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Abstract

Research on business growth has blossomed, yet scholars often complain face the difficulty
of distililing a clearer pitcure of the business growth phenomenon. This paper attempts to
overcome this limitation by reviewing and synthesizing extant research on business growth.
First, we begin by examining Penrose’s view of firm growth. Second, we highlight how
business growth is measured; these are absolute or relative change and growth as a process.
Third, we explore theories of business growth; integrated models-theories that explain the
factors that drive business growth and (2) stage models which view business growth as a
series of phases or stages of development through which a firm must pass in its life-cycle.
Fourth, we examine modes of business growth; these are organic vs. acquisition growth,
growth through networks and alliances and growth through internationalization. Fifth, we
examine drivers and constraints to business growth. We conclude the review by pointing out
areas of harmony and contention in the literature, from which we suggest opportunities for
future research.
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Introduction

Entrepreneurship, economics and strategy scholars have studied business growth for a
number of years (e.g., Delmar, 1997; Coad, Segarra, and Teruel, 2016; Davidssson and
Wiklund, 2000; Delmar and Wiklund, 2008; McKelvie and Wiklund, 2010). Despite these
substantial scholarly efforts in business growth, theoretical developments have been notably
slow (Delmar, 1997; Davidssson and Wiklund, 2000; McKelvie and Wiklund, 2010) making
it difficult to distil a clearer picture of the small business growth phenomenon (Storey, 1994;
Ardishvili, et al., 1998; Wiklund, 1998). Extant reviews have accounted for this negative
status quo in business growth research suggesting that, despite many scholarly studies on
business growth, our knowledge on the phenomenon is still limited (e.g. Weinzimmer,

Nystrom and Freeman, 1998; Davidsson and Wiklund, 2000; MacPherson and Holt, 2007;
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Coad, 2007; Shepherd and Wiklund, 2009; McKelvie and Wiklund, 2010). The difficulty in
distilling a clearer picture of the business growth phenomenon has been attributed to how
scholars approach the theoretical and epistemological issues and interpretations;
operationalisation; empirical contexts; modelling and analysis of the small business growth
literature (Davidsson, Achtenhagen and Naldi, 2010).

The focus of this paper is, therefore, to contribute to further understanding of
business growth by reviewing extant literature. To achieve this objective, this review is
organized as follows: First, we highlight Penrose theory of firm growth. Second, we
examine the evidence of how business growth is measured. Third, we review evidence
relating theories of business growth; (1) integrated models and (2) stage models. Fourth, we
review what is known about modes of business growth. Fifth, we examine drivers and
constraints to business growth. In the final section, we highlight areas of consensus and

contention.

Penrosean view of firm growth

Penrose’s (1959/1995) Theory of the growth of the firm has received overwhelming
scholarly support (e.g., Garnsey, 1998; Mahoney and Michael, 2005; Pitelis, 2007; Lockett
et al., 2011; Obeng, Robson, and Haugh, 2014; Naldi and Davidsson, 2014). These are all
substantial and critical empirical works which have attempted to use Penrose’s theory of
growth as a theoretical lens to explain small business growth. According to Penrose’s (1959:
217) theory, the process of firm growth is influenced by the extent of the firm’s resources,
that the ‘“amount of resources administered by a firm has in itself a significant influence on
the opportunities for expansion open to the firm’’. This suggests that larger firms or firms

with access to more resources tend to grow more rapidly than smaller firms.
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The entrepreneurship and small business literature recognises resources as physical,
financial and human capital resources (Obeng, Robson, and Haugh, 2014). The contribution
of Penrose’s resource based theory in explaining small business growth can be attributed to
the importance the theory places in distinguishing between the internal resources of
businesses and their capacity to achieve high growth (Davidsson and Wiklund, 1999). That
is, the resource-based view of the firm is based on the assumption that the internal resources
of the business can affect its capacity to achieve higher growth (Davidsson and Wiklund,
1999). In her seminar work, Penrose (1995: 217) stated that ‘‘[the] amount of resources
administered by a firm has in itself a significant influence on the opportunities for expansion
open to the firm’’. Similarly, Naldi and Davidsson (2014: 3) argued that entrepreneurship is
key to the expansion process and that ‘‘expansion is triggered by the identification and
exploitation of productive opportunities by entrepreneurial managers’’. This is consistent
with the strategic perspective which suggests that small firms should focus their attention on
the strategic events and concentrate on utilisation of their limited resources so as to achieve

sustained growth (Wernerfelt, 1984; Barney, 1991).

Indeed, wider scholarly enquiry on RBV (e.g., Wernerfelt, 1984; Barney, 1986, 1991)
emanated from Penrose's (1959) seminal work which has contributed immensely to the
strategic management literature. The RBV views organisations as bundles of resources. For
example, assets, capabilities, organisational resources, information and knowledge can be

classified as resources within an organisation.

Several empirical studies have highlighted the importance of the internal resources of the
firm to the achievement of competitive advantage over its rivals (e.g., Wernerfelt, 1984;
Barney, 1991). These resources are important for generating competitive advantage

(Penrose, 1959; Barney, 1991). Accordingly, Barney (1991: 102) stressed that to achieve a
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competitive advantage, a firm should ‘‘implement value creating strategy not

simultaneously being implemented by any current or potential competitors’’.

