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Abstract 

This paper investigates factors that can explain sustainable growth in established 

small and medium-sized enterprises (SMEs). Deducted from previous research, 

tentative explanatory factors serve as a base for constructing a model for assessment 

of an SME’s growth potential. Applying the assessment model on 154 companies did 

not result in a clear pattern of factors that are most important for long-term profitable 

business development and growth, but showed important overall differences between 

financially strong companies and weaker ones. These results can be a base for further 

refinement of factors that should be taken into account for sustainable growth in 

SMEs. 

Introduction – Problem formulation 

“Small and medium-sized enterprises are the backbone of the European economy, 

and the best potential source of jobs and growth”, was proclaimed in 2002 by 

European Commissioner Günther Verheugen in a press pack from 2006. In Sweden, 

as much as 99.4 % of all companies are small or medium-sized enterprises (SMEs), 
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defined as those with less than or equal to 250 employees and revenues of less than 50 

million euro). They employ 53% of the private sector (or a third of the complete 

workforce, public sector included), contribute to 36% of the nation’s total value 

added, and 39% of the export value, a figure that is growing (statistics on SMEs with 

0-199 employees, Företagarna, 2011a). New jobs are being created in SMEs at a 

higher rate than in large companies and in the public sector (Statistics Sweden, 2011). 

The vision is within reach, but it is important that established SMEs grow sustainably. 

Since resources for small business development are in general limited (e.g. Alpkan, 

Yilmaz and Kaya, 2007, Barney, 1991), decisions for growth need to be made with 

prudence by company management. For SMEs with established business, the question 

is how growth can be achieved without endangering current business. In this paper, 

value growth expressed as long-term profit is considered rather than growth in sales 

volume or number of employees, and the interest lies with the process of growth 

instead of the actual size of the firm. Citing Penrose (1959, p 2), “all the evidence we 

have indicates that the growth of a firm is connected with attempts of a particular 

group of human beings to do something”. 

Small firm growth has been widely addressed in research, but due to the 

heterogeneous nature of SMEs a need for heuristic knowledge is recognized, i.e. 

experience-based, empirical testing against the experience of individual firms, in 

combination with seminal work (Penrose, 1959; Macpherson and Holt, 2007; Storey 

and Greene, 2010). Based on theory and empirical experience from business 

development in SMEs, this paper aims to present a number of tentative factors for 

growth in established SMEs. Further, it investigates whether these factors can explain 

sustainable growth in 154 randomly selected established SMEs (in Mid-Southern 

Sweden) by comparing a qualitative assessment of these factors with the economic 
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outcome over the last four years. The paper concludes with a discussion of whether 

these factors can serve as a base for constructing an assessment model for an 

established SME’s growth potential. 

Frame of Reference 

Sustainable success of a firm is not the result of one factor alone, but rather a 

combination of company strategy, structure, and processes that fit together and is 

developed in a dynamic, evolutionary manner, with respect to its constantly changing 

environment with customers, partners and competitors, prepared for any future 

requirements (Miles and Snow, 1994; Normann, 2001). “As management tries to 

make the best use of the resources available, a truly ‘dynamic’ interacting process 

occurs which encourages continuous growth but limits the rate of growth.” (Penrose, 

1959, p 5) In this section, possible factors for small business growth are touched 

upon, spanning from business culture, vision and business idea to the internal 

organization, core competencies, its products and offerings including goods and 

services, and the firm’s interaction with external actors. 

According to Barney (1985), three conditions must be met before a culture can 

provide sustained competitive advantages. These conditions result from research on 

competition by e.g. Porter (1980) in the 1980s. The first condition is that a culture 

must be valuable. It must enable a firm to do things and behave in ways that lead to 

superior financial performance, such as high sales, low costs, and high margins or in 

other ways add financial value to the firm. The second condition describes the 

attributes and characteristics of the culture. It should be rare and have attributes and 

characteristics that are uncommon in comparison to a large number of other firms. 

The last condition is that the culture must be imperfectly imitable (Barney, 1986). The 
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business idea, i.e. the company’s “unique, historically evolved set of factors” related 

to each other in a “concrete and functioning pattern”, can be a way to express its 

unique fit between elements and activities, or in short, how the company makes 

money (Normann, 2001, p 148). Then, the vision of the company can be the dream 

that the owner has when it comes to growth and future development of the company 

(Sandström, 2003). By having a vision, or a guiding star, that all employees and 

managers know about and accept, the company has an effective control system that 

helps people in their everyday actions. One way to effectively follow up on the vision 

is to have distinctive and clear goals. Without goals there is a risk that people within 

the company do things blindly and without knowing which direction is the preferred 

one (Löfmarck Vaghult and Johansson, 2008; Morris, 1985; and Sandström, 2003). 

