share of demand fluctuations during the business cycle, being able to expand their exports of these products during the upcoming phase of the business cycle, when industries are working close to capacity in industrialized countries, but experiencing a decline in sales (or in the growth rate of sales) during the downturn phase. 

Nevertheless new strategy era force us to respond to global competition and develop in long term perspective, small organizations should create sustainable competitive advantages in order to maintain current customers and acquire more customers. Strategic management is the best instrument to compete rivals at short and long runs, but too expensive for companies in developing countries.

As such, we argue to focus for government and company`s management on evolutionary mechanisms, for small and medium companies growing from low value added products as residual suppliers to more larger and more valuable company in creating a more sustainable system. In industry, breakthrough innovations, or technological discontinuities, initiate eras that end when a dominant design, or standard of the industry, starts an era of incremental change. The emphasis on product that helps in developing an industry standard is replaced by an emphasis on process. Once the standard is set by industry`s leaders, as demand grows in amount and sophistication, there is for efficient processes that satisfy this demand at increasingly lower costs which usually involves secondary suppliers. This cycle is dominating while process technology improves the current standards innovated by leaders, a seemingly passive product technology evolution is already giving birth to the next technological discontinuity. The theories and concepts of strategic management in fact follow evolutionary cycles that explain alternating emphasis on process or content research as well as shifts of attention, first to the environment, then to the firm, now to new paradigms explains Farjoun’s conclusion that ‘mechanistic (content) models and ideas are losing their potency, while organic (process) ideas have not gone far enough to renew them or to provide an alternative and more current perspective’. (Farjoun, 2002)

Whereas in the 1980s Porter’s models helped firms analyse the industry and streamline their strategies, firms now need new strategic models to create and preserve knowledge and learning. According to the business strategy perspective, a companie`s competitive advantage lies in its ability to develop or obtain organizational resources and  capabilities, take a strategic position in a market and implement a competitive strategy that takes into consideration the opportunities and threats in the external environment (Porter, 1980; Miller and Friesen, 1986). 

Companies now compete in a complex and dynamic environment transformed by instant information, where knowledge is increasingly becoming the most valuable and competitive resource and advantage. The impact of technology and globalization increasingly affecting on capability of firms to acquire information, create knowledge and innovate that is essential to competing successfully. The current trends of strategic management will in the future stress individual and organizational capabilities to learn and innovate. (Huff 2000; Rynes et al. 2001).

Since we understand far less about the strategies of small firms than the strategies of large firms, these problems present an opportunity to revise strategic management theory for the small business contexts. Thus, in this paper we examine the possibilities for small companies in strategic management and competitive advantage in order to determine the applicability of strategic management theories. From a strategic management standpoint, small companies create an environment in which both the opportunities and constraints are different from those in large organizations (Cooper, 1981). Small companies go through stages – inception, survival, growth, expansion, and maturity – differently than large firms that pose unique challenges to their managers (Scott & Bruce, 1987).

Nowadays currently developing countries have high tax rates and government shares relative to their state of development. The analysis also shows that high tax rates and government consumption at early stages of development can slow the structural transformation and economic growth, and thus business environment for innovations are not favourable.  Manufacturing emphasis is migrating from the product that helps to increase competition level of the brand and technology, developing an industry standard, to production process mostly decreasing cost level. Technology and innovations improves the standards and manufacturing process, but requires a lot of investment (R&D), that is why is easier for companies to focus on decreasing the cost level. 

Observing Latvian export structure, we see that Latvia’s exports mostly the goods with low added value are dominating it seems that local strategy is based on lower cost level rather than on innovation and technology development. In the foundation of Latvian national economy growth lies an unstable, traditional and reacting to consumption, model of economic development, rather than innovation, modelling alternatives, the choice of sustainable growth and consumption. Existing competition and unequal position of the countries (between developing and developed ones), leads to the fact of short-term competitiveness and short-term planning prevails over the principles of sustainable development. There are several empirical connections between economic development and company strategies.

To ensure successful sustainable development industry needs to keep planning process of existing strategies, local companies has gradually moved from short, intuitive ad hoc decision-making, to understanding that making decisions must be a deliberate process, predicting future scenarios, weighing the benefits and costs in the short, medium and long term. 

As well as a long-term perspective, the concept of competitiveness and sustainable development entered in the Latvian system of planning under the influence of international commitments and planning practices. The concept of sustainable development in the Latvian public space appeared only around 1995 and its increased use is observed only since 2000. Sustainable development is most often seen declarative as a question of environment and natural resources quality; as a problem of a single ministry, not reflecting in planning policies of industry.

In the 1980s Porter’s models helped companies to analyse the industry and gave vectors to their strategies, companies now need new models to create and manage knowledge and learning from market. Firms now compete in a very complex and dynamic environment, where knowledge and information is increasingly becoming the most valuable resource. The impact of technology, innovation and globalization increasingly defines that high capability of companies to transform, create knowledge and to be innovate is crucial to compete successfully. 

The empirical evidence from the competitive strategy literature in both advanced industrialized economies and emerging economies indicate that the implementation of a coherent business or competitive strategy leads to superior performance (e.g. Bowman and Ambrosini, 1997; Campbell-Hunt, 2000; Kim et al., 2004; Li, Zhou and  Shao, 2009; Miller and Dess, 1993; Spanos et al., 2004). 