However, some scholars suggest that while resources are important to achieving competitive
advantage, firms do not have to own these resources themselves (Dhanaraj and Beamish,
2003). Instead, firms can form alliances with other organisations by establishing trade
relationships and inter-firm alliances (Hessels and Parker, 2013). Thus, the RBV provides a
useful theoretical lens for explaining how small businesses can gain competitive advantage
and enhance firm performance through leveraging external networks (Street and Cameron,

2007).

It is arguable that Penrose’s contribution fails to fully address the issue of knowledge-
related intra-firm advantages. Penrose took for granted that knowledge-related intra-firm
advantages predict firm growth. Yet, this is not clear in her theory. A contentious issue is to
pose a question as to why firms do not sell their (intangible) assets in the open market
(Pitelis, 2009). Clearly, it can be argued that there are differential capabilities; i.e. firms are
better in making use of their own assets than other firms (i.e. the market). Yet, Penrose did

not discuss this issue in the theory of the growth of the firm.

Measuring business growth

Measuring business growth has generated diverse views (e.g., Birley and Westhead, 1990;
Weinzimmer, et al., 1998; Delmar, 2000; Shepherd and Wiklund, 2009; Achtenhagen, Naldi
and Melin, 2010). Scholars have measured business growth from two main perspectives:
change in amount and growth as a process (Penrose, 1959; Davidsson, Achtenhagen and
Naldi, 2010). In her seminal work, Penrose (1959: 1) positioned the phenomenon of growth
as follows: ‘‘The term ‘growth’ is used in ordinary discourse with two different

connotations. It sometimes denotes merely increase in amount; e.g., when one speaks of
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‘growth’ in output, export, sales. At other times, however, it is used in its primary meaning
implying an increase in size or improvement in quality as a result of a process of
development...in which an interacting series of internal changes leads to increase in size
accompanied by changes in the characteristics of the growing object.”” This suggests that

growth can be defined as an increase in amount or as an internal process development.

From the change-in-amount perspective growth different measures of growth such as sales,
employment, assets, physical output, market share and profits have been employed in the
literature (e.g. Delmar, 1997; Wiklund, 1998; Ardishvili et al., 1998; Davidsson and
Wiklund, 2000; Delmar, Davidsson & Gartner, 2003; Barringer et al., 2005; Delmar and
Wiklund, 2008). These measures offer particular advantages and disadvantages in distilling
the picture of the phenomenon of growth (Delmar, 1997). Yet, there seems to be a
controversy in the literature as to which indicator is appropriate in measuring business
growth (Weinzimmer et al., 1998; Mckelvie and Wiklund, 2010). Indeed, the notion of
growth as ‘‘increase in amount’’ dominates empirical studies that measure business growth
in entrepreneurship field (Achtenhagen, Naldi and Melin, 2010). Thus, previous empirical
development tends to place much emphasis on outcome-based predictors which denote an

increase in in size or amount.

There is a growing consensus of the use of sales as a measure of growth over a time period
of 5 years in the literature (e.g. Miller, 1987; Dunne and Hughes, 1996; Ardishvili et al.,
1998; Weinzimmer et al., 1998; Barringer et al., 2005; Barkham et al., 1996). A major
conclusion is that sales often precede other indicators (e.g. Flamholtz, 1986; Davidsson,
Achtenhagen and Naldi, 2010). For example, it is the increase in sales that calls for increase
in assets and employees which leads to higher profits or market share (Flamholtz, 1986).

Other researchers contend that sales can be measured with ease across various countries and
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industry and also the preferred measure for business owners (e.g. Hoy, McDougall &
Dsouza, 1992). Owner-managers use sales figures most and sales figures are preferred by

entrepreneurs (Barkham et al., 1996).

Another indicator that has received much attention in measuring growth is employment
(Delmar, 1997). Scholarly studies mostly use relative employment growth over a three year
period (Zahra, 1993; Vaessen and Keeble, 1995; Peters and Brush, 1996). However,
according to Davidsson and Wiklund (2000) employment as an indicator of growth is highly
relevant to policy makers because policy makers tend to focus on employment than sales
growth of businesses within an economy. Yet, because some businesses employ outsourcing
strategy, employment growth is not always highly related to sales growth (e.g. Delmar,
Davidsson and Gartner, 2003; Chandler, McKelvie and Davidsson, 2009; Shepherd and

Wiklund, 2009).

Indeed, the use of one indicator as a measure of growth may or may not actually reflect
growth when used another indicator as a measure (Delmar, Davidsson and Gartner, 2003).
Therefore, some scholars have advocated the use of multiple measures to account for
variations in model testing and theory development (Weinzimmer et al., 1998). There
appears to be no consensus or a universally accepted measure of business growth and
inculcating multiple measures is likely to provide a complete picture of business growth.
The use of multiple measures is likely to provide a way to test the robustness of any
theoretical model (Delmar, Davidsson and Gartner, 2003). A major shortcoming of the use
of multiple indicators is that the assumption of common cause may be incorrect (Delmar,
Davidsson and Gartner, 2003). Further, some scholars are of the view that different growth
measures and calculations of business growth influence model building and theory

development differently and advocate for the use of a single measure of business growth
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(Chandler and Hanks, 1993; Delmar, 1997; Weinzimmer et al., 1998). Table 1 below
summarises empirical studies and the ways growth is conceptualised. As can be seen from
Table 1 below, sales and employment have been used extensively in measuring business

growth in the literature.
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Table 1: Summary of Studies Measuring Business Growth