Furthermore, specifically for owner-managed SMEs, it is argued that if owners are 

not clear and distinctive about their goals it is difficult to formulate any relevant 

strategies that show how the company is to incorporate them (Alfredéen, 2001). 

To meet goals and fulfill a vision, a strategy is needed. According to Normann and 

Ramírez (1993), strategy is the art of creating value in a company. It is not just about 

making short-term decisions for the day or long-term decisions such as to plan for 

buying a new machine in a year; it is a question concerning how the manager creates 

a unique and valuable position for the company by involving the different activities in 

the enterprise (Porter, 1996). In other words, strategy is about how the company links 

together its resources, for example the organization’s competencies and relationships, 

and how it defines its business (Normann and Ramírez, 1993). Most SMEs emphasize 

the operational part more than the actual strategic planning (Pansiri and Temtime, 

2008). Some of the SMEs prepare business plans only for external validation such as 

for banks and financial institutions or the like, and not for coordinating organizational 
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activities (ibid). A successful company sees strategy as systematic social innovation, 

where the goal is to create an ever-improving fit between customers and company 

competencies by reconfiguring roles and relationships between actors (e.g. suppliers, 

customers and allies) in order to find new ways to co-produce value.  (Normann and 

Ramírez, 1993) Porter argues that strategy is creating fit among a company’s 

activities, and the success of strategy is how to do many things well and integrate 

among them (Porter, 1996). 

Company management has a crucial role for the small firm’s development. Penrose 

(1959) suggests that entrepreneurial and managerial knowledge should be regarded as 

resources for growth of the firm. Macpherson and Holt (2007) put forward that 

“expansion is intimately associated with the processes through which knowledge is 

acquired and applied” (2007, p 172), and suggest that entrepreneurial resources are 

essential for opportunity recognition and innovation, while providing systems and 

processes for opportunity exploitation is a necessary managerial resource. Moreover, 

the workforce is one of the most important resources that a growing company has 

(Ahrens, 2002). Actually, “SMEs require few highly competent people, dedicated to 

the task, driven by it, working full time and very hard” (Pansiri & Temtime, 2008, s. 

253). On the other side of the coin, shortage of suitable labor is one of the most 

significant constraints for growth (or the most, as reported by Levin and Weström  

(2003)). To be able to recruit employees that have the right education and can manage 

to grow with the task is a critical function in an expanding company (Ahrens, 2002). 

Bunse and Næssén (2002) stress the importance of education and personal 

development to maintain the competence within the firm and communicate it with co-

workers. Therefore, supplementary training and development of employees becomes a 

way of keeping the employees, and even if it is costly for SMEs the cost is often 
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outweighed by the benefits (Pansiri and Temtime, 2008). People who can take 

responsibility and initiative are attractive to the growing SME as they do not need to 

be controlled and tightly managed (Ahrens, 1999; and Collins, 2001). To manage 

people by outcomes and give them a framework that they can work with-in is 

recommended (Löfmarck Vaghult and Johansson, 2008), not least for the manager in 

the growing company. In addition, to be able to take a step back and delegate the 

workload is something every manager needs to be able to do when the company is 

growing (Morris, 1985). 

To reach high levels of performance and sustainable competitive advantage, the 

enterprise needs to possess resources that are heterogeneous across the firm which are 

difficult to create, substitute or imitate (Prahalad and Hamel, 1990). In other words, 

the company needs to know what its core competencies are. For SMEs, the way to 

competitiveness is to manage their scarce resources (financial, human, and material), 

market complexities and changes, as well as opportunities and threats in the 

environment (e.g. Pansiri and Temtime (2008)). However, this is not enough to gain 

competitive advantage. It is also important to have customer knowledge in order to 

design products, i.e. goods or services, that bring more value to the customers than 

similar products from the competitors do, as claimed by e.g. Kotler and Armstrong 

(2003). Thus, it is not sufficient to just “know your customers”; a company also needs 

to understand its competitors. Understanding the competition is a first step in 

developing competitive marketing strategies that can give the enterprise the best 

competitive advantage (Kotler and Armstrong, 2003). In fact, small firms tend to be 

more influenced by their environment than larger ones, due to their size. 

