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Abstract

We review and discuss the literature on small firm growth with an inten-
tion to provide a useful vantage point for new research studies regarding
this important phenomenon. We first discuss conceptual and method-
ological issues that represent critical choices for those who research
growth and which make it challenging to compare results from previ-
ous studies. The substantial review of past research is organized into
four sections representing two smaller and two larger literatures. The
first of the latter focuses on internal and external drivers of small firm
growth. Here we find that much has been learnt and that many valu-
able generalizations can be made. However, we also conclude that more
research of the same kind is unlikely to yield much. While interactive
and non-linear effects may be worth pursuing it is unlikely that any new
and important growth drivers or strong, linear main effects would be
found. The second ‘large’ literature deals with organizational life cycles
or stages of development. While deservedly criticized for unwarranted
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determinism and weak empirics this type of approach addresses prob-
lems of high practical and also theoretical relevance, and should not be
shunned by researchers. We argue that with a change in the fundamen-
tal assumptions and improved empirical design, research on the orga-
nizational and managerial consequences of growth is an important line
of inquiry. With this, we overlap with one of the ‘smaller’ literatures,
namely studies focusing on the effects of growth. We argue that studies
too often assume that growth equals success. We advocate instead the
use of growth as an intermediary variable that influences more funda-
mental goals in ways that should be carefully examined rather than
assumed. The second ‘small’ literature distinguishes between different
modes or forms of growth, including, e.g., organic versus acquisition-
based growth, and international expansion. We note that modes of
growth are an important topic that has been under studied in the
growth literature, whereas in other branches of research aspects of it
may have been studied intensely, but not primarily from a growth per-
spective. In the final section we elaborate on ways forward for research
on small firm growth. We point at rich opportunities for researchers who
look beyond drivers of growth, where growth is viewed as a homogenous
phenomenon assumed to unambiguously reflect success, and instead
focus on growth as a process and a multi-dimensional phenomenon, as
well as on how growth relates to more fundamental outcomes.
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1

Introduction

In the last decades, a large number of studies which focus on busi-
ness growth have been published, with an increasing interest in small
firms. As pointed out by previous reviews (Ardishvili et al., 1998; Coad,
2007; Delmar, 1997; Gilbert et al., 2006; Storey, 1994; Wiklund, 1998),
dozens upon dozens of empirical research studies on this topic can be
compiled. These studies represent a variety of academic specialty areas,
including entrepreneurship, strategy, organizational theory, and indus-
trial economics. Table 1.1 below lists some of the most cited studies
on business growth, highlighting the fact that most studies on business
growth are based on small and medium-sized firms. This collection
of studies also illustrates the variety of perspectives and approaches
applied to the study of growth.

Despite the fact that a large number of studies on small firm growth
have been conducted, knowledge about the phenomenon is far from
complete. The review authors just mentioned typically complain that a
coherent picture is not easy to distil from the material. This is likely due
to differences in theoretical and epistemological perspectives and inter-
pretations; operationalizations; empirical contexts; modeling and anal-
ysis approaches, as well as the inherent complexity and heterogeneity

1
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of the phenomenon itself. Thus, not only a superficial but also a rather
deep reading of the extant literature easily leaves the reader confused
and wondering. It seems that merely adding more studies will not solve
this problem. Instead, a conceptual and empirical reorientation is likely
to be needed in order to advance this area of research. Therefore, we
comprehensively review the empirical literature on small firm growth in
an effort to not only highlight and integrate what is known about this
phenomenon but more importantly to take stock of what past experi-
ences of researching this area implies for how the phenomenon can or
should be studied in future research.

Thus, this survey has two purposes. The first is to review the extant
empirical literature on small firm growth. Our review will focus on small
and medium-sized firms (SMEs). This is a relevant empirical context
as in most national economies SMEs make up more than 95% of the
firm population and account for 60–70% of employment (OECD, 2004).
Further, it is obviously through growth that small firms become large
organizations. Yet, theories and models developed for large firms do not
necessarily apply to SMEs. Small firms have been found, for instance, to
differ in their competitive behavior from large firms, which has impor-
tant implications for their performance and growth (Brouthers and
Nakos, 2004; Chen and Hambrick, 1995; Moen, 1999). Coad (2007)
investigated the differences in growth of small and large firms and found
that the growth of small firms appears to be marked by a negative auto-
correlation which becomes very strong for the fastest growing small
firms. He attributes this to a more erratic nature of growth for small
firms, while larger firms appear to have smoother growth patterns, with
positive — albeit small — autocorrelation of one year’s growth to the
next.

Our review is based on a large number of studies of small firm
growth, published not only in leading management journals but also
in books, monographs, and other less accessible outlets. This is for
two reasons. First, academics in all countries do not operate under
the same incentive system. Therefore, important studies from outside
North America do not necessarily appear in the ‘usual suspects’ set
of journals. Secondly, otherwise marginal, ‘non-standard’ studies may
point at important new avenues for the development of research on

Full text available at: http://dx.doi.org/10.1561/0300000029



8 Introduction

small firm growth. Thus, our review will be more comprehensive than
that of predecessors which are typically based on studies published in
a limited number of management journals.

The second purpose is to suggest a framework for integrating our
knowledge on small firm growth to guide future research. This lat-
ter aim is particularly important because many previous reviews tend
to see ‘the glass half empty’, emphasizing problems and shortcomings
rather than suggesting concrete opportunities for future research. In
particular, we will emphasize (a) using growth as an intermediary vari-
able rather than the ultimate, dependent variable; and (b) paying more
attention to different modes of growth. This entails considering differ-
ential antecedents as well as inter-relationships among growth modes,
and disparate effects of different forms of growth.

From our review of the extant literature on small firm growth we
have identified a number of key themes which we present. For each
theme, we highlight points of convergence and divergence. This discus-
sion will show not only the complexity and fragmentation of the phe-
nomenon, but also the considerable body of generalizable knowledge
about small firm growth that now exists. The key themes are the con-
ceptualization of small firm growth; assessing small firm growth; factors
driving or hindering growth; modes of growth (such as organic growth
versus acquisitions); growth stages and transitions; and the effects of
small firm growth. Thus, this monograph is organized as follows. After
first discussing the nature of the phenomenon of small firm growth and
its relation to entrepreneurship we move on to how growth can best be
assessed. A major section, comprising several sub-sections, is devoted
to findings on factors that contribute to or hinder firm growth. Follow-
ing this we offer a section on how small firms grow, if and when they
grow at all. In particular, we discuss organic growth versus acquisitions;
growth through networking and alliances, and international expansion.
The next topic we treat is ‘growth stages and transitions.’ This has
overlaps with several of the issues dealt with in other sections but as
it represents a relatively separate stream in the literature we keep it as
such. Before concluding, we also treat the effects of growth in terms of
profitability and job creation. We choose to focus on these two aspects
as they arguably represent the most important outcomes on the firm

Full text available at: http://dx.doi.org/10.1561/0300000029
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and societal levels, respectively. Then, by integrating what researchers
have learnt so far with issues that have been overlooked we propose
a framework for guiding future research and furthering management
theory and practice (and, hence, education) on small firm growth.
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