Author(s)

Coad, Segarra, and Teruel (2016)

Beck, Lu and Yang (2015)

Capasso, Treibich and Verspagen (2015)
Garcia-Posada and Mora-Sanguinetti (2014)
Arregle et al., (2015)

Federico and Capelleras (2015)

Fafchamps et al., (2014)

O’Cass and Sok (2014)

Obeng, Robson and Haugh (2014)
Mai and Zheng (2013)

Schoonjans, Cauwenberge and Bauwhede (2013)

Didier and Schmukler (2013)
Hamelin (2013)
Anderson and Eshima (2013)

8|Page

How growth is measured

Sales growth, employment growth and
productivity growth

Sales

Employment

Sales and employment
Sales

Sales

Profits

Sales, profit, customer satisfaction and
financial growth
Employment

Market share

Employment, net assets, and added value
growth

Total assets, sales and employment
Sales

Sales, employment and market share

Time-frame of the
study (in years)

0.6

Sample size

26660

344
13,236
2,861,174
515
926
781
171

441
905
108,241

214,271
22,237
207



Rahaman (2011) Sales and employment 52140
Table 1: (Continued)

Author (s) How growth is measured Time-frame of study (in years) Sample size
Barringer, Jones and Neubaum (2005) Sales and Employment 3 100
Chandler and Baueus (1996) Sales 1 66
Bacchetti and Trovato (2002) Financial growth 8 4000
Carpenter and Petersen (2002) Total assets 3 372
Davidsson and Delmar (1997) Employment 1 11,748
Delmar, Davidsson and Gartner (2003) Sales and Employment 1 11,748
Freel and Robson (2004) Employment 3 1,347
Glancey (1998) Employment 1 38
Davidsson and Henkerson (2002) Employment 1 8,173
Kelley and Nakosteen (2005) Sales Revenue 11 67
Kangasharju (2000) Employment 7 26,057
Johnson, Conway and Kattuman (1999) Employment 2 75
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Littunen and Tohmo (2003) Sales growth 7 200
Table 1: (Continued)

Author (s) How growth is Measured Time-Frame of study (Years) Sample Size
Locke (2004) Employment 1 170
North and Smallbone (2000) Sales and Employment 5 1,050
O’Gorman (2001) Sales Turnover and Employment 20 2 (Longitudinal study)
Yasuda (2005) Employment 6 14,000
Wiklund and Shepherd (2003) Employment and sales 3 326
Pena (2002) Employment, sales and profit 1 119
Reichstein and Dahl (2004) Sales Turnover and employment 1 9,000
Donaldson (1987) Sales 3 48
Christman and Leslie (1989) Sales 1 86
Kazanjian (1988) Sales 1.5 71
Davidsson (1991) Sales and employment 3 322
Miller and Friesen (1983) Sales and profit 5 86
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Miller and Toulouse (1986a) Sales 5 97
Table 1: (Continued)
Author (s) How Growth is Measured Time Frame of study (Years) Sample Size
Orser, Hogarth-Scott and Riding (2000) Sales 2 1004
Olson and Bokor (1995) Sales 5 91
LeBrasseur and Zanibbi (2003) Sales 2 145
Dess and Davis (1984) Sales 1 22
Hamilton and Shergill (1992) Sales, earnings per share (EPS), 11 67
dividends and assets
Nkomo (1987) Sales 5 264
Morrison and Roth (1992) Sales 3 306
Weinzimmer, et al., (1998) Sales and employment 5 193
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Theories of business growth

Business growth has much attention from scholars in the business literature (e.g. Storey,
1994; Smallbone and Wyer, 2000; Davidsson et al., 2002; Yasuda, 2005) with several studies
attempting to explain the dynamics of business growth (e.g. Hanks & Chandler, 1992; Hanks
et al., 1993) and associating many factors with business growth (e.g. Orser et al., 2000;
Sleuwaegen and Goedhuys, 2002; Davidsson et al., 2002; Obeng, Robson and Haugh, 2014).
However, evidence from the literature indicates that various theories that predict business
growth have been sparse and scattered (Garnsey, 1998). For example, Davidsson et al.,
(2002:1) described economic theories that predict business growth as ‘crude and
contradictory’. The reason may be that the literature is broad in scope (McMahon, 1998) and

not confined to a single discipline.

Similarly, Penrose (1959; 1995) indicated that many factors influence the growth of
businesses and as such it is difficult to explain small businesses growth with a single one-fit
all model. Theories of business growth can be broadly divided into two (1) integrated
models-theories that explain the factors that drive business growth and (2) stage models
which view firm growth as a series of phases or stages of development through which a firm

must pass in its life-cycle.