Environmental factors, therefore, are important when studying these companies 

(Wiklund, 1998).  
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According to Kotler and Armstrong (2003) every product goes through a lifecycle: 

from birth through different stages until it eventually is outdated when newer products 

enter the market that better serve the demands of the customers. Renewal of 

customers and product offerings affects the success of the company positively, and 

the identification and innovation of a niche is a key strategy for small fast-growing 

firms (Storey, 1994). The niche market is stressed as an important factor for fast-

growing companies, according to Ahrens (2002), providing the possibility for small 

firms to enter and grow in the interstices created in a growing economy and left open 

by larger firms (Penrose, 1959). On the other hand, Taylor, Bernard; Gilinsky, 

Armand; Hilmi, Adrian; Hahn, Dietger; Grab, Ulrich (1990), in their study of strategy 

and leadership in high-growth, medium-size companies in Britain and West Germany, 

identify innovation, in this case technological innovation, as a competitive advantage 

for medium-sized manufacturing companies. To find new product ideas it is important 

to use both internal and external sources. For example, a good strategy is to analyze 

customer questions and complaints as a basis to create new products that better solve 

consumer problems (Kotler and Armstrong, 2003). 

Development of a Tentative Small Business Assessment Model 

Leaning on theoretical constructs from previous research in the area as presented 

above, combined with practical experience (as suggested by e.g. Macpherson and 

Holt, 2007; and Storey and Greene, 2010), a tentative small business assessment 

model was developed. The model is by no means exhaustive, but aims to cover most 

important areas for SME growth, yet be simple and useful for practical purposes, such 

as evaluating growth potential of an established SME. The practical experience is 

based on the authors’ many years of diverse empirical experience of evaluating 
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companies, ranging from the perspective of small business consultancy (one of the 

authors has had major business consultancy assignments for approximately 30 small 

and medium-sized companies), a banking perspective (since two of the authors have 

practical experience with credit decisions to SMEs), and many years of teaching 

M.Sc. students to evaluate SMEs. 

The tentative factors that build up the small business assessment model are split into 

three blocks, depending on the possibility to objectively grade the firm and its 

management, spanning from more objective, quantitative measures in Block 1, to 

more subjective estimates in Blocks 2 and 3. What the factors in Blocks 1-3 have in 

common is that the estimates require in-depth studies and cannot easily be retrieved 

from official annual reports, company websites, or other publically available 

information about the SME. 

In short, Block 1, Financial factors, can be compared to the financial perspective of a 

balanced scorecard (e.g. Kaplan and Norton, 2002), i.e. historical outcome of the 

business in terms of economic stability and cash flow. In Block 2, Business 

characteristics, of the firm are expressed in terms of e.g. amount of contract 

manufacturing vs. own products, if the company is in need of succession (applicable 

in this study only for owner-managed companies), and evaluation of if the company-

owner plans to retire or is about to reach age of retirement. Finally, Block 3 – 

Company management and organization, encompasses all other perspectives of the 

balanced scorecard, both internal factors (business processes), external factors 

(market, customers, competition), and future perspectives. This block tries to capture 

the characteristics of the way a company management best makes use of available 

resources, quite in line with the dynamic interacting process Penrose (1959) refers to, 
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claiming, “enterprising management is the one identifiable condition without which 

continued growth is precluded” (p 8). The three blocks are presented in more detail 

below.  

The financial factors, presented in Table 1, go further than what can be found in 

publically available annual financial reports, except for (1.1) Profit margin, measured 

as profit/loss share of revenue, and partly for (1.2) Financial stability 1, measured as 

equity ratio (total owner’s equity share of total assets). However, the letter is 

complemented with an estimate of the capacity for the company to survive in case of 

weakened sales, and it is compared to monthly payments (cash flow). The in-depth 

case methodology for data collection also enables estimations based on the most 

recent financial data (monthly, quarterly, or six months). Factor (1.3) Financial 

stability 2 encompasses the owner’s ability to contribute with capital, combined with 

the estimated possibility to secure bank loans, and, in the case that the company is 

part of a group, an estimate of the financial strength of the group. Factor (1.4) Liquid 

assets is a combined measure of the ability to pay short-term debts, including unused 

but entitled bank check accounts. Finally, Factor (1.5) Volume growth measures 

revenue growth during a four-year period. Further details on how the factors are rated 

from low to high are given in each of the tables. 

Table 1 Tentative Assessment Form Block 1: Financial candidate factors  

Factor Measured as Comment on rating 

1.1 Profit margin Profit/Total turnover, trend over the last 2-3 
years, with an estimate of the most recent 
available data. 

Average profit margin is set to an 
annual mean value of appr. 10 % over 
2-3 years. High is above, low is 
beneath. 

1.2 Financial stability 1 
(company) 

Indicator of company survival, measured based 
on equity ratio (equity/assets) and the size of 
company equity compared to monthly payments.  