Strategic management theories at their essence are growth-oriented (e.g. Penrose, 1959) and there is assumption is that small firm strategy should be growth oriented as well (Aldrich & Auster, 1986; Covin & Slevin, 1989; Merz, Weber, & Laetz, 1994).

In fact, only a very tiny fraction of small businesses ever grow into successful large firms (Bracker & Pearson, 1986). 

This fact between the theories in strategic management and the business reality raises question about successful strategic management theory. Our findings provide insights into how firms become leaders and successful in innovative and dynamic environment growing from small and medium enterprise to large international company. We provide a new perspective on strategic business development in correlation with the development of modern sustainable systems, which shifts the simplification and low value added products to sustainability and sophisticated innovation and sustainable development strategies.

Recent studies pointed to the importance to distinguish between activities in short run and long-term strategies that adopted to create and sustain competitive advantages [Morse et al. (2003), Horngren et al. (2003), Blocher et al. (1999)]. Accordingly, cost management is an information system that supports the entire managerial functions, which are:  strategic management, short-term planning, operational decision-making, and control techniques [ Blocher et al. (1999)]. Thus, strategic cost management is used to support strategic decisions such as selecting products, manufacturing techniques and distribution channels. 
Table 1

	Tool
	Description

	Value chain anaysis
	add value to customers ،reducing costs, and understanding relation between business organization and booth customers

	Activity based costing
	an analytical tool aims to provide accuracy in allocating

indirect costs.  

	Competitive advantage analysis
	defining strategy that an organization could adopt to excel over rivals.

	Target costing 
	cost that an organization is willing to incur according to competitive price that could be used to achieve desired profit

	Total Quality Management
	adopt necessary polices and procedures to met customers expectations

	Just-In-Time
	a Comprehensive system to buy materials or produce commodities when needed in appropriate time

	SWOT analysis 
	a systematic procedure to identify critical success factors of an organization

	Benchmarking
	a process performed to determine critical success factor and study ideal procedures of other organization in order to improve operations and dominate market

	Balanced scorecard
	an accounting report of critical success factors about the organization. It is divided into four major dimensions:  financial performance, customers'

satisfaction, internal operation, and innovation and growth

	Theory of constraints
	an accounting report of critical success factors about the organization. It is divided into four major  dimensions:  financial performance, customers'

satisfaction, internal operation, and innovation and growth

	Continuous 
	conducting continuous improvements in quality and other critical success factors


Tools of Strategic Cost Management 

source: Blocher et.al. (1999) 

Figure 2 presents a model of strategic cost management. The model contains a few interconnected blocks as representation of continuous improvement.   
Consequently, that model is not related directly to strategic cost management, but presents some issues to integrate in cost management in order to improve competitive  advantage system as part of long term strategic system. 











  

Figure 2. Model of Strategic Cost Management for small companies. 

Conclusion
Strategic cost management presented in this paper is a new concept of cost management. It is analyzed as a new system to be integrated in order to implement crucial issues needed for strategic management to help organization to create and sustain competitive advantages. It has to include long-term objectives, which are responding to client requirements comparing to competitors, ability to innovate products, quality, and efficiency. Traditional cost management instrument should be upgraded with important element from strategic management.
Authors point that there is no general acceptance of tools could be used within strategic cost management, authors presented only concept. In addition, some tools have more attention than others do. 
So, on the one hand, the company needs a minimum level of innovation and therefore the less innovate ones do not export. This fact probably could explain the low export probability of minimum level innovative companies. On the other hand, on the international markets a combination of an intermediate innovative level with low wages seems to be a good competitive strategy, especially for developing countries.

Nowadays currently we see that developing countries have high tax rates and government shares relative to their state of development. The analysis also shows that high tax rates and government consumption at early stages of development can slow the structural transformation and economic growth, and the size of government expands as an economy develops over time. 

In this paper we proved the importance of innovative activity to compete on the world market. This conclusion was confirmed. Also we explained briefly the difficulties in comparing results of the existing literature and in fact the sometimes apparently contradictory results could be explained by the particularities of each of the studies. This was especially so where different studies use different kinds of companies and strategies (large versus small companies, or specific sectors are discussed. This problem was clearly confirmed by the different outcomes from the models. The results of the standard model show that innovation and highly qualified human resources would be a method to reach the international standards of the world market and therefore it is necessary to compete in export markets. We analysed the results of the standard model in the existing literature and found that they are very similar to those of other studies and, and more important, it seems that the existing differences could be interpreted. So paper does not generate contradictional results. This paper confirms that the least innovative companies have the lowest export probability; this relationship is reflected by the number of studies and has no contradictions. On the other hand, the paper defines a certain negative effect for two aspects (product diversification and the size of the company) on export probability. So the companies most specialised in only one or a few products (percentage of sales related to the main product) are more competitive on the world market than the companies with a broad range of products, regarding the company innovation strategy and size.

Our final conclusion is that the innovative activities are related to export; we understand that the interpretations for the relationship presented in this paper are theoretical and abstract explanations do not allow us to clearly define them. However, the modern studies did not specify the strong linear relationship either. Nonetheless, the product strategy as a part of innovation strategy should be analysed more broadly as causal and significant factor of export, especially in the case of the developing countries. This means that the relationship between innovation and international trade has to be analysed more broadly. 
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