Integrated Models of Business Growth

A growing list of internal and external factors that could affect business growth creates a
challenge for studies that attempt to explain business growth. Several theories have been
proposed to examine business growth and these include Gibrat's (1931) law of proportionate
effect, Penrose’s (1959) theory of firm growth, Jovanovic’s (1982) learning theory, Storey’s
(1994) growth determinants model, Davidsson (1991) growth determinants model and

Wiklund’s (1998) growth model. These theories have received reasonable validity assessment
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in both advanced economies (e.g., Weinzimmer et al., 1998; Orser et al., 2000; Stam, 2010;
Wiklund et al., 2009) and less developed market economies (e.g., Masakure et al., 2009;
Obeng, Robson and Haugh, 2014). A point of convergence of most of these theories is that
they suggest internal and external factors that could affect business growth. Notwithstanding
the fact that a large body of research on business growth theories have been conducted, there
seems to be a controversy as to which theory is appropriate in predicting business growth
(e.g., Delmar, Davidsson and Gartner, 2003; Barringer et al., 2005; Delmar and Wiklund,
2008; Weinzimmer et al., 1998; Mckelvie and Wiklund, 2010). While individual studies
cover an array of factors on different levels (e.g., Eisenhardt and Schoonhoven, 1990;
Sandberg and Hofer, 1987), other scholars (e.g., Davidsson, 1991; Wiklund, 1998) attempt to
formally integrate a broad range of growth drivers in a causal model. Thus, Davidsson’s and
Wiklund’s models capture many factors with mediated relationships which represents an

important area of examination in management research.

Life-Cycle and Stage Models

Apart from scholarly attempts to examining the factors that influence business growth, there
is a body of literature that is concerned with growth processes. These models are often
presented in the form of life cycle or stage models that encompass the entire lifespan of a
business (e.g., Greiner, 1972; Churchill and Lewis, 1983; Gill, 1985; Scott and Bruce,1987;
Kazanjian, 1988; Kazanjian and Drazin, 1989; O’Farrell and Hitchens, 1988a; Steinmetz,
1969; Gibb & Davies, 1990a; Hanks, 1990a, 1990b; Kazanjian and Drazin, 1990; Hanks et
al., 1991; Dodge and Robbins, 1992; Hanks et al., 1993; Hanks and Chandler, 1994,
Barringer et al., 2005). These models attempt to explain the dynamic nature of growth of

small businesses.
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The main difference between life-cycle models and stage models is that, whilst life-cycle
models represent a cycle of emergence, growth, maturity and decline (e.g., Whetten, 1987,
Adizes, 1989), stage models focus on the problems encountered by small businesses (e.g.,
Kazanjian, 1988; Walsh, 1988; Moy and Luk, 2003). According to Kimberly and Miles
(1980) organisations are born, grown and declined. These have been referred to as life-cycle
models. This raises contentious issues in economics, business and sociology (Penrose, 1952;

Kimberly and Miles, 1980; McMahon, 1998).

Stage or developmental models, on the other hand, consider mainly the firm’s development
process (emergence, growth, maturity and decline) and the generic problems firms go through
during growth. Indeed, stage models show that there are certain problems associated with
each stage of business growth and these problems are unique at each stage of firm
development (Olson, 1987; Kazanjian, 1988; Walsh, 1988; Moy and Luk, 2003).
Accordingly, O’Gorman (2001) indicated that it is important to overcome obstacles at each
stage so that small businesses can move through different stages in order to achieve growth.
However, recent empirical work (Delmar, Davidsson and Gartner, 2003) suggests that
research must focus on the heterogeneous patterns of growth outcomes. In this case, the
primary motives of the entrepreneurs tend to be mediated by different factors leading to

numerous growth paths.

Of the models discussed so far, the work of Hanks et al., (1993) appears to be most suitable
for explaining business growth. The reason is that, the model provides evidence to suggest
that with reference to increasing age and size, there is a sequential progression of
organizations through the stages in the evolvement and development of enterprises. Similar
assumption has been raised by Kazanjian and Drazin (1989); suggesting that there is a

sequential progression of enterprises through stages as they evolve. Although, Hanks et al.,
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(1993) suggested some limitations such as being based on one particular industry and
geographic setting, their study represents is one of the most significant attempts in elucidating

research-based stage models.

Modes of business growth

Small businesses grow in a number of ways including internal organic growth (e.g. organic
and acquisitions) and external growth (e.g. internationalisation or multiple locations).
Entrepreneurs are likely to embark on different forms of growth based on their wider
motivations (Delmar, Davidsson and Gartner, 2003). For example, entrepreneurs of acquired
businesses are more likely to embark on high growth than owners of independent businesses.

In the sections that follow next, modes of growth of small business are discussed.

Organic growth vs acquisitions

Growth through acquisitions depicts a strategy in which a firm buys another firm or business
(Park and Jank, 2010). In her seminal work, Penrose (1959) stressed the existence of different
routes to growth, notably organic growth versus growth by acquisitions. She highlighted that
organic growth can be limited by three factors: internal factors (e.g. managerial ability),
external factors (e.g. product or factor markets) and a combination of internal and external

factors (e.g., risk or uncertainty).

Indeed, regarding individual and strategy related factors, organic growth does not take place
automatically, but depends on growth opportunities in the market and specialised resources
and managerial abilities in order to plan and allocate the resources efficiently (Penrose,
1959). For example, businesses that want to grow organically may embark on specialised
technological training that can enhance the day-to-day operational strength of the companies.
The new skills acquired by the employees can provide additional value to the existing

operational capacity of the business which in turn allows the business to grow its market. It
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has been argued by a number of scholars (e.g., Davidsson, Achtenhagen and Naldi, 2010) that

this experience and knowledge will remain unused if the business fails to grow further.