Average equity ratio is 25-30 % and 
equity covering appr. 4-6 months’ 
payments. 

1.3 Financial stability 2 (total)  An estimate of the company’s ability to take 
advantage of financial assets in the company 
group, its owner’s investment capabilities, or the 
possibilities for a bank or other creditor to give 
loans to the firm. 

Same or higher than Financial stability 
1. 

1.4 Liquid assets An estimate of if the company can manage 
payments, measured based on cash and available 
(not used) bank “check credit” 

Average is 100% coverage of short-
term depts. 

1.5 Volume growth Total revenue growth last 4 years High if above 5% annual growth 
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Block 2, presented in Table 2, contains six parameters. First, (2.1) Contract 

manufacturer measures the amount of contract manufacturing as a percentage of total 

revenue. Second, (2.2) Product development indicates to what degree the SME 

develops its own products. Third, (2.3) Innovation level describes if the SME can be 

characterized as highly innovative concerning its products (goods or services). Fourth, 

(2.4) Unique niche indicates if the SME operates in a unique niche. Fifth, (2.5) 

University collaboration measures if the firm has regular collaborations with a 

university, a measure introduced based on the ongoing public dialogue about the 

opportunities for SMEs to explore opportunities with student and research projects 

(Företagarna, 2011b). Sixth (2.6) Need of succession is a measure of whether the 

company is in need of succession, and ranges from “not at all” to “urgent”. Seventh, 

(2.7) Active Board of Directors indicates if the company has regular board meetings 

to develop the strategy and future long-term plans of the company. 

Table 2 Tentative Assessment Form Block 2: Business characteristics candidate factors  

Factor Measured as Comment on rating 

2.1 Contract manufacturer Estimated percentage of total sales volume that 
stems from parts manufactured according to 
customer-owned product specifications. 

High if 100% of sales are contract 
manufacturing, low if 0%. 

2.2 Product development  Either the company develops new products (yes, 
and in this case to a minor or major extent), or it 
does not (no). 

High if the company dedicates 
resources for research and development 
at a considerable rate in order to 
maintain its products competitiveness.  

2.3 Innovation level Ranks from highly innovative to not at all. A highly rated company can be 
innovative in terms of products 
(technically advanced). 

2.4 Unique niche Yes (all sales or only part of) or no  
By “a unique niche” what is referred to is that 
the SME has its major share of sales in a market 
with few or no competitors. 

A niche is possible for SMEs in a 
geographically limited market, or in a 
market where it is difficult to establish 
business, e.g. if it requires important 
investments or trustful relationships that 
take time to build up. 

2.5 University collaboration Measures it the company collaborates with a 
university for its development. 

Ranges from high, i.e. to a large extent 
(such as if the company is a start-up 
from university research and has 
continuous contacts in research 
projects) to low, i.e. not at all. 

2.6 Need of succession The need for a generation shift may be urgent, 
soon, or not at all. 

High means urgent, indicating that it 
should have been done already, mid-
value indicates soon, in 1-3 years, low 
means not at all. 

2.7 Active Board of Directors Estimated level of active board for long-term 
strategy and development of the company. 

High if regular active meetings address 
long-term strategy. 
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Block 3, presented in Table 3, contains a palette of factors concerning general 

company management that are often suggested as contributing to company success, 

both in previous management literature, and in practice by e.g. venture capitalists, or 

by SME supporting actors. To start with, (3.1) Profit awareness measures if the 

company managers know which customers and products that are profitable and are 

continuously followed. Factor (3.2) Risk awareness measures if the company 

management is aware of the major risks for the company business. Factor (3.3) 

Strategic and visionary leadership estimates if a long-term business plan exists that 

demonstrates how the company can reach its goals. Factor (3.4) Structured 

management concerns active and systematic follow-up on business processes. Factor 

(3.5) Organizational level measures if the current organization is appropriate for the 

company’s current and near future size and activities. Factor (3.6) Leadership 

estimates if the company management is apt to motivate the employees to develop the 

firm in order to meet future challenges. Factor (3.7) Market oriented measures the 

degree of market focus vs. product focus, while factor (3.8) Customer value 

awareness takes into account if the company reflects an understanding about what its 

business offering is worth from the perspective of its customers and their customers. 

Factor (3.9) Customer collaboration expresses the rate of cooperation with its 

customers in developing solutions or new products together. Finally, factor (3.10) 

Competitiveness reflects the position of the focal firm vis-à-vis its competitors. 
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Table 3 Tentative Assessment Form Block 3: Company management and organization candidate factors 

Factor Measured as Comment on rating 

3.1 Profit awareness An estimation of whether company managers 
know which customers and products are 
profitable. 

Average if the manager knows in 
general. High if profit calculations and 
analyses are systematically performed. 