Indeed, Penrose (1959) espoused several arguments for explaining why firms might decide to
acquire existing firms for growth. When entering new markets, the costs as well as
managerial and technical difficulties could be reduced by acquiring another firm. Thus, using
acquisition strategy small businesses are likely to overcome market deficiencies and achieve
faster growth. Accordingly, Penrose (1959:129) highlighted that ‘thus the existing resources
of a firm will not limit the extent to which successful expansion can be effected through

acquisition, but will also influence the direction of external expansion’’.

Research evidence suggests that motives behind acquisitions include market-access,
expansion; diversification; sustainable competitive advantage; response to revolutionary
change in the industry; and/or acquisition of knowledge of other businesses, firms and
industries (UNCTAD, 2000; Deiser, 1994; von Krogh et al., 1994; Kruger and Muller-
Stewens, 1994; Lockett et al.,, 2011). Acquisitions can be defensive strategy aimed at
protecting market share in a declining or consolidating industry. The rationale behind
acquiring another business may be to help the acquirer attain its strategic goals more quickly
and inexpensively than if the company acted on its own. Such moves may help the small

business to overcome barriers associated with competition and market deficiencies.

Research on the effects of acquisitions on business growth has produced mixed results.
Whiles several scholars have reported a negative relationship between acquisitions and
business growth (e.g., Mueller, 1985; Odagiri and Hase, 1989; Cosh et al., 1989), other
scholars have reported a strong positive relationship between the two concepts (Taketoshi,
1984). However, acquisitions are advantageous because the results of acquisitions are likely

to be seen quickly than internal growth (Park and Jang, 2010).
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According to Penrose (1959) growth through acquisitions enables the business to acquire
tangible and intangible assets. This may help alleviate managerial constraints leading the
growth of the business. Further, Marks and Mirvis (2001) argued that the outcomes of
acquisitions allow businesses to gain flexibility, leverage competencies, share resources, and

create opportunities that otherwise would be impossible.

Growth through networks and alliances

Research on networks has a long standing history in the management and organisational
theory literature (Lechner, Dowling and Welpe, 2006) as well as discussion of entrepreneurs’
personal network (e.g., Birley, 1985) and firm networks (e.g., Butler and Hansen, 1991).
Network theory offers important understanding into how businesses relate to each other and
grow. Indeed, several researchers have developed typologies of networks (e.g., Knoke and
Kuklinsky, 1983; Aldrich and Zimmer, 1986; Melin, 1987; Johannisson, 1987; Uzzi, 1997,
Lechner, Dowling and Welpe, 2006). Further, a number of empirical studies have indicated
that networks lead to business growth (Donckels and Lambrecht, 1995; Hansen, 1995). For

example, research in the field of economic sociology (Grabher and Stark, 1997b).

According to Yli-Renko, Autio and Sapienza (2001) through external linkages entrepreneurs
acquire knowledge, especially in the knowledge intensive industry. It has also been argued
that alliances provide the platform for a collective learning process in which ideas related to
business development are exchanged and further developed as well as giving the opportunity
for knowledge sharing among individual businesses (Kale et al., 2000; Hardy, Philips and

Lawrence, 2003).

Moreover, research evidence indicates that small business managers continuously learn from

other small business counterparts instead of the formal classroom learning process (Kitching,
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2008). Indeed, a number of scholars have explicitly converged on the above notion,
suggesting that licensing, alliances and joint ventures are important for high growth firms
(e.g., Killing, 1978; Roberts and Berry, 1985; Blundel, 2002; Street and Cameron, 2007,
Watson, 2007). Thus, the evidence points to the role of networks and alliances in enhancing

business growth.

Growth through internationalization

Growth through internationalization is perhaps the most complex strategy that any business
can opt for in the quest to grow. However, internationalisation strategy may be adopted by
entrepreneurs to counter the local market inefficiencies and barriers in the local business
environment. The expansion of small businesses is viewed as an entrepreneurial act because
it involves the setting-up of product markets (Thorelli, 1987; Ibeh, 2003). A large body of
literature exists on the internationalisation process of small businesses (Andersen, 1993;
Leonidou and Katsikeas, 1996). According to Westhead, Wright and Ucbasaran (2001) the

way to understand internationalisation was a consequence of the resources that the firm held.

Much of the early empirical evidence on internationalization behaviours has concluded that
the route to internationalisation involves a series of incremental ‘stages’ with exporting as an
initial route to internationalisation. In this regard, internationalization can be seen as a part of
a firm’s growth and development strategy as it is involved in cross-border and market related
activities (Jones, 1999). This resonates with Penrose’s (1959: 1) fundamental meaning of
growth who argued that ‘‘an increase in size or an improvement in quality as a result of a

process’’.

Indeed, growth through internationalisation which centres on exporting, foreign direct
investment (FDI) and alliances has been recognised as a strategy for enhancing performance

of high growth firms (Lu and Beamish, 2001). Small businesses that enter new geographical
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markets may have the opportunity to expand their customer base. Further, internationalisation
may lead to increase in revenue that can provide the possibility of an increased production
volume and increased production capabilities of the firm to fulfil the demands of its
customers (Lu and Beamish, 2001). Engaging in exporting allows businesses to commit
greater resources to foreign markets and focus on countries that are ‘‘physically’’ distant

(Bell, Crick and Young, 2004).