3.2 Risk awareness An estimation of whether company managers are 
aware of the most important business risks, such 
as customer vulnerability, currency, raw material 
prices, and business cycle. 

Average if company management 
discusses risks and the company has not 
been surprised by external factors 
during the last couple of years. High if 
this is an important area for the 
company, and if measures are 
constantly taken to reduce business 
risks. 

3.3 Strategic and visionary 
leadership 

An estimation of whether there is a long-term 
business plan for how the company can reach its 
goals. 

Average or above if company 
management can describe its market in 
a long-term perspective (including 
competitors, best practice actors, and 
unique selling points for the company). 

3.4 Structured management An estimation of whether business processes are 
actively followed up. 

Average or above if the company sets 
up goals as well as long-term and short-
term plans that are systematically 
followed up, e.g. with economic reports. 

3.5 Organizational level An estimation of whether the current 
organization is appropriate for the company size 
and business activities, both at present and in the 
near future. 

Average or above if the company has a 
well-functioning organization, 
appropriate for its size and activities, 
which would also be functional for 
growth according to the company’s 
plans. 

3.6 Leadership An estimation of if the current manager can 
develop the company organization to meet 
towards future plans. 

Average or above if the manager can 
stimulate the personnel to develop the 
company. 

3.7 Market oriented An estimation of the degree of market 
orientation (as opposed to product orientation) of 
the company. 

Average or above if the company has 
close contact with its customers and 
continuously searches for new potential 
customers. Instead of product 
characteristics, value for the customer is 
communicated. 

3.8 Customer value awareness An estimation of whether the company is aware 
of the value it provides to its customers (and 
customer’s customer etc.). 

Average or above if the customer value 
is understood in the company 
management and the price strategy is a 
consequence of this. 

3.9 Customer collaboration An estimation of to what extent the company is 
involved in customer operations or customer 
product development, which makes the supplier 
less substitutable. 

Average or above means that the 
company conducts intensive product 
and/or business development with its 
customers. 

3.10 Competitiveness An estimation of whether the company is better 
than its competition in terms of its business 
and/or technology.    

Average or above when the company 
cannot easily be replaced as a supplier, 
or when it is likely that it can replace 
other competitors.  

 

Research Method 

A mix of qualitative and quantitative research methodology was applied sequentially 

for this study (Creswell, 2009). The research sets out with a large number of 

qualitative case studies (Yin, 1989/2009) of established SMEs, conducted in parallel 

with literature studies. The case studies were part of a Corporate Strategy course at 

the Master of Science programme Industrial Engineering and Management (M.Sc. 

IEM) at Linköping University. Two of the authors, each with approximately 10 and 

20 years’ experience as teachers in this course, and with in-depth insights in 

approximately 150 and 400 company case studies, respectively (prior to the data 
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presented in this paper), developed together the factors described in Blocks 1-3. The 

factors were formed as a closed interview protocol, referred to as the “Tentative Small 

Business Assessment Model”, in order to collect structured data about each case 

study, as recommended by Yin 1989 (in Creswell, 2009, p 193) “to repeat case 

study's findings in a new case setting”. The protocol was used to compare data from 

154 in-depth cases collected from 2009-2011. Then, quantitative financial data from 

2006-2010 was collected from an official database (Affärsdata, 2011) for these 154 

cases, and a statistical analysis was conducted with Return on Assets (ROA) as the 

dependent, or observed, variable and the suggested factors as independent, or 

explanatory, variables.  

The qualitative data collection for this study consisted of in-depth case studies (Yin 

1989) carried out during 2009-2011 by the M.Sc. IEM students in their fourth year, 

under the supervision of the authors of this paper. Following this, one of the authors, 

who is an experienced business manager, met all student groups twice to discuss their 

case during a one-hour meeting. At these meetings, the first of which took place after 

the student group’s first company visit and the second after their second or third visit 

to the company, this author acted as interviewer, asking questions about the case 

company based on the closed interview protocol. The students estimated the rating for 

their case company, and the interviewer aligned these judgments by being able to 

compare all 154 cases, posing complementary questions to the group in order to test 

the estimations. This was also to avoid biases from the student group that sometimes 

defended their case company’s management behavior, which could lead to a higher 

grading in the form. On the other hand, the student groups had no previous connection 

to the studied case and were therefore neutral in their data collection. In a few cases, 

the interviewer had previous connections to the company measured, and this was dealt 
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with cautiously. Yet, in striving for high reliability of the data collection, one 

interviewer performed all the estimates. In an attempt to avoid any biases in the 

material, a third author was introduced in the project to review raw data collection, 

code the data, and conduct statistical analysis. This improved the overall validity of 

the research, since the researcher could take the role of external auditor (as suggested 

by e.g. Creswell, 2009) throughout the process of research, and especially at the 

conclusion of the study. Even unconscious bias could otherwise appear if a person has 

in-depth knowledge about case data. 