In his seminal work, Ansoff (1965) developed a product-market matrix that identifies new
market development, also referred to as internationalisation as a forward looking strategy for
fast small business growth. Accordingly, small business may regard international market as
secondly to the domestic market activities. Thus, domestic markets and international markets
are often viewed as divergent strategic options rather than complementary strategies for
growth (Bell, Crick and Young, 2004). Resource constraints may also stop small firms from

entering the international market (Carson et al., 1995).

Though internationalization may be the riskiest business growth strategy, entrepreneurs may
use this strategy as a reaction to market constraints in the domestic market. Small businesses
may adopt the internationalization as strategy to minimize risk in the business environment.
Thus, for small businesses to minimize the variations in sales and profits, firms enter
international markets to take advantage of business cycle differences among countries. Some
scholars have argued that small firms export because they have a unique product and a
technological edge over competitors (e.g., Pope, 2002). Small businesses might also use the
internationalisation strategy as a defensive strategy to fight rivals in the international market

rather than in the home market.

Interestingly, research on internationalisation as a route to growth acknowledges that the

process of growth not always unidirectional (Davidsson, Achtenhagen and Naldi, 2010).
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Rather, scholarly studies directs out attention to how businesses reduce their international
activities or withdraw from international operations (Benito and Welch, 1997). Indeed,
research on international growth of new and small businesses has so far not yielded many
strong generalizations (Davidsson, Achtenhagen and Naldi, 2005). Thus, internationalisation

as route to growth provides a fresh area for future scholarly work.

Determinants of business growth

The issue of whether business growth is determined internally, externally or both remains to a
large extent unanswered question in the literature. The extant literature that classifies external
and internal factors that influence small business growth has categorised them in different
ways. For example, some previous studies have differentiated between the individual and
environmental variables that influence small business growth (Ronstadt, 1984; Bygrave,
1994). Storey (1994) categorised variables that affect small business growth under three
broad headings namely: the entrepreneur, characteristics of firm and strategy of the firm.
Storey (1994) indicated that these categorisations are based on starting resources of the
entrepreneur, characteristics of the business and the strategy developed by the business. The

Table 2 below depicts Storey’s (1994) classification of factors that affect business growth.

Table 1: Storey’s (1994) Variables Influencing Small Business Growth

Entrepreneur Firm Strategy

Motivation Age Workforce Training
Unemployment Sector Management training
Education Legal form External Training
Management Experience Location External Equity
Number of Founders Size Technology

Prior self-employment Ownership Market positioning
Family History Market Adjustments
Social marginality Planning

Functional Skills State Support

Training New products

Age Management Recruitment
Prior Business failure Customer Concentration
Prior Sector Experience Competition

Prior Firm size Experience Information and advice
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Gender Exporting

Source: Storey (1994)

Storey (1994) identified key variables to each component and advanced the importance of
combining all the components appropriately for rapid growth to take place. Each component
provides a unique offering; the entrepreneur can be recognised prior to start-up, the business
manifests decisions made on start-up while strategy reflects its growth rate. However, exact
prediction is vital to the entrepreneur than historical accounts. Storey’s (1994) mechanistic
approach contributes little to provide the chemistry that puts together these perspectives for
growth to occur. The issue here is to determine whether internal influences such as owner-
managers’ growth aspirations matter or whether external variables matter in determining
small business growth. Moreover, Storey’s (1994) variables are all individually and
empirically derived variables that have consistent impact on growth but there is no suggestion

of which combination of factors is important.

Similarly, several studies have reported high growth in businesses with a variety of size and
age characteristics (Smallbone and North, 1995; Rutherford et al., 2001). Thus, the evidence
provides solid grounds to argue that younger businesses are not likely to grow more than

older businesses. For this reason older businesses’ potential to grow should not be ignored.

Indeed, a complex array of external variables that influence small business growth as
suggested by the population ecology perspective (Hannan and Freeman, 1977) could be
located around the structure of industries and markets. Previous research indicates that there
is a rapid growth of businesses in dynamic industries and regions (Davidsson and Delmer,
1997; Carroll and Hannan, 2000). Thus, there is a convincing evidence to suggest that
business growth is externally determined to some extent. Conversely, there is a compelling

evidence to argue that owner-managers’ growth aspirations or willingness to grow, their
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growth motivation and communicated vision influence business growth (Kolvereid and

Bullvag, 1996; Baum, Locke & Smith, 2001; Delmer and Wiklund, 2003).

A review of the literature suggests that growth is to some extent an issue of willingness and
skill, but basic enablers and constraints in the environment cannot be ignored. Thus,
prevailing scholarly studies have concluded that business growth is influence by many factors
including the management  strategies, characteristics of the entrepreneur,
environment/industry specific factors and characteristics of the business (Dobbs and
Hamilton, 2007; Smallbone and Wyner, 2000). However, this classification is not new as
many of the elements in this classification have been professed in previous studies (Storey
1994; Smallbone and North, 1995; Barkham et al., 1996; Baum, Locke and Smith, 2001;
Delmar, Davidsson and Gartner, 2003; Wiklund and Shepherd 2003; Edelman et al., 2005;
Smallbone and Wyer 2006; Street and Cameron, 2007). However, a major conclusion that
can be derived from prevailing scholarly reviews is that business growth is influenced by a

mirage of internal and external factors.

A wide array of internal factors that affect business growth has been cited in the
entrepreneurship literature. For example internal factors include factors related to firm
strategy (Olson and Bokor, 1995; Bamford, Dean and McDougall, 1997; McMahon, 1998;
Freel and Robson, 2004; Wiklund and Shepherd, 2005), factors related to the characteristics
of the entrepreneur (e.g., Davidsson, 1989a; Storey, 1994; Smallbone and Wyer, 2000;
Barringer and Jones, 2004) and characteristics of the business. The characteristics of the
business relate to key decisions made on starting the business which are deemed to impact on
growth of the business. Extant literature shows that firm age and size, legal status, sector
affiliation and firm location all relate to growth (Storey, 1994). Significantly, the discussion

of age and size as drivers of business growth has long been examined in the literature
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following the formulation of ‘Gibrat’s Law’ (Gibrat, 1931). According to the Gibrat’s law,
the rate of growth of a firm is independent of its size at the beginning of the period and that
the probability of a given growth rate during specific time interval is the same for any
business within the same industry. However, the growth influences of age on business growth

are mixed (Davidsson, Achetenhagen and Wiklund, 2010).

With regards to external factors that drive business growth, the population ecology
perspective (Hannan and Freeman, 1977) suggests that external environmental forces affect a
firm’s growth. Indeed, several other studies indicate that the external business environment
influences success of businesses (Dess and Beard, 1984; Kangasharju, 2000; Hawawini,

Subramanian and Verdin, 2003).

Constraints to growth

In the small business literature, constraints are frequently part of studies on characteristics of
business growth (e.g., Kazanjian, 1988; Pissarides, Singer and Svejnar, 2003). Additionally,
constraints have been used to distinguish between firms which are likely to grow or not
(Aidis, 2005; Robson and Obeng, 2008). The concept of barriers tends to be growth deterrent
(Davidsson et al., 2004; Doern, 2009). Accordingly, research has documented the existence
of such constraints in the entrepreneurship and small business literature where scholars have
differentiated between ‘internal’ (e.g. lack of managerial/technical know-how, vision,
capacity, finance) and ‘external’ constraints (e.g. adverse market conditions,
economic/institutional arrangements) (Robson and Obeng 2008; Allinson et al., 2013).
However, the idea of ‘internal’ constraints seems to concern the knowledge and ability of the
small business managers which seems closer to concepts of the knowledgeable agent

(Giddens, 1984), whereas external constraints go beyond individuals (Mole and Mole, 2010).
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Finance barriers

Finance barriers constitute one of the main barriers that hinder business growth. The
entrepreneurship literature suggests that there is a general consensus that access to finance is
a major problem to entrepreneurship (Keyser et al., 2000; Sciffer and Wede, 2001; Moy and
Luk; 2003; Tagoe et al.,, 2005; Robson and Obeng, 2008). The main issue for most
entrepreneurs is whether to go for equity financing and dilute ownership or rely on debt
financing or internal financing. This has spurred two streams of research on financial barriers.
These are (i) external barriers which are mostly related to the supply of finance and (ii)
internal barriers which are related to demand for finance. The barriers connected to the
supply of finance include difficulty in accessing capital and high cost of capital. The
difficulty in accessing capital has been attributed to factors such as attitudes of lenders or to
information gap between suppliers of money and small business owners (Binks & Ennew,
1996). On the demand-side of the argument, most entrepreneurs believe that accessing
finance from external source dilute ownership. The unwillingness of owner-managers of
small businesses to relinquish power to external parties serves as a constraint to small

business growth (Storey, 1994; Burns, 2001).

Managerial and technical know-how

Managerial and technical know-how are considered valuable assets to small businesses
because it is not possible to take away knowledge from individuals as tangible and financial
assets can be taken (Barney, 1991; Becker, 1975; Chandler and Jansen, 1992; Cooper et al.,
1994). Lack of skilled managers and absence of business skills in marketing and business
development contribute to the problems of small business growth (Bartlett and Bukvic, 2001;
Robson and Obeng, 2008). Small businesses may find it difficult to attract skilled employees,
train and retain them. Because small businesses are unable to attract skilled labour due to

high wages and other factors, the focus on training becomes relevant in small businesses. The
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evidence on the relationship between training and performance are conflicting. Whiles some
studies have failed to place a link between training and improved performance (Storey &
Westhead, 1997), other studies (Cosh et al., 2000; Mano et al., 2012) support the view that
training could lead to improved performance. Yet, small businesses’ investment in training
has not been encouraging. The reason may be that entrepreneurs fear of losing trained
employees to larger organisations that offer high remuneration and better conditions of
services. It can also be attributed to the fact that smaller businesses do not have a strong
financial muscle to invest in training (Carter et al., 2006). This suggest that financial backing
in the form of funding is needed in small businesses to allow them undertake training for their

staff.

Regulatory and economic constraints

Previous empirical studies on institutions and regulatory barriers tend to examine the kinds of
institutions that hamper businesses business growth (Baumol, 1990; Bartlett and Bukvic,
2001; Krasnigi, 2007; Roxas et al., 2007). Some government’s institutions and regulatory
policies have equally been identified as a source of constraint to small business growth.
Certain institutions pose burden on small business and may discourage entrepreneurial
activities (Davidsson and Henreksson, 2002; Carter et al., 2006; Smallbone and Welter,
2001b). Legislations which demand the preparation and delivery of documents where expert
assistance will be needed, creates compliance costs which will probably pose a greater burden
for SMEs, since they do not usually have such resources on their payroll (Smallbone and

Welter, 2001b).