For the M.Sc. IEM course, approximately 50 case companies are selected for in-depth 

studies every year, and cannot be re-studied for 4 years. Cases are randomly selected 

SMEs within a radius of 3 hour’s drive from the university (approximately within 300 

km from Linköping). The selection criteria are: (1) SME with approximately 10-250 

employees (exceptionally fewer than ten), (2) established firm, i.e. has conducted its 

current activity more than 5 years, (3) independent firm with its own management 

(but could be part of a company group), and (4) offering products on an industrial 

market, including goods and/or services (in most cases the selected companies 

manufacture physical goods, but in some cases software programs and combinations 

of goods manufacturing, assembling, retailing, and offering pure services), i.e. mainly 

business-to-business (B2B) but on occasion a few companies directed parts of their 

activities to consumers. 

Each case study was conducted at the company site, including at least 2 and up to 3-4 

full-day visits. For every case, primary data collection included interviews with 

managers and in most cases interviews or surveys with employees, customers, 

suppliers, and partners, together with currently available data from the studied firms’ 
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financial system, as well as onsite observations at offices and production facilities. 

Even if company management, represented by one or a few key persons, naturally is 

the major source for information in SMEs, triangulation (i.e. different sources of data) 

was strived for as a strategy to increase validity (as suggested by e.g. Creswell, 2009). 

Secondary data sources used were information about the company and its business 

through websites, brochures, publically available financial data (annual reports) from 

the focal firm and its major customers, suppliers, partners, and competitors, and other 

relevant sources about the industry in which the studied company operates. Analysis 

of the current situation and future development plans for sustainable growth were 

carried out for each company. 

The qualitative research part could be compared with action research (Susman and 

Evered, 1978) and practical inquiry (Goldkuhl, 2008), with initial diagnosis 

(investigating the current status of company), action planning (suggestions for further 

activities for sustainable growth), and action taking (if company management decides 

to proceed with suggested activities). It differs, however, since evaluation 

(investigating possible effects) and specifying learning (researcher and practitioner 

analysis and reporting) were not conducted. 

It should be pointed out that each case was conducted according to qualitative case 

study practices (c.f. Eisenhardt and Graebner 2007). In total, each student group spent 

approximately 600 hours on their case study including reporting; this allowed for 

detailed and thorough case studies, which may also increase validity (Creswell, 2009). 

The authors of this paper, in their roles as tutors and examiners, spent 4-12 hours each 

on data collection for every case, except for the external auditor author who took part 

in 9 case studies. Another of the authors participated in approximately 40% of the 
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student groups’ final presentation at the company site, organized as a 2-hour meeting 

with company management (owners, board of directors, the managing director, and/or 

other persons from the company’s operating management) including a discussion 

about the student group’s suggested conclusions and the future development of the 

firm (in total, approximately 60 companies over three years). The third author 

participated in approximately 10 of the company visits, and previously conducted one 

of the case studies as a M.Sc. student. These practical insights were valuable in the 

interpretation of the results, but did not have any effect on the data collection. 

The quantitative data such as company size and economic data for the 154 companies 

are presented in table 4. 

Table 4  Financial statistics of the case companies (N=153) 

 Min Max Average Median  

Size (number of employees) 4 154 30,44 22 
Size (turnover), M€ 0,58 M€ 25,07 M€ 5,37 M€ 3,54 M€ 
Profit margin (as a mean over 4 years) -14,58 % 62,54 % 5,72 % 4,82 % 
Equity ratio 1,27 % 77,73  % 33,97 % 31,83 % 
Liquidity (mean 4 years) 3,54 % 463,4 % 111,97 % 95,69 % 
Return in assets ROA (mean 4 years)* -13,75 % 70,26 % 9,96 % 8,44 % 

Source: Affärsdata 2011. (Data was collected in Swedish currency SEK. In the table, 10 SEK 
is approximated to 1 €.) * With a standard deviation of 11,37%. 

Results of Applying the Tentative Small Business Assessment Model 

The Tentative Small Business Assessment model was used with a floating scale on 

factors 1.1-3.10 ranging from Low to High. The protocol served to evaluate, based on 

the in-depth case studies, each SME along the suggested factors. The floating scale 

was later translated into a Likert scale ranging from 1 (low) to 5 (high). 

Profitability, calculated from officially reported financial data, was used as a divider 

when the sample was split into two parts: those above and those below average ROA 

for the last four years. ROA per year for the sample, from 2007 to 2010, is shown in 
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Table 5. Not all data for 2010 was available at the time this paper was written, 

however, since the case companies’ fiscal years’ varied and the wait to obtain official 

financial statistics is approximately 6-9 months. Year 2010 is shown for the 43 

companies available to show the trend of the stronger business cycle after the 

economic crisis of 2008-2009. Statistics for the three years 2007-2009 miss data for 

one or two cases. 

Table 5  Return on assets for the case companies 

Return on assets N min max mean Std dev  

2010 43 -21,60 % 30,36 % 8,83 % 12,37 % 
2009 153 -58,19 % 86,37 % 4,61 % 16,73 % 
2008 153 -29,49 % 90,23 % 10,79 % 15,39 % 
2007 152 -33,97 % 66,82 % 13,45 % 13,28 % 

Source: Affärsdata and the Case database, Center for Applied Management in SMEs (CAM), 
Linköping University 2009-2011). 

 

Table 6 presents the evaluations of the cases on factors 1.1-3.10. Factors (2.1), (2.3), 

and (2.5) were added during the second year of data collection, while factors (1.5) and 

(2.7) were added the third year, which explains the lower number of measured cases. 

About 60% of the case companies were below ROA average and 40% above, with the 

same ratio during 2009-2011. Significant difference between the two groups was 

identified for several of the factors, marked as bold in the table.  
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Table 6  Mean values and significant difference for the 154 companies split into two groups 

 

Source: Case database, Center for Applied Management in SMEs (CAM), Linköping 
University 2009-2011. 1 N=154 from the sample and missing data for a few of the parameters. 
2 Significant difference between the groups based on t-test for equality of means, sig (2-tailed) 
< 0.05 (Levene’s test for equality of variances).  

To further analyze the factors’ influence on long-term profitability, the sample was 

split into quartiles with the most and the least profitable case companies as seen in 

Table 7. This analysis showed a slightly different pattern, with fewer factors with 

significant differences between the most and the least profitable companies. In this 

analysis, fewer factors can significantly explain the ROA difference between the 

groups. All the factors that show significance are within the larger group of factors in 

the previous analysis except one, (2.5) University collaboration, which correlates 

negatively with profit. 

 

 

 

Factor N1 Mean value for 
companies below 
average ROA 

Mean value for 
companies above 
average ROA 

Significant 
difference between 
groups (yes/no)2 

1.1 Profit margin 154 1,90 3,03 Yes 
1.2 Financial stability 1 (company) 154 2,20 2,97 Yes 
1.3 Financial stability 2 (total) 154 2,67 3,23 (Yes) 
1.4 Liquid assets 153 2,32 3,15 Yes 
1.5 Volume growth 52 1,32 1,78 No 
2.1 Contract manufacturer 102 2,44 1,45 Yes 
2.2 Product development 154 1,90 2,18 (Yes) 
2.3 Innovation level 103 1,63 1,82 No 
2.4 Unique niche 154 1,89 2,28 Yes 
2.5 University collaboration 103 1,72 1,63 No 
2.6 Need of succession 153 1,96 1,98 No 
2.7 Active Board of Directors 51 1,24 1,72 Yes 
3.1 Profit awareness 154 1,80 2,54 Yes 
3.2 Risk awareness 154 1,97 2,43 No 
3.3 Strategic and visionary leadership 154 1,43 1,77 No 
3.4 Structured management 154 2,00 2,30 No 
3.5 Organizational level 154 1,66 1,85 No 
3.6 Leadership 152 2,24 2,86 Yes 
3.7 Market oriented 154 1,84 2,33 Yes 
3.8 Customer value awareness 154 1,72 2,43 (Yes) 
3.9 Customer collaboration 154 2,03 2,28 No 
3.10 Competitiveness 154 2,00 2,95 Yes 
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Table 7  Mean values and significant difference for lowest and highest quartiles 

Factor Mean value for 
lowest quartile1 

Mean value for 
highest quartile2 

Significant difference 
between groups (yes/no)3 

1.1 Profit margin 2,19 3,00 Yes 
1.2 Financial stability 1 (company) 2,30 2,84 No 
1.3 Financial stability 2 (total) 2,84 3,11 No 
1.4 Liquid assets 2,31 3,18 Yes 
1.5 Volume growth 1,27 2,00 No 
2.1 Contract manufacturer 3,12 1,46 Yes 
2.2 Product development 1,92 2,08 No 
2.3 Innovation level 1,72 1,79 No 
2.4 Unique niche 1,95 2,21 No 
2.5 University collaboration 2,16 1,58 (Yes) (only new sig. diff.) 
2.6 Need of succession 1,95 2,05 No 
2.7 Active Board of Directors 1,27 2,00 No 
3.1 Profit awareness 1,95 2,45 (Yes) 
3.2 Risk awareness 2,27 2,42 No 
3.3 Strategic and visionary leadership 1,46 1,74 No 
3.4 Structured management 2,19 2,16 No 
3.5 Organizational level 1,78 1,82 No 
3.6 Leadership 2,22 2,81 Yes 
3.7 Market oriented 1,89 2,37 Yes 
3.8 Customer value awareness 1,89 2,37 No 
3.9 Customer collaboration 2,24 2,42 No 
3.10 Competitiveness 2,11 2,84 Yes 

Source: Case data base, Center for Applied Management in SMEs (CAM), Linköping 
University 2009-2011). 1 N=38, up to ROA threshold -1,855. For the added factors (2.1) and 
(2.3) N=25, and for factors (1.5) and (2.7) N=11. 2 N=38, above ROA threshold 12,395. For 
the added factors (2.1) and (2.3) N=24, and for factors (1.5) and (2.7) N=14. 3 Significant 
difference between the groups based on t-test for equality of means, sig (2-tailed) < 0.05 
(Levene’s test for equality of variances).  

Finally, a regression analysis was performed. It showed that only two factors 

described the sample (with ROA 2009 as dependent variable and all factors listed 

previously as independents): (2.1) Contract manufacturer, correlating negatively, and 

(3.1) Profit awareness, correlating positively, which together account for 24% of the 

sample’s variance. 

Result Discussion  

This paper set out with the purpose to find factors that can explain sustainable growth 

in established SMEs. The first quantitative analysis, where the sample was split into 

two groups of cases above or below mean profitability (ROA), showed that all the 

independent variables of Block 1 – Financial factors, except volume growth, are 

significantly different for the more profitable cases. This indicates that the Tentative 
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Small Business Assessment model has relevance for the long-term growth of the 

company, since ROA is measured as a mean of the last four years. Out of the 

variables of Block 2 – Business characteristics factors, the factor contract 

manufacturing shows significant difference; companies below average profitability 

have a higher share. Mirroring this variable is the product development parameter, 

which is almost statistically certain (at a 95% level). The most profitable are more 

often in a unique niche, strengthening e.g. Penrose’s (1959) suggestion about the 

importance of interstices open for SMEs, and have a more active Board of Directors, 

which indicates that the extensive previous research on the need for long-term 

strategy and plans for the firm is equally important for SMEs (Porter, 1996; Normann 

and Ramírez, 1993).  In Block 3 – Company management and organization factors, 

five out of the ten variables show significant difference. The more profitable 

companies were estimated to: (a) have better profit awareness; (b) have better 

customer value awareness; (c) be more market-oriented, which emphasizes the point 

made by Normann and Ramírez (1993) that successful companies strive to create a 

good fit between the company’s competencies and their customers; (d) be more 

competitive; and (e) have more convincing leadership. The mean values of the other 

five parameters are also higher for the most profitable half, something that is an 

interesting result as well, even though the differences were not statistically significant. 

The second quantitative analysis, where the most and the least profitable quartiles 

were compared, refined the results and supports the stability of the model since the 

variables that now are significant are within the set of significant variables of the first 

analysis. Of Block 1 factors, estimated profit margin and liquid assets show 

significant difference. Of Block 2 factors, contract manufacturing and university 

collaboration are lower for the most profitable quarter. University collaboration was 
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the only variable not part of the set from the first analysis. Of Block 3 factors, four out 

of five still show significant difference, and as expected, all ten show higher value for 

the most profitable quartile. 

Finally, the regression analysis showed that only 24% of the sample variance could be 

described by these factors; contract manufacturing was one of these, and profit 

awareness the second. These are, however, within the set of factors showing 

significant difference between the two groups in the first analysis, and between the 

weakest and strongest quartiles in the second test. 

Contribution Suggested and Further Research 

This research relies on extensive empirical data collection, and this should also be 

regarded as the most original contribution to previous research. 

Applying the assessment form on the randomly selected 154 established SMEs did 

not result in a clear pattern for which factors that are most important for long-term 

profitable business development and growth, but showed significant overall 

differences between financially strong companies and weak ones, i.e. those with less 

sustainable development. These results can be a base for further refinement of factors 

that should be taken into account for sustainable growth in SMEs. 
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