The focus on regulatory and institutional barriers has been that regulatory and institutions
barriers influence decisions and actions of businesses (Aldrich and Fiol, 1994). However, the

literature is silent on how regulations and institutions affect small business decisions and
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actions (Peng and Heath, 1996). While there appears to be an agreement on what constitutes a

negative environment, little is known about what constitutes a positive environment.

Market constraints

The market environment in which the business operates is associated with certain barriers
that hamper its growth. These constraints include those that reflect the market structures and
competitors’ behavior (ACOST, 1990) and other factors such as cost of advertising and
market research obstacles (Robson and Obeng, 2008). Factors such as low demand for
products/services, exporting difficulties, highly competitive environment can hinder the
growth of small businesses. Market constraints can be approached in two ways: external
barriers and internal barriers. External barriers vary depending upon the extent of market
competition and the sector in which the business operates (Bartlett and Bukvic, 2001).
Several studies have revealed that competition or market challenges adversely affect small
business growth (e.g., Kazanjian, 1988; Hay and Khamshad, 1994; Moy and Luk, 2003, Gill

and Biger, 2012).

Internal market barriers on the other hand, involve identification of market opportunities
(Davidsson, 2004), choosing a market segment (McGee, 1989) and the business’ weakness in
extending resources and opportunities to the market segment (ACOST, 1990). Business
opportunity is created when the firm’s market, services and product are expanded. In a recent
study, Robson and Obeng (2008) reported that smaller businesses are likely to encounter

inadequate demand than larger businesses.

Discussion and Conclusion

This review has examined the phenomenon of business growth including definition of small
business growth, ways of measuring growth, theories business growth, drivers and constraints
to growth. The review suggests that models of business growth have been portrayed in a
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fragmented and inconsistent manner (Weinzimmer et al., 1998) and that growth is now
regarded as an episode rather a classification of firm. We note that there is lack of consensus
regarding which model is appropriate in addressing business growth. Furthermore, existing
studies have explicitly failed to define growth models and no effort has been made to
distinguish between life-cycle, growth stages or development stages (Hanks et al., 1993).
Moreover, our review suggests that stage models of growth only depict symptoms of growth

and do not reflect the underlying causes of growth.

We note that business growth measurement has mixed and inconsistent. However, the two
most common ways of measuring business growth are sales and employment. It is important
to acknowledge that notwithstanding this notion of growth conceptualization, other scholars
equate growth with ‘mere’ increase in volume (e.g., Davidsson and Wiklund, 2000; Delmar,
Davidsson and Gartner, 2003, Delmar et al., 2003; Barringer et al., 2005; Delmar and
Wiklund, 2008; Shepherd and Wiklund, 2009). We note that several studies use multiple
measures to examine business. The evidence suggests that notwithstanding the several
advantages associated with the use of multiple indicators, such as sales and employment, a
major shortcoming of the use of multiple indicators is that the assumption of common cause
may be incorrect (Delmar, Davidsson and Gartner, 2003). Further, some scholars are of the
view that different growth measures and calculations of business growth influence model
building and theory development differently and advocate for the use of a single measure of

business growth (Chandler and Hanks, 1993; Delmar, 1997; Weinzimmer et al., 1998).

Regarding modes of growth, robust evidence suggests organic vs. acquisition growth, growth
though networks and alliances, and growth through internationalization. The literature
suggests that business owner embark on different forms of growth based on their wider

motivations (Delmar, Davidsson and Gartner, 2003). We know little about which mode of
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growth is much more efficacious in driving business growth. To date, studies have generally
ignored the mode of growth which best spurs business growth. As a result, our understanding
regarding which mode achieves business growth best is constrained and possibly takes an

overly simplistic view of this phenomenon.

With specific regards to factors that drive business growth, the extant literature has classified
external and internal factors. Yet the issue of whether business growth is determined
internally, externally or both remains to a large extent unanswered question in the literature.
Therefore, future studies may examine the extent to which business growth is determined
internally, externally or both. It should, however, be acknowledged that it is sometimes
difficult to determined what factors are truly ‘external, and ‘internal’ (e.g., Davidsson, 1989a;

1991; Chandler and Hanks, 1994).

Lastly, the literature suggests that some factors influence business as growth deterrents
(Davidsson, 1989b) which have negative influence on business growth (Barber, Metcalfe and
Porteous, 1989). Accordingly, constraints have been used to distinguish between firms which
are likely to grow or not (Aidis, 2005, Robson and Obeng, 2008). However, research on
constraints to business growth limits our understanding on how entrepreneurs deal with or
react to constraints to growth by “writing individuals out of the story” (Jennings, Perren and
Carter, 2005: 147). Such treatment of constraints gives an incomplete picture of the role
entrepreneurs in dealing with constraints. We suggest that there exist a significant
opportunity for understanding how entrepreneurs react to business constraints. Such an
understanding holds potential for policy and practical interventions to mitigate constraints in
business growth process. Therefore, future research should focus on how entrepreneurs react

to constraints to growth